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Capitalist' (BW, 21 June) 
made interesting reading. 
P ; Sitaram Yechury sits in 
: onyle Joseph Pu dharna in Delhi against the 
: I ——' proposed divestment in Air 
: -Editorial ke — ^» India and Indian Airlines, 
: Eni | but turnsa blind eye to the efforts of - | 
- New Delhi 110002 0. ^; the West Bengal government to privatise loss-making 
Phone: 23702170-79; Fax: 23702062 . . PSUs. Can there be a better example of hypocrisy than this? It only 
_ B-2/C-2, Paragon Condominium exposes the double standards of the Indian communists: where they 
: (Opp. Century Wo, -..  areinpower they are pragmatic; where they enjoy power without 
Mumbai 400013 — ... responsibility, they are downright irresponsible. 





bg 24962587-94; Fax: 24962596 . 
Es vu : V. Jayaraman, via email 





MATURITY AND ADVANCEMENT | does not matter whom you work for, 
I enjoyed your metaphor about todays | how much you work for and what you 
job seekers: you may have the abilityto | do, as long as the quality of work 





procreate, but you probably arent | | deliverables is high. For those who 
mature enough to care fora child (Day | have pink-slip-phobia, I have only one 
Trading... BW, 28 June). Skills to | thing to say: aslong as quality of your 
handle responsibilities at the higher | deliverables is high, your job is never at 
end of lifes hierarchy do not come | risk, even ifyour company sinks. 


BP. Pvt Limited- 













ione: 38131278, 28131279, 28131286 with this employer?” I replied that I (‘Innovating the Future, BW, 21 June). 
had been there for just seven years, For example, foreign companies like 
= | - and got a quick response. "You mean Teva are driven by generics and drug - 
nk of india Road, 4th] Floor | ' seven years with the same company? | innovation. Yet the Indian healthcare 
| Isn't it boring?" industry has chosen to be generics- 
Well, I could not explain to him driven without any emphasis on 


how excited I am to start my week innovation, barring a few exceptions. 


iy em e? without spending sufficient time in the | Raghavendra V. Kulkarni, via email 
; Irc p Kolkata to oor LE lower hierarchy. The youth today are | 
| | trying to move too fast. , BEYOND OUTSOURCING 
S eee] Offices — The other day I was travellingina | Lack of an inward-looking mindset of 
: 7267 B food: High Road. shuttle, and the person sitting next to | koi dedu » the maj e i tumbling 
< Chennai 600 014 me asked: "How long have you been | block for innovation in India 
| 
| 
| 
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9 AC Em 500004 O6 ^ every Monday morning. In my view, it Also, Indias inability to retain or 
Phone: 23817147 -Fax 23307454. 0 o attract talent has resulted in complete 
Inland S nRaes == lack of experimentation with 





marketing techniques, research and 
other methodologies. Further, the 
pharmaceutical industry has 
traditionally followed the path of 
medical representative-led growth in 
hierarchy and function. An individual 
like Fred Hassan would not have 
survived in a system where the board is 
governed by the owners, and rest of the 
members are mere stamp pads. 

With India as an outsourcing 
centre, MNCs have again stolen our 
lead. Companies like Adobe 
(incidently, the latest Pagemaker 
version was entirely developed in 


: eee "Rs 228 
“Two years : Rs 456°. 

: Three years Rs 684. 
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.. India) or Intel are exploiting our 
. intellectual capital to their maximum 
advantage, Indian companies are 
yet to realise the opportunities in their 
own backyard. 
-Your suggestion of having more 
. investment-ed partnerships makes 
-sense for Indian companies. DRL had 
to shut down its research centre in the 
+ US, and this probably happened due to 
. mounting costs. Had that business 
been a partnership, the model of high- 
. value research in the US supported 
with time-consuming and cost- 
intensive processes in India might 
-have been successful. 
— [don’t want to sound pessimistic, 
but unless Indians change their 
thought processes, we will still be on 
weak footing, or remain an outsourcing 
centre. ‘Innovation’ probably will still 
remain a plaque for the boardroom. 
. Suchitra, via email 


` W Your question — whether or not 
~~ India is thinking beyond outsourcing 
— has been a major point of debate in 
this industry. We seem to have taken 
things for granted; other emerging 
economies are catching up. China is 
slowly but surely taking some of the 
BPO pie away from us. And now that 
many Eastern European countries (like 
Estonia and Poland) have joined the 
European Union, we cannot afford to 
sit back and rest on our laurels. 
India, with all its knowledge 

. resources, still cannot compete in 

-= terms of innovation with smaller 
countries like Finland. During my own 
stay in Finland, I was amazed to see 

A that many small firms in the bio-tech 
and tech sector had invested a lot in 
innovative ideas without fear of failure. 
Most Indian entrepreneurs have not 
yet rid themselves of that fear. 








| Wi [really pity these young so-called 


information, or sell it to each other. As 





CRM e executives who take to the 
profession. of bugging people. I guess 
its time for the corporates to rethink 
their CRM activities, and make them 
less irritating to customers whom they. 
actually want to satisfy. 

Venkatesh, posted on BW website 


: We must educate the young 
^ dios ofi our country. Fresh 
college graduates i in India are so 
caught up in the glamorous life 
of call centres that they do not 
spend time and effort on inno- 
vative ideas. The government 
also needs to provide more 
opportunities here to keep 
Indias brain power in the 
country, instead of losing it to 
the United States or the United 
Kingdom. What if Fortune 500 firms 
find cost-effective, high-quality 
solutions in other countries? Does 
India have a ‘Plan B? 
Kartik Krishnamurthy, vía email 
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EMISSION ISSUES 
In your article s E Power, ('Clean 
Up, Or Else... 7 June) you have 
reported that b gensets, which 
have been exported by us, are non- 
compliant with emission norms. This is 
incorrect. The exported gensets are 
indeed compliant with the emission 
rules of the respective countries to 
p | which they have been sold. 
IRRITATION, NOT MANAGEMENT | Gentanjali Ayar, vice-president. 
Mr Goswami and I share similar | eee | (corporate public relations), Birla 
sentiments about tele-marketing calls _ | Power Solutions — 
(‘Mass Marketing Is Out Of Ideas, BW; si | 
21 June). The funny thing is, i'sthe — < E BW replies: The BW report is based 

| 

| 

| 

| 
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established and reputed companies — | on the Central Pollution Control Board. i 
that are more often responsiblefor | | order (no. B-31041/53/97/PCI-I/, 
allowing such juvenile and insensitive | dated April 7, 2004) which has directed 
so-called customer relationship. 1: Birla Pow r Solutions to call back from | 
management (CRM) programmesto | th | B 
be initiated in the first place. Thisisthe |. m 
flip side of outsourcing that no one | 
seems to pay any attention to. 

What is more surprising is that 
there seems to be a creeping feeling 
that these operations share customer 





CLARIFICATION 

The information contained in the cover. 
story ‘India Is Not Enough’ (BW, June 

7)in the boxes titled ‘Privileged - | 
Relationships and ‘Pioneers — From © 







an experiment, I called a bank to 
enquire about personal loans. Within 
a week there was a flood of calls from 


India, With Ambition’ about Sundram 
Fasteners Limited (SFL) was false. 
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competing banks too. Talk about SFL has been. mainly supplying 
offering choice! radiator caps to General Motors, North . 
Roy, posted on BW website America. SFL has set up a subsidary in 


China to manufacture high tensile 
fasteners. Neither General Motors nor 
any other customer has had any role in 
the company's decision to set up the . 
plant in China. 
SFLS effort to increase its presence 
in global markets is a part of its own 
strategy. During December 2003, 
-the company aquired the Cramlington |. 
Precision Forge facility in the UKfrom ^ . 
. Dana Spicer (UK) as part of its 
globalisation efforts. i 
V.G. Jaganathan, president (finance) and = 
secretary, Sundram Fasteners - 
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COVER STORY 


The Airline Revolution 


HEMANT MISHRA 





Air Deccan was the first. And in the future, we'll see at least four more low-cost airlines. Their offering? A plane 
ticket costing just a bit more than a II-class AC train ticket. Heading for high-traffic routes like Delhi- Mumbai, 
they will impact existing players like Jet, Sahara and Indian Airlines. But will the low-cost revolution succeed? 





The Rupee Dives 


Companies were expecting interest 

rates to remain low and the rupee to 

keep appreciating against the dollar. 
That scenario seems to have re- 
versed. And the costs will likely 
outweigh the benefits. 






4 From a high of 43 to a dollar, the 
rupee is now at 47 


Bangalore Agenda Task Force An obituary 
for India’s first public-private partnership for resolving urban 
issues, which the new Karnataka government isn't keen on. 


Indo-US Space Conference Though theres 
been no earth-shattering progress, there's talk of cooperation. 


BUSINESSWORLD 


| Industry sources say India could lose 


| a data protection law in the country. So can 
| we have a law please? The IT industry associ- 
| ation Nasscom is lobbying hard for one. 





Free Email Yahoo! and Hotmail counter Google's 
offer of 1GB of space with enhanced storage. Is that wise? 


Pharma stocks Shares fall as brokerage firm CLSA 
warns of generics rivalry in the US. But that’s news we all knew! 








Wanted: Security Law 


$1-billion worth of BPO business thanks to 
fears about poor data security and the lack of 





Mobile Telephony Internet, games, videos — a 


lookat the new services on offer for your cellphone. 
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PERSONAL FINANCE 


so Parking Problems 


With the good times gone, fixed 
income investors are left with 
fewer choices when it comes to 
tucking their money away. BW 
brings you the pick of the lot. 


64 Workshop Howto read an offer document. 

65 News Prepaid multiple currency cards launched. 
66 Derivatives The Budget and the ‘butterfly spread’ 
68 Taxonomics Tax relief on VRS. 

70 Fund Talk niskand return matter. But so do costs. 
71. Money Plant Therich need wealth management. 
72 Realty A holistic approach to real estate investment. 
74. Money Talk Your investments: stocks and funds. 
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7s A Keen Eye 


He created a sustainable business of bring- 
ing eyesight to the blind. Meet Dr Venkata- 
swamy, founder of the Aravind Eye Hospital. 


Venkataswamy gives advice worldover » 4 


80 Bookmark Ram Charan's 10 tools for growth. 
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32 Mahesh Murthy what’ the right 


time to start a business? Some pointers to help 
you on that path. 


THAT’S IT 


50 Mala Bhargava The MuVo Slim fits in 
your pocket, stores music and records voice — 
in short, it's perfect for the exec on the move. 
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58 Chetan Parikh Delve into the minds 
of Greek philosophers and sift through their 
thoughts on alchemy. It will help you invest well. 
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Let the fun begin 


OR over a decade now, the civil aviation ministry 
has had the singular misfortune of being headed 
by ministers who are either inept or corrupt. They 
have kept the decision-making process opaque 
and have often sacrificed public interest at the altar 
of private profit. I once met a senior official of the Singapore 
government who was involved in negotiations with the Indian 
government when Singapore Airlines was planning a joint 
venture with the Tatas. He had one word to describe the expe- 
rience: frustration. Every time Singapore Airlines agreed to 
some new condition, its competitors would charm the gov- 
ernment into changing the rules yet again. The result is there 
for all to see: from Delhi, it is cheaper to fly to Bangkok than to 
Thiruvananthapuram — Rs 21,500 compared to Rs 28,500. 


That's why the impending entry of a number of low-fare air- 
lines is good news. They will 
keep prices under check and, 
even more important, also grow 
the market. A country of our size 
ought to have an airline industry 
that is many times bigger, and 
that will happen only when air 
travel is brought within reach of 
the real middle-class. 


Businessworld 


Existing airlines are already lob- 
bying the government to put 
hurdles before the new entrants, 
but I hope the current minister 
for civil aviation, Praful Patel, will behave differently from his 
predecessors. A much larger airline industry will energise the 
tourism sector, strengthen economic integration and even 
put pressure on minister Laloo Prasad Yadav to clean up the 
Indian Railways. If he doesn't, he can say goodbye to upper- 
class passengers who have been treated like milch cows. 





When assistant editor Ranju Sarkar started on this story, he 
was only looking at Air Deccan. But as he dug deeper, it be- 
came clear that this wasn't another corporate story, but a 
larger trend that was playing out all over the world. "The air- 
line industry is going through a very interesting phase and In- 
dia is no exception,” says Ranju. 


Readers of Businessworld know that we actively dislike med- 
dlesome governments. But in this issue, we are asking the gov- 
ernment to be proactive and pass a new law, on data security. 
To find out why, turn to page 34. 
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TONY JOSEPH, EDITOR 
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HE current weakness in equi- 
ty, bond and currency mar- 
kets is affecting most emerg- 
ing economies, including 
India. The driver has been a rise in bond 
yields in the US and the apprehension 


7 ofa hike in the Fed Funds Rate (the US 


central bank's key policy variable) at the 


" end of June. These stem from better job 


market data (the May 2004 unemploy- 
ment rate at 5.6 per cent was a good half 
a percentage point lower than May 
2003) and receding fears of deflation. As 
global investors move out of emerging 
markets attracted by higher US yields, 
equity prices fall, exchange rates plum- 


7 met and falling liquidity levels push 


down bond prices, jacking up yields. 


_/ Local factors like elections and policy 
— . do have an impact, though marginal. 


There are both associated costs and 


' benefits of a fall in asset prices across 


the board. Currency depreciation helps 
exporters by lowering effective prices of 
their goods in international markets; it 
is the opposite for importers. Investors 


; in both debt and equity clearly stand to 
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lose. A careful tally of the pluses and 


/ minuses suggests that this time the 
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INDIA AND THE GLOBAL ECONOMY 


Reversal of fortune 


NEERAJ TIWARI 


Rupees per US dollar 
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Source: Value Research 


costs clearly outweigh the benefits, par- 
ticularly for the India corporate sector. 
Will exports gain much? Unlikely. 
Both merchandise and invisibles ex- 
ports have been faring well despite the 
stronger rupee. Merchandise exports 
grew 17 per cent in 2002-03. A possible 
reason is that items that are somewhat 
price-insensitive — pharmaceuticals, 
auto components and branded jew- 


ellery — have driven a significant part 
of the growth. As Indian companies 
have moved up the value chain in IT, 
the sensitivity of demand to exchange 
rate variations has also diminished. The 
diversification of export markets to the 
fast-growing regions of north and east 
Asia have also helped. It is unlikely that 
rupee depreciation will add much to 
export growth at this stage. 


CIPLAS AIDS DRUGS 


Document not done 


NDIAN pharma companies, armed 
with World Health Organization ap- 
proval, have been exporting cheap 
anti-AIDS drugs despite US opposition. 
So when WHO pulled out two Cipla drugs 
— Lamivudine 150 mg and Zidovudine 
— from its approved list last week, 
questions were raised about their qual- 
... ity. Cipla had been exporting the 
~- drugs for three years. 
l “WHO has no issues with us 
as regards the quality of the 
product,” says Amar Lulla, 
joint managing director, 
\Ẹ_ Cipla. “The issue was regard- 
. 1 ing documentation, which 
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was done by the CRO (clinical research 
organisation)." According to him the 
documentation according to WHO re- 
quirements would be complete by the 
end of July and resubmitted. Lulla is 
confident that the products will get rein- 
stated in the approved list after that. 
Says a senior WHO official: "If Cipla 
produces new bioequivalency data 
which meet all the requirements, they 
(drugs) can be put back on the list." 
When drugs submitted for pre-qualifica- 
tion do not meet the regulator's require- 
ments, it advises the applicant resubmit 
the application. This often happens 
when bioequivalence or bioavailability 


23 June 04 


What about input costs? Currency 
appreciation coupled with the expecta- 
tion of a continued rise in the rupee 
kept import costs down both by lower- 
ing import prices and by obviating the 
need for covering imports forward. This 
helped the recent up-tick in the manu- 
facturing growth cycle by lowering the 
cost of inputs and capital goods. A re- 
versal in the currency's direction would 
dampen the manufacturing cycle. 

The impact of rising interest rates: a 
rise in the cost of borrowing could dis- 
courage companies that were planning 
to expand capacity. Falling equity prices 
would affect IPO valuations and have a 
similar impact on corporate expansion 
plans. A fall in equity prices would also 
have an impact on consumer demand, 
albeit somewhat indirectly. Rising stock 
prices seemed to have been a key factor 
last year in driving the pace of sales in 
sectors like automobiles and consumer 
goods . This *wealth effect' will reverse 
with a fall in stock prices. 

The extent ofthe impact will depend 
on the quantum of the increase in US 
rates. A conservative increase of a quar- 
ter to half a percentage point would 
help to allay fears. Besides the fact that 
Europe continues to be in the deldrums 
will keep a check on global rates. — Bi 

ABHEEK BARUA 





The author is senior economist at Crisil 





study results are not validated. Usu- 
ally, these studies are outsourced to a 
CRO, and it may not have fully com- 
plied with the regulations. 

Indian Pharmaceutical Alliance 
secretary general D.G. Shah points 
out: “Though WHO has temporarily re- 
moved two Cipla products from its list 
of prequalified medicines for the treat- 
ment of HIV/AIDS, some other regula- 
tors in the importing countries who 
have earlier approved these products 
may continue to use the same." 

WHO's move came at a time when 
the US Food and Drug Administration 
was trying to get Indian firms to get its 
approval for AIDS drugs. WHO's step 
could finally remove doubts about the 
worth of its approvals. m 

GINA S. KRISHNAN 


URBAN AFFAIRS 


Dont cry for me, 
Bangalore 


ANGALORE Agenda Task Force (BATF), the first successful public-private 
partnership in India, aimed at tackling urban issues has suffered a tragic 
death at the hands of political agenda. In just five years, BATF brought 
some order to Bangalore. It helped the municipality add close to Rs 300 
crore to its coffers through property tax reforms, and implemented accounting re- 
forms, making Bangalore the first city in the country to have its own balance sheet. 
Thanks to BATE the Bangalore Development Authority had enough funds to un- 
dertake infrastructure projects, a whole host of public toilets and bus shelters were 
built, and even the police force started using the fines it collected for traffic im- 
provements. BATF showed that it was possible for a city to be financially self-re- 
liant, thus allowing the states development funds to be directed to rural areas. 

BATE, the dreamchild of former chief minister S.M Krishna, was born in 1999, 
along with the education, healthcare, IT and biotech task- 
forces. With BATE Krishna wanted to make Bangalore a 
world-class city by 2005. But his exit seems to have 
spelt BATF5 end too. "We did a decent job, it is now | 
the new government's prerogative to figure out if e D X 
they need this public-private partnership to con- $ 
tinue,” says Nandan Nilekani, CEO, Infosys Tech- 
nologies and chairman, BATE Nilekani put in Rs 5 
crore ofhis personal wealth to rear BATE while cor- 
porates like Biocon and Aditi Technologies nur- 
tured various projects. Professionals contributed 
with their expertise and time. And stakeholders 
like the Bangalore Municipality, the power 
board, water supply and the transport author- 
ity worked with BATF to ensure the city 
functioned like a well-oiled machine. 

In five years flat, BATF has given Ban- 
galore a remarkable facelift. According 
to a survey conducted last year, 94 per 
cent Bangaloreans believed that post- 
BATF Bangalore had become a better 
place to live in. Yet, the new CM is keep- 
ing quiet about BATF's future (probably 
because ofthe perception that Krishna 
lost the elections due to his undue focus on Bangalore, to the detriment of other re- 
gions). Does a change in the government, also mean that the initiatives taken up by 
the earlier government will be abandoned? ^We are sure that the stakeholders 
would try and meet the public commitments they made on the BATF platform," 
says V. Ravichandar, member, BATE The spokesperson for the Bangalore Develop- 
ment Authority said it was too early to say whether the commitments made on the 
BATF platform would be honoured. The Bangalore municipality, however, plans to 
go ahead. "BATF helped us get started. Now it's up to us to continue whether Ban- 
galore is on the new government's radar or not,” says an official. 

BATE in its short and sweet innings, has shown that metropolises need a city 
manager to oversee their day-to-day operations. "The idea is to get one individual 
to take accountability of the performance of the city," says Ravichandar. We hope 
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that BATE headed by a strong business leader, will one day be backat the crease. Bi 
SUPRIYA KURANE 
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HIS is one dotcom drama that 
followed the script. In 2000, 
Avnish Bajaj and Suvir Sujan 
left their investment banking 
- . and consulting jobs, respectively, to join 
>.” the gazillions of entrepreneurs with a 
—. dotcom business plan. They chose to re- 
turn to India and set-up Baazee.com, a 
company that was modelled on eBay, an 
auction site. Industry analysts have all 
along believed-that Baazee had been 
.., created so that one day eBay would 
V. come and buy it. In June 2004 the origi- 
~ nal acquired 100 per cent stake in the 
clone for a $ 50 million deal. 
= eBay agreed to pay $50 million fora 
.., business that generates an estimated 
. $600,000inrevenues. That's a rich valua- 
—: tion for an outfit that has 1 million regis- 
tered and is still losing money. But then 
.. eBayisdesperateto enter India. The Net 
` giant maintains that its clients in the de- 
.' veloped world like Germany and US are 
. keen on tapping into low-cost products 






















: dian operation goes foe an IPO, the whey 
-share rs— Shashi Ruia’s Essar 

Tele-Holdings, Analjit Singh’ s Max Tele- 

ventures, Uday. Kotak and Hinduja TMT 


`“ == plañ to consolidate their holdings. Af- 
-ter the consolidation, the Ruias are likely - 


-to hold 35 per centin the entity, which 
o wil probably be called Hutchison Essar. 
Currently, Hutch is awaiting FIPB 


m — for stake consolidation. Hutch 












EBAY'S BUYOUT 


 Adream finish | 
for Baazee.com 
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| Moves ore kiedi | putits EBIDTA close 
|. Already, Hutch has one ofthe health- Hut 
|. iest balance sheets in the Indian tele- - 
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in India and China, but 
find it tough to do so. So 
tapping the wholesale 
market is a key focus. 
"We like to walk the 
streets and get a sense of 
what the merchants are 
saying," says Gil Penchi- 
na, vice-president (inter- 
national), eBay, whose 
idea of wholesale is rela- 
tively smaller number of items like 10-15 
to 100. The buyout also fits in with eBay 
market entry strategy. It entered Europe 
and China through similar route. 

It is this understanding of eBay's 
strategy and importance of raising large 
amounts of capital that has Sujan and 
Bajaj popping the bubbly. Between De- 
cember 1999 and April 2000 the com- 
pany had raised about $ 21 million in 
three successive rounds of funding. Star 
Holdings was the largest investor with a 


| total of $ 11 million invested in the com- 





com business. As against the alHndia | 
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pany. When the dotcoms crashed and 
burned, Baazee still had enough in the 
bank to survive till its Prince Charming 
came along. "Sujan and Bajaj have per- 
haps enough now to buy an island and 
retire," says an industry veteran. The in- 
vestors too will at least make twice the 
amount they invested. But the bigger 
question is did Baazee create any lasting 
value ~ a thing that entrepreneurs keep 
talking about? Thankfully, we now have 
eBay to tackle this question. a 

RADHIKA DHAWAN 
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New Nokia 6820. Get used to saying more. 


Words flow so easily on the two-handed integrated messaging keypad of the Nokia 6820, you could just 
go on and on, be it on SMS, MMS! or emailt. Elegant and compact in design, it’s also enhanced with features 
such as triband for global roaming, EDGE for higher performance, mobile email? for connectivity on the 
go, and Bluetooth™ wireless technology for convenience. And don't just say more, do more - get organised 
with Personal Information Management (PIM), improve productivity with presence-enhanced contacts, NOKIA 
and enjoy a multimedia experience! with the integrated camera, video and voice recorders, and 
XHTML! for richer browsing. Once you've started on the Nokia 6820, there'll be no stopping you. 








1 GPRS, WAP, HSCSD. EDGE, xHTML, email, data transfer speeds and other mobile services are network operator and content service provider dependent. MMS-related services are dependent on the network as well a the compatibility 

and the content formats supported. MMS, email, WAP browsing and other related features in our products operate using TCP/IP CA CUQY and thus will only be available if supported by network operator. Please check with your local netw 

Bluetooth is a registered trademark of Bluetooth SIG, Inc. Devices need to Support Bluetooth wireless technology. Nokia 6820 is compliant with and adopts Bluetooth Specification 1.1. However, interoperability between the phone and oth 

Bluetooth wireless technology is not guaranteed and depends on compatibility. For more information on the compatibility of the phone with other products that support Bluetooth wireless technology, please check with the manufacture ea 
that the MMS-related services and Presence-enhanced Contacts are dependent on the network as well as on the compatibility of the devices used and the content formats « ipported. Please check with your local networt der 
Poi SD AXI Se, a IT MT; ea Oe 2 12 tS of D "SIE MEN E vowWwwNE 

Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty is applicable only for 


phones imported by Nokia India Pvt. Ltd. email us at: nokia.ebaq@nokia.com 


INDO-US SPACE CONFERENCE 


Countdown begins 





NDIA and the US have rarely col- 
laborated on high technology de- 
velopment. Till now. And even at 
the first Indo-US space conference 
in Bangalore, both countries were talk- 
ing mainly about exploration, both liter- 
ally and figuratively. "Many of your 
questions may not be answered imme- 
diately,” said Marco Di Capua, counsel- 
lor for science and technology at the US 
embassy in New Delhi. "It may take 
months or even a year for us to provide 
the answers." But it seemed that Indian 
Space Research Organisation (ISRO), 
and the US companies and NASA (Na- 
tional Aeronautics and Space Adminis- 
tration) were happy just to begin talking. 

Yet there was business, and signs of 
more to come in the immediate future. 
The US undersecretary of commerce 
Kenneth Juster said that Boeing Satellite 
Systems has been given a licence to "en- 
gage in discussions and share data with 
ISRO”. They two have been talking for at 
least a year, but these have stopped short 
of specific technologies. The US had not 
allowed Boeing to talk tech till now. 

Now with the permission, ISRO will 
build small satellites with Boeing. The 
latter will supply the transponders and 
ISRO will integrate and test the satellites, 
and provide pre- and post-launch sup- 





port. Boeing now wants to 'outsource' | 


the production of two- and three-tonne 
class satellites to a lower-cost country. 
Space faring nations are so few that In- 








dia may be Boeing's only choice. Most of 
this joint development would be to re- 
place older satellites made by Boeing. 

But for ISRO, this is a great opportu- 
nity to make its mark in the world satel- 
lite market. Although satellite-makers 
are few, the market, too, is small and 
tough. Boeing is its biggest player and 
working with this company will improve 
ISROS credibility. It is also an opportu- 
nity for ISRO to expand the capabilities 
ofthe private industry in India, as many 
Indian companies will have to work on 
this project. About 30 already work with 
ISRO on satellite development. Says 
BS.Goel, director of the ISRO Satellite 
Centre: "We want to expand the Indian 
private space industry and the only way 
to do sois to enlarge our business." 

The conference is a fallout ofthe an- 
nouncement three years ago by former 
Prime Minister A.B. Vajpayee and the US 
president George Bush that India and 
the US would co-operate in space tech- 
nology. Thereafter, the US had consis- 
tently eased restrictions on high tech- 
nology exports to India. This year, 
already $51 million of dual use high tech 
items have been exported from the US 
to India, compared to $57 million in 
2003, which itself was double the figure 
ofthe from the previous year. 

Also, the US president has announ- 
ced plans to explore the solar system in 
collaboration with India. E 

P. HARI 
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Fils 
Fence-sitters 


OREIGN institutional investors 
[- (FIIS) have been more unde- 

cided in June than in the last 
six months. Though Fils have been 
net buyers in June, unlike in May the 
numbers indicate that funds have 
scaled down their investments in In- 
dia. Cumulative purchases and sales 
have dropped to half that of the first 
five months of the year. Average daily 
buying in June was just Rs 466 crore 
compared with the six monthly aver- 
age of Rs 903 crore. 

Market watchers say there are 
two reasons for this. First, there is 
uncertainty in the world market, 
which expects the US Fed to hike 
rates soon. So, FII inflows have gone 
down across Asian markets. 

Second, there is uncertainity 
about policy announcements in the 
Budget. They say this Budget is im- 
portant as it will determine the 'in- 
vestibility' of Indian equity markets 
for the next three years. A populist 
Budget will trigger a selloff, while 
one favouring industry will see the 
markets holding their ground. 

There is a bit of confidence in the 
air. Manish Chokani, director of 
Enam Securities, a leading FII bro- 
ker, says after investing in IPOs in 
March, Flis continued their buying 
momentum in April. The unexpected 
election results saw a selloff in May. 
But this month's net buying position 
shows Flls believe the Budget will 
favour the industry. Says Chokani: 
"Fll's are less worried about funda- 
mentals now." » 
T. SURENDAR 


FII inflows 


Month Gross Gross Net 
purchases sales investment 





















Jan 16,830 13,653 3,177 
Feb 14,952 12,555 2,397 
March 17,238 11,634 5,604 
April 19,691 12,053 7,638 
May 15,531 18,778 (3,247) 
June 7,922 7,390 532 
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Source: Sebi 
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Twin Topper. 









Largest sold. Largest read. 


With the largest circulation figures of 4,92,892 
copies and the highest readership of over 
55 lakhs, Vanitha is now India’s largest sold and 
largest read womens magazine. Just the perfect 
vehicle to help your brand go places in Kerala. 


Source: ABC Jul-Dec ‘03 NRS ‘03 
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India's largest sold and read womens fortnightly 
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GECIS SELLOFF PLANS 


Too much, too 
little, too late 





HE irony is hard to miss. Gen- 
eral Electric Capital Interna- 
tional Services (GECIS), the 
cradle of business process 
outsourcing industry in India, is finding 
it difficult to sell its call centre business. 
There are a few takers, but none willing 
to pay the huge premium that GE wants. 
A significant proportion of the top man- 
agement at the companies that had bid 
for the GECIS operation, had begun 
their career at GECIS. 

GECIS' plans to exit IT help desk the | 
and network security businesses have | 
run into rough weather with the com- | 
pany receiving far fewer bids than it ex- 
pected. GECIS reported revenues for 
these business of about $30 million and 
expected at least $120 million to $130 
million. It is asking almost two-and-a- | 
half times that of prevailing valuations 
in the BPO sector. 

ICICI bought CustomerAsset at a 
price-to-sales ratio of 1.5. FirstRing was 
sold at a price-to-sales ratio of one, and | 
Perot Systems acquired Vision Health- 
source at a price-to-sales ratio of 1.5. 
Only Daksh managed to sell out at a ra- | 
tio of three, and that's because it was a 
leader in the industry. 

Even so, a dozen bidders including | 
Convergys, EDS and Affiliated Com- 
puter Services quoted bids in the range | 











GECIS president and 
CEO Pramod Bhasin: 
How do | sell this? 


of $40 million to $60 
million. Why did the 
pioneer of the back 
office operations in 
India receive a luke- 
warm response to its 
sell-off plans? Consid- 
ering IBM bought 
Daksh for at least 3-4 
times its revenues, 
GECIS should have 
got better bids. 

Industry analysts 
say that a captive operation like GECIS 
should not expect a Daksh-like valua- 
tion. “GE's expectation of 3-4 times rev- 
enues is out of sync with reality. It is a 
captive unit with 15-20 per cent higher 
costs than third party operations," says 
the CEO of a Bangalore-based BPO 
company. A captive unit will not look to 
increase its business and who wants to 
pay a premium for such a stagnant busi- 
ness? "No buyer would like to be sad- 
dled with work that does not grow," says 
another industry watcher. 

The problem before GECIS is that 
unless it becomes independent it can- 


DILEEP PRAKASH 


| not reduce the second source of worry 


for its buyers: customer concentration. 
Buying GE back office work means that 


| you are buying a single client with 


bloated operations. Since GE has never 
had to compete in the market, its costs 
are higher and it has more people as 
compared to third-party BPOs with sim- 
ilar revenues. Since the beginning, the 
management had not looked at GECIS 


| asa profit centre. It's objective was to cut 


the costs being incurred by moving the 
operation to a lower cost destination. 

"If the business was growing, GECIS 
would have retained it in-house. GECIS 
does not have much to offer," says the 


| CEO ofa Delhi based call centre. Re 


SHELLEY SINGH 
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UTV 
Home Alone 


FTER having romanced high 

profile VC firms, Warburg 

Pincus and CDPQ, Ronnie 
Screwvala is planning to go to the 
IPO altar alone. And before he 
does, he has bought out the in- 
vestors in UTV — Star and CDPQ. 

Why would investors want to 
exit the company just before an IPO 
through which they could make big 
money? One is reminded of 2002, 
when Warburg Pincus exited UTV as 
it was unable to go for an IPO. So is 
this a sign that the IPO may be de- 
layed again? “We will file the 
prospectus in 2-3 weeks, but the 
IPO may take place only after Au- 
gust or September,” says Ronnie 
Screwvala, CEO. 

Could UTV miss the bus again 
as the markets are in decline? 
Says Screwvala: “This time it isn’t 
like 2002, when there was no de- 
mand for IPOs. Now there are a lot 
of companies coming to the mar- 
ket. And we need money this time. 
UTV is now vertically integrated and 
it is also in movie business.” 

So if the opportunity is big and 
UTV is committed, why would a 
fund like CDPQ get out? “CDPQ left 
Asia and is unwilling to continue 
monitoring the investment from 
France or Montreal,” says Scre- 
wala. And Star? “They weren't in it 
for the money. It 
was a strate- 
gic invest- 
ment for 
them." E 
SHISHIR PRASAD 
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Prizes for all regional finalists. Fabulous audience prizes. 








Eligibility: Open to all corporates / Companies including Financial Institutions, Public Sector Undertakings, Media | 


Houses, Ad Agencies etc. Teams of two participants only. Multiple teams are allowed. Registeration - Rs 500 per | 
team (for non-Tata companies). : 
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Finals - Aug 1, Mumbai. CNBC 3 
To participate, please check the date in your city. Witness it on 


Brodit Frans H 














For details and online registeration log onto tata.com | 
Prizes Sponsered by: : 








Entry forms are also available at the outlets of Barista, VVorld of Titan and We stside 
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COMMODITY PRICES 


A temporary dip 


AS the commodity cycle 
turned? After a year's steady 
rise, prices of steel, nickel, 
aluminium and gold have 
fallen 8-10 per cent over the last 30 days. 
In India, metal prices have been a mixed 
bag with HR steel and aluminium still 
high. But prices of farm products are 
down 10 per cent. There'a feeling that 
the cooling ofthe Chinese economy will 
cause world commodity prices to fall. 
This is a possibility, but not a cer- 
tainty. "The Chinese have been with- 
drawing approvals that they had given 
the manufacturing units rather than us- 
ing the interest rate to slow down the 
economy. This demand management 
means that it is unlikely that the units 
that are functioning will cut their de- 
mand. At best I would view the soften- 
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ing prices as a correction," says a fund 
manager at a Hong Kong hedge fund. 

At an investor meet in May two Chi- 
nese steel makers, Baoshan and China 
Steel, gave a higher guidance for next 
year. Both the compnies and analysts 
expect the prices of hot-rolled and cold- 
rolled coils to rise and that of flat prod- 
ucts to stagnate after three years. 

And it will be a mistake to correlate 
Chinese price movements with those in 
India as the latter depend largely on lo- 
cal factors. Says Kushal Thakker, direc- 
tor, Prophecy Investments, a commod- 
ity trading firm: "In India, steel and 
cement have risen simultaneously. In 
the past these rises would be sequential. 
That would allow industrial consumers 
to absorb the shock. This time I expect 
the prices to stay flat and then rise 10 per 
cent over a year." 

Even the oversupply 
in the world and in In- 
dia, may be overesti- 
mated. The global ca- 
pacity of metals is 
running close to 90-95% 


2004F 
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1,723 


16,145 












15,776 | utilisation levels. 
2,863 "There's little invest- 
1255| ment in commodity 
1,258 production. Till that 


happens, prices will not 


13,469 | 
drop," says a fund ma- 


10,128 









Global Zinc production 9.794| 10,023 | nager with a London 
Zinc price 843| 1,071,  hedgefund. X 
Production & use in '0OOO mtpa, Prices in $/mt Source : Goldman T SHISHIR PRASAD 














PHARMACEUTICALS 


UK's NHS gives Ranbaxy ulcers 


HE National Health Service 
T (NHS) of the UK has accused 

Ranbaxy Laboratories of collud- 
ing with Generics, a UK drug maker, to 
cheat it of £100 million. NHS, on 
which UK spent £67 billion last year, 
alleged that Ranbaxy and Generics 
formed a cartel between 1997 and 
2000 to keep prices of ulcer drug rani- 


tidine high. A similar claim against 
Ranbaxy for overpricing penicillin- 
based antibiotics is pending. 

How much of this latest claim is 
Ranbaxy responsible for? An NHS 
spokesperson told BW from the UK 
that though NHS incurred a loss be- 
cause of the two companies, it ^would 
not be fair to say what the split would 
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LOUIS VUITTON 
What's in 
a store? 





DINESH KRISHNAN 





T'S been a year that they have 
been searching for the perfect 
charge d'affaires, to no avail. 
Prasanna Bhaskar, retail manager, 
Louis Vuitton India, has scanned 
everyone from graduates of top In- 
dian B-schools to incumbent flight 
attendants with over a decade of 
experience for just one person who 
can step into the retail manager's 
shoes at LV's Delhi store. What's 
the bait? Glamour apart, where 
shop assistants are pulling in Rs 2 
lakh-3 lakh annually, the moolah 
can’t be too bad for the RM. Be- 
sides, the scope for travel and 
moving across world’s fashion cap- 
itals should be temptation enough. 
While IIM grads would gladly sell 
soap for HLL, they don’t seem to 
be all that keen on pushing luxury 
bags. Never mind the label. m 
AARTI KOTHARI 





be". He said the investigation is at an 
early stage. 

Ranbaxy says its UK sales during 
this period were £35 million. So it is 
unlikely it could have made anything 
close to what NHS is alleging from a 
single drug. A company statement 
stoutly denied any wrongdoing and 
said NHS has yet to quantify the dam- 
ages in its official notice to Ranbaxy. 
At £27 million, UK was its largest mar- 
ket in western Europe last year. E 
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Elantra 


Performance Luxury Sedan 
PLAY A BIGGER GAME 





Test drive the Elantra today. 
Feel the difference. 


Elantra comes loaded with stuff. The build quality is exemplary, the cabin | 
cossets passengers and drivers alike and there's adequate legroom too.' 


BS MOTORING, MAY 2004 
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Elantra, Corolla, Optra and Octavia were tested in a shootout by AUTOCAR. The Elantra emerged as the winner. 
For details, refer to AUTOCAR, June 2004. 


—— ——— 


While the petrol engine is more powerful than any that the competition has, the CRDi will be able to meet the 
Octavia 1.9 TDi head-on. Elantra, has wider gear ratios cutting down on fuel consumption.’ 


OVERDRIVE, JANUARY 2004 


Test-driving Elantra with 125 bhp petrol and 110 bhp CRDi diesel engines was quite 
| athrill. The engine delivered excellent pulling power at almost all engine speeds and 
^4 itdid live up to Hyundai's claim of being a luxury sedan that offered performance.’ 


AUTO FOCUS, TIMES OF INDIA, 22ND APRIL 2004 


. The entire car is a very good package. You get levels of equipment which you only 
read of and its got a diesel engine which would put petrols to shame. It saves you 
alot of fuel and, more importantly, is more environment friendly than petrol cars.’ 


TIMES AUTO, TIMES OF INDIA, 23RD APRIL 2004 





Hyundai, unlike its competition, has spent a great deal to ensure that safety does not take a back seat. The Hyundai Elantra 
has both ABS and traction control as standard, with Electronic Brake Force Distribution. It inspires a lot of confidence at high 
speeds and makes long drives not just effortless but enjoyable as well.' 


- AUTOCAR INDIA, MAY 2004 





The features and specifications as stated above, may not be a part of the standard equipment, and are subject to change without prior notice WWW 


MANUFACTURING UNIT AND REGISTERED OFFICE: SRIPERAMBADUR, TAMIL NADU. TEL: 04111-500000 MARKETING AND SALES HEAD OFFICE AND NORTH REGIONAL OFFICE: 
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EMAIL 


Its not about 
gigabytes 


HEN Yahoo and Red- 

iffcom announced 

an increase in their 

email inbox space, af- 
ter Google announced its 1 GB mail 
service, it finally brought to the sur- 
face what was known, but wasn't dis- 
cussed openly — a drastic decline in 
the cost of mail storage. “Since the 
time Hotmail was launched, the cost of 
storage has declined by a factor of 20," 
. says Sharad Sanghi, CEO, Netmagic So- 
lutions. Storage experts suggest that the 
cost for storing 1 MB of email per an- 
num has become as low as two ents. 
= Google, and now Rediff, will have to 
spend $20 per GB of email space. Rediff 
has 25 million users, so in the worst case 
it may have to spend $300-$500 million 
just to provide storage. Even if all the 
users don t use their allotted quota at 
the same time, the investment could be 
very steep. Only Indiatimes and Sify 
have chosen not to follow Google. 


HE rescheduling of loans to farm- 
T ers announced by finance minis- 

ter P. Chidambaram last week is 
the easy step. Far bigger problems re- 
main in the way that banks lend to farm- 
ers, or even small scale industries. 
Banks don't lend enough to agriculture 
and when they do, they don't lend to the 
ones who really need it. 

The first problem is about money. Un- 
der the Tenth Plan, banks were projected 
to lend around Rs 82,073 crore in 2002- 
03, but they missed that target by over 
Rs 12,500 crore. Further, that amount 
has become a smaller and smaller pro- 
portion of total bank loans. During the 
1990s, around 14.4 per cent of total 
bank loans went to agriculture. In 2001- 
02, that fell to just 10 per cent —at a 
time when banks invest more than a 
third of their money in government secu- 
rities and are flush with funds. 
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Perhaps it is these two that have un- 
derstood the situation. This is because 
the 1-GB email is not about email. It is 








matical algorithm that sifts through 
mail content and shows the user a rele- 
vant advertisement. The reason why 
Google mail offers 1 GB is because it 
doesn't want you to delete mail. The 
more mail you store, the better the algo- 
rithm will work. This is because the al- 
gorithm has better chance of under- 
standing context if it can scan through 
as large a number of messages as possi- 
ble. A large mail inbox is best suited to 
this sort of model. This is where there 
could be pitfalls for those companies 
that followed Google, as neither Ya- 
hoo nor Rediff have changed their 
email business models. Says Neville 
Taraporewala, country head, Yahoo 
India: "We do have text and IP-based 
advertising, but nothing like what 
Google has." Rediff has other ideas. "Our 
existing set of email services will garner 
more revenues for us," says Rohit 
Varma, executive vice-president and 
CMO, Rediff.com. Industry analysts 
says this won't be sustainable if compa- 
nies cannot recover the money they 
spend on maintaining the increased 
storage space. That can only come 
through advertising. The two are linked. 


about advertising. Companies mightdo | Following Google blindly could, there- 

well not to follow Google. fore, bea dangerous strategy. gi 

Google's business model is driven IRSHAD DAFTARI & 

by context-based advertising. A mathe- NEELIMA MAHAJAN 
RURAL CREDIT 


FM's directive: Can it work? 


The second problem is that the 
money just doesn't reach those who 
need it most. A study by the World Bank 
and NCAER in Uttar Pradesh and Andhra 
Pradesh showed that only 19 per cent 
and 24 per cent of rural 
households in these 
states borrowed from 
banks. The proportion 
of small and marginal 
farmers who borrowed 
from banks was equally 
miniscule. So, plans to 
recast debt is meaning- 
less for those who don't 
borrow from banks in 
the first place. 

Shouldn't banks be 


DINESH KRISHNAN 
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simply given targets and directed to lend 
to agriculture? That's already in place. 
Banks are supposed to lend around 18 
per cent of total loans to agriculture but 
most missed that target. As a recent re- 
port on agricultural 
lending by a commit- 
tee set up by the RBI 
points out, most bank 
officers in rural areas 
find it too costly to ad- 
minister such low 
value loans. Borrowers 
too prefer to £o to the 
local moneylender. Chi- 
dambaram needs to 
tackle this problem. E 
AVINASH CELESTINE 
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You know more than 


Presenting DishTV. India's first and only digital to home service. DishTV gives you the power of 








. enhanced TV viewing, with your own Minidish antenna. An exciting range of channels, digital image and 
sound quality and complete control on what you want to watch. But more on that later. 
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1 - - Make the call first... the budget's round the corner. 





lero Snow Experience 


EXPERIENCE. TRUTH FIRST. 




















THE SMALL GENSET INDUSTRY 


_eShort circuited 





LOW-MOVING government 
machinery is making life diffi- 
cult for makers of petrol and 
kerosene generators in India. 
They have had to invest in upgrading 
their products to make them compliant 
with the Phase II emission norms issued 
by the Central Pollution Control Board 
(CPCB). But imports of gensets that do 
not meet the Phase II norms continues 
unabated. What is more, import duty on 
generators has been cut to 41% this year 
from 50%, giving them a price edge. 
CPCB officials say they have issued 
ads in national dailies urging buyers to 
ask for type approval certificates when 





MARKETS ASIA 


Blame the Fils 


S it the Indian government and its 
| big-mouthed ministers or is it just 

the environment that is causing 
the Sensex to tumble? The decline is 
due to Flis pulling out of equities all 
over Asia and the party that started 
over a year ago is over. The fall in 
Malaysian index has been sharp. 
China has fallen and the decline in 
Hong Kong has been severe too. The 
US economy is recovering well and 
its cheap money regime — financing 
emerging market funds — too is ex- 
pected to end soon. B 





buying gensets and environment mi- 

nistry has issued a gazette notification. 

The enforcement, it says, will have to be 

done by the Directorate-General of 
Foreign Trade (DGFT), which will 
have to notify customs to check 
the entry of gensets. 

The DGFT says it has asked 
the CPCB to send out the Phase-II 
emission standards to WTO na- 
tions and communicate their res- 

ponseto it. Only after that willit take 
action. DGFT also says the item is on 
the list of freely importable products. 
The CPCB wants it removed from that 
list and imports cleared by the ministry. 
Also, manufacturers like Honda Siel 
Power Products (HSPPL), which says it 
has not only stopped importing 5 kVA 
generators, but also invested in the 2 kVA 
sets to make them compliant, are crying 
foul as others continue to import and 
sell non-compliant products and bla- 
tantly advertise them. HSPPL vice- 
president R.S. Bidesi says: “We are pay- 
ing the price of complying.” The 
company, he says, has not only suffered 
losses on the 2 kVA sets, but is now losing 
out to the local dealers. The portable 
genset market size is about 75,000 units 
per annum and it is worth Rs 150 crore. 
HSPPL has a market share is 75%. B 
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CHARTERED ACCOUNTANTS 


Equal footing 


IG fish eat small fish to sur- 
B- But what if small fish 

counter big fish in shoals? 
The Institute of Chartered Accoun- 
tants of India (ICAI) has proposed a 
scheme, ‘networking’, to stop the 
big accounting firms from hogging 
the business. So small firms can join 
hands under a common brand. The 
idea of such a ‘consortium’ ap- 
proach is not new, but there have 
been problems with it. 

“The joining date —a measure 
of seniority — of the partners in a 
merged firm has been an issue. 
When the firms merge, the founding 
date is taken as the date since the 
oldest of the merged entities has ex- 
isted. The partners of entities set up 
later have to take the date on which 
merger took place as their joining 
date. This affects their seniority. The 
umbrella brand will solve this prob- 
lem,” says Gautam Nayak, partner, 
Contractor, Kishnadwala and Nayak. 
Since the brand will be national, the 
firms could remain separate, yet 
partners retain seniority. 

ICAI secretary Ashok Haldia says 
he is hoping for the necessary leg- 
islative changes in three months. Il 

ASHISH AGGARWAL 
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Enjoy THE PRESSURES OF BEING IN MUMBAI. 


Meetings, schedules, deadlines and of course, interminable traffic jams. If that's the pressure you usually 


ncounter in Mumbai, it's time for a very exclusive experience: Spa Escape at The Oberoi, Mumbai. A specially 


lesigned package that promises to make the most hectic times of your life, stress-free. The treatment 
tarts with accommodation in a luxurious room, followed by pampering sessions at our exquisitely 
ppointed Spa, by Banyan Tree. Here the healing hands of trained therapists ease away the stress of urban 
ife with massages based on Aromatherapy and Ayurveda. An experience that is completed with the 


'omplimentary use of the gymnasium, steam and sauna. Being in Mumbai has never been so relaxing. 
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SPA ESCAPE 


THREE DAYS AND TWO NIGHTS 


THAT WILL CHANGE THE WAY YOU FEEI 


NATURALLY 


Single Rs. 14,500/- 


Double Rs. 18,000/ 


Ist June JOth September 2004 
Spa Escape includes 
* Accommodation in a Premium Room 


~C omplimi ntary use o 
the Fitness Centre, sauna and stean 
e! Iwo spa therapies pi r pe rson trom 
the spa menu 


* All appli able taxes 


For reservations please call us at our 
India Toll Free Reservations: 1 600 1 030 


Of Tn 1 ( y CVO! 


MUMBAI, INDIA 
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easier to manage. Here's how: using 
), SQL Server™ 2000 and IIS, BSE — 
ebsite to provide real-time data to 
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PHARMA STOCKS 


After the highs, the fall 


HARMA stocks took a tumble 
last week in response to an 18- 
page report on the pharma in- 
dustry by foreign brokerage 
CLSA. Analyst Ajay Sharma warned that 
companies would find it tough to sus- 
tain sales and profit growth from the US 
generics business. The brokerage down- 
graded target prices for Ranbaxy, 
Reddy's, Cipla, Sun, Biocon and Wock- 
hardt by 18 per cent to 37 per cent. 
Some market watchers are not sur- 
prised that the sector has been re-rated. 
Pharma stocks have, by and large, sur- 
vived the market crash with some lead- 
ing ones trading at over 20 times their 
price earnings multiple. Something had 
to give. But they are surprised that the 
latest CLSA report has caused sucha fall. 
The concerns that the report has raised 
are pertinent, but only a novice would 
call them eye-opening. 
Here's a sample: Authorised gener- 
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ics have been named as a risk to the 
windfalls that companies stand to make 
in the US. But CLSA itself has high- 
lighted this risk factor before. (See ‘The 
Poison Pill Defence’, BW, 9 February 
2004). The other worry is that with sev- 


| eral more Indian companies supplying 











CONSUMER GOODS 


Cool plans from 
Godrej & Boyce 


HE Rs 1,800-crore Godrej & 

Boyce is planning to re-in- 

vent itself as a complete 
home appliance manufacturer by 
the end of the year. Traditionally, a 
refrigerator and washing machines 
maker, Godrej reintroduced air- 
conditioners this summer (it had 
ACs in its portfolio in the mid-90s). 
Next, it's planning to get into mi- 
crowave ovens. And, perhaps, 
colour televisions as well. 

While the CTV plan is still under 
wraps, the AC plant is buzzing with 
activity with a target to produce 
20,000 units per annum. Initially, it 
plans to outsource the microwaves 
and is scouting for suppliers in In- 
dia and China. Let's hope it sets 
the cash registers ringing. sy 
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generics to the US, prices will come un- 
der pressure. As such, the US market is 
getting increasingly competitive. A case 
in point ^ was the $1-billion 
| ciprofloxacin, it said, where prices 
crashed 95 per cent almost as soon as it 
went generic. But, that again is a well- 








INTERVIEW/ STEVEN GIRGENTI 


A healthy approach 


HIS plane caught fire and had an emer- 
gency landing in Japan. He somehow 
reached Kolkata and managed to get a 
connecting flight to Mumbai on time. 
But just 30 minutes before the press con- 
ference, two other Healthworld execu- 
tives due to make presentations had a 
car accident... Still Healthworld chair- 
man and CEO Steven Girgenti appeared 
unfazed. A WPP group company, 
Healthworld is the third-largest health- 
care communications company in the 
world. It offers its services in about 30 
countries and has just announced its 
foray into India. In an interview with 
BW's Neelima Mahajan, Girgenti 
explains why he is bullish on India: 


m What made you look at India? 

We have been planning to do some- 
thing in India for well over a year. It is 
the second-largest country in the world 
in terms of population. Healthcare is a 
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| critical area and has a lot of potential 
| here. With new patent laws next year, 
many big firms will come to India with 
innovative and sophisticated drugs. 
| Now companies can bring in interest- 
ing compounds and also be protected. 


& How easy is to 
operate here? 
The challenge 
the Indian 
market  pre- 
sents is prob- 
ably the 
| biggest. There 














known characteristic of the generics 
market. The more the competition, the 
lower the prices. But while citing these 
concerns in the past, the brokerage had 
been bullish on many of these compa- 

nies' prospects. So what changed? 
CLSA's analyst Ajay Sharma could 
not be reached for comment. "For us 
nothing has. Our policy of selectively 
buying into pharma stocks continues," 
said an analyst with another leading for- 
eign brokerage. Another analyst at a 
mutual fund pointed out that his fund 
had exited pharma stocks a few months 
ago. "Ina little while it will be time to buy 

again,” he said of the correction. 

Companies themselves say they 
can't understand the fuss, and still see a 
big opportunity in the US generics mar- 
ket. Dr Reddy's claimed it would be able 
to capture double-digit market share in 
ciprofloxacin. Some are of the view that 
the market has to fully understand the 
dynamics of the industry well enough to 
prevent alternating bursts of hype and 
pessimism. All said and done, it may be 
some time before pharma stocks touch 
their commanding heights again. W 
GAURI KAMATH 
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are price controls, 80% generic activity, 
substitution at the chemist-level, and 
drugs are imported. The learnings of 
what we do here can be applied else- 
where in the world. 


& How is Healthworkd different from the 
health communication arms of agencies? 
We are exclusively healthcare. Our busi- 
ness is made of people who are experts 
in different areas — diabetes, oncology, 
virology,... We have a lot of Ph.Ds. We 
use nurses and doctors to train profes- 
sional audiences. In healthcare com- 
munication, you have to know the sci- 
ence behind medicine. You need all 
three — medicine, science and knowl- | 
edge of marketing. We offer a‘cradle-to- — before 

grave’ solution — from the develop- world took to it. That made India a case a 
ment of the drug to the launch, to post- = study: of sorts at Broadcast Asia 2004, also 

launch communication. Patient com- ur 1 € thi 
pliance is one of the biggest problems 
in medicine today — a medicine can't 
be effective if the patient doesnt do 
what the physician asks him to do. So 
we have a direct to patient communica- 
tion which helps them understand 
their condition better and comply. 8S 
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PROMOTIONS 





State-Of-The-Art Education Revolution: 
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1 he subtle vibrations from mother nature, have a far 
reaching effect in rejuvenating any weary soul without 
having to indulge in any act of soul purification with aus- 
terity. Located exactly in such a blessed picturesque luxuriant 
slopes of the Nilgiris is the state-of-the-art ultra modern 
world-class fully residential Good Shepherd International School. 
The aim of this school is to develop the best that is latent in 
children and to prepare them for the challenges of the changing 
world through encouragement of 
self-discipline, intellectual up-gra- 
dation and physical fitness. Good 
Shepherd International School is a 
co-education school run on Ameri- 
can and British styles with a single 
minded aim to provide quality edu- 
cation to all, irrespective of any 
racial differences. Good Shepherd 
school is managed by the Educa- 
tional and Charitable Trust, a non- 
profit organization that is dedicated 
to the cause of providing quality 
education in the country. 

Dr. P.C. Thomas, Educationist and 
Philanthropist, Managing Trustee 
and Principal, Good Shepherd 
International School, started 
this school at Ooty in 1977 with 
just 54 students. Since then there 
has been no looking back. In less than 25 years Good Shepherd 
has become the super role model in the country for quality 
education and is attracting students from all over the globe. 
The school is spread over two majestic campuses of around 
100 acres jointly. The campus at Palada houses classes Vll to 
XII and is outfitted with world-class facilities. The Fernhill 
campus, former summer citadel of the Maharaja of Baroda, 
hovering on the most eloquent and charming part of Ooty lake, 
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Dr. P.C. Thomas 
Educationist and Philanthropist, Managing Trustee and Principal 
Good Shepherd International School 


28 


houses kinder-garten to class V] and the Good Shepherd Finishing 
School. The 45-acre ancillary unit in Gudalur caters to nutritive 
needs like milk, poultry and freshly grown vegetables. The school 
also boasts of an automatic laundry and dry cleaning facilities. 
The vital vision and policy of this school is self-sufficiency in 
every thing. 

Dr. Thomas, an English Literature teacher with a Ph.D. in Educa- 
tion Management, said that when he was a student, he used to 
look for a school where he could 
develop his individual strengths, 
personality through exposure to 
arts and sports apart from academ- 
ics. His ambition and difference in 
thought for removing the dullness 
of regular lifeless education stream, 
made him establish this school — to 
take on a child with his strengths 
and weaknesses, and mould his 
personality through good charac- 
ter building, good communication 
skills and exposure to various as- 
pects of life, thus giving birth to 
innovative enormity to facets of 
quality education system in the 
country. At Good Shepherd, stu- 
dents come from all over the world 
(apx 41 countries) and the stu- 
dents benefit a lot from the cross- 
cultural perspective and the NRIs especially find that the school 
imparts a discipline, culture and upbringing that is no longer avail- 
able in their adopted countries. Here, academic excellence tops 
the priority list and every student is prepared to keep this going 
even after he passes out of the school. Good Shepherd Interna- 
tional School is the first of its kind in the country to offer all three 
pre —university exam systems that are necessary for undergradu- 
ate studies abroad, i.e. ICSE up to class X, ISC (class Xl - Xll), the 





Cambridge University — accredited IGCSE (up to class X), AICE 
(class X1- X11) and the IB (International Baccalaureate). The latter 
two streams have an international syllabus, typically suiting stu- 
dents, who wish to pursue studies abroad and the former finds 
more students with flair for studies in engineering, commerce, 
humanities and medicine in India. Extensive pre-admission coun- 
seling is conducted for parents, helping them choose the best for 
their children. Apart from French and Thai, the school offers 
most of other Indian languages and prepares students for SAT, 
TOEFL and IELTS exams as well. 

Refresher workshops for teachers are organized on a continuous 
basis to keep them abreast with the latest teaching methodology 
and to keep their armory equipped to handle students with differ- 
ent abilities successfully. Moreover, the teachers are sent abroad 
for various training programs. With no more that 20 students in a 
class, the school offers more personal attention to students at all 
levels and the teacher- student ratio here is 1:6. Mrs. Elsamma 
Thomas, Sr. Vice Principal said that they have found it to be an 
ideal strength for students to co — exist as a family unit, and for 
teachers to focus individually on students and become mother or 
father figure. This is, after all, home away from home for students 
.The students who are weak in certain subjects are given special 
coaching and all efforts are taken to make them be on par with 
others in the class. 


ooting 





Co-curricular and extra-curricular activities 
are mandatory for all students and they 
are made to participate in various sports 
and literary activities organized in the 
school. The infrastructure for sports here 
is immense and state-of-the-art and in- 
cludes a 400-mts track athletic stadium, 
two large multi-purpose indoor sports 
complexes, a centrally-heated swimming 
pool and an equestrian club with 18 horses, 
practice rings, show jump facilities and 
trained instructors. Also, there are courts 
for games like hockey, cricket, football, 
basketball, volleyball, squash and tennis. 
The instructors of Nehru Institute of 
Mountaineering, Uttarkashi, also train the 
students in mountaineering. Dr. Thomas 
has launched full scholarships for athletes, who excel at the junior 
state and national levels. The students have won many accolades 
in sports and quizzing activities both at national as well as at 
international levels. 
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He articulated 
that the basic aim 
of the school is to 
ensure overall 
development of 
each and every 
child and chal- 
lenges that if given 
a shy child, his 
staff would trans- 
form the child into 
a confident one 
within a maxi- 
mum period of 
one week. He 
says that with full confidence, as he had undertaken numerous 
researches pertaining to this line and conducted various case studies 
that have proven fruitful in the past. He said that the recent 
developments in the IT industry were an eye opener to youth 
and they are eager to pursue IT education so as to get easily 
placed. The real asset of any nation is the education skills of its 
citizens and India is no exception. The manpower of our country 
is over one billion and could be converted into an economic power 
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only through quality education. The mania for using regional 
languages in all fields is gaining grounds and this should be 
avoided. Talking about the rise of many international schools 
in India, Dr. Thomas says," There are two types of true inter- 
national schools, one that is run by foreign management and 
students are from outside the country and one like ours, where 
most of the students are Indians. Hence we find it easy to 
keep up the Indian traditional values and culture inside the 
school. Nowadays, many schools have opened up using the 
name international but their infrastructure and teaching facul- 
ties may not be up to the mark. This may perhaps affect the 
fame of the prestigious international schools. That is a seri- 
ous issue. These schools are misguiding parents and many 
aspiring students, but today, definitely the consumer aware- 
ness of the people of India is increasing with time and the 
fraudulent have to face the music. 

At this internationally renowned school, music takes a spe- 
cial place and no day is complete without a tinge of music 
filling the cool air of the campus. The students are trained to 
exhibit their newly acquired skills in handling instruments 
viz. piano, violin, guitar, trumpet, euphonium and other 
windand percussion instruments. An examination center for 
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the Trinity College of Music, London, here it is 
mandatory for every student to seriously study a 
music instrument of their choice. The dance club at 
Good Shepherd trains students in classical and folk 
dances of India. All the music and dance activities 
here are aimed at student's overall holistic develop- 
ment and knowledge, this could also open new vis- 
tas for them depending on their interest in these 
form of arts. 
The students at Good Shepherd have easy access 
to all six computers labs and the science labs are 
fortified with multi-media desktops. What's more 
interesting is that the audiovisual labs have a 
videopedia obtained from BBC along with several 
multimedia projectors and accessories, which have 
modernized education at all levels. The library has 
a collection of over 75,000 volumes of books and is equipped 
with a computerized database to help students in their project 
work and research for IB classes. All this is to make learning 
for students a very joyful experience. 
At any point of time there is no compromise in quality on 
offer to students here and they enjoy sumptuous vegetarian 
and non-vegetarian food mainly Jain, south Indian, north In- 
dian, Continental, Chinese, Thai. Besides all this, special medi- 
cal attention is provided to students and regular health check- 
ups are a regular feature. The school also has tie-up with 
medical specialists in Ooty, and 24 hours emergency service 
is available to students. The school also boasts of a standby 
fire engine, fully equipped ambulance and two resident doc- 
tors, experienced staff nurses and two 50-bed hospitals. 
The advantage for the students is that they are exposed to 
numerous international cultures in today's global village that 
is shrinking day by day. Dr.Thomas has successfully imple- 
mented various fusion methodologies not only in the academ- 
ics but also in the cross culture perspectives, which is im- 
mensely helping the children to mould them into better global 
citizens. 
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school campus is highly conducive for learning and intellec- 
tual growth and there is no doubt that Dr. Thomas is all set to 
make Good Shepherd International School the most presti- 
gious seat of learning in the world. 

Good Shepherd is conveniently connected by air, road and 
rail and the nearest airport is Coimbatore which is just 90 
kms from Ooty. 

For details log on to WWW. Gsis.ac.in 


Give a Girl and Take Back a Lady 


Nestling cozily in the lap of the majestic Nilgiri mountain range, 
recently the Good Shepherd Educational and Charity trust added 
a jewel in the crown of high repute and the only one of its kind in 
India, the Good Shepherd Finishing School. At The Finishing 
School they say, “Give us a girl and take back a lady." This is their 
confidence, which they say with a lot of pride. The Finishing 
school concept is a European concept but very relevant to Indian 
milieu. Here they say this school is a chrysalis out of which you 
emerge a truly accomplished lady, well versed in all the social 
graces — ready to face and conquer the world. 





By the time a girl finishes her ten-month program 
at the Good Shepherd finishing school, she is 
moulded to be tomorrow's woman of substance. 
Tulsi Bhatia, Dean, says that in the course 
we guide these girls to become better indi- 
viduals and show them that they can make 
something of their lives without opting 
for conventional career courses. Here 
they learn home science, food nutrition 
planning, budgeting. fundamentals of good 
house keeping, fundamentals of multi- cui- 
sine cooking, art of hosting parties, crafts 
of table, decorations, flower arrange- 
ments and basics of interior design- 

ing are taught. They also learn 

about beauty, health, physical 
and mental fitness through 
yoga, aerobics, meditation 
and fashion wears. They 
learn about personality 








Finishing School Gymnasium 


development, mountaineering, rock climbing and other outdoor 
activities, viz. tennis, golf, horse riding, driving etc. They also 
learn about communication skills, leadership qualities, global 
awareness, effective public speaking, time management and eti- 
quettes and about becoming better informed and better adjusted. 
On completion of the course a diploma will be awarded from an 
institution that is recognized as the only one of its kind in India, 
but on par with any finishing school in the world. 

Well! the course seems to have worked out miracles for many 
and that could be the reason why most of the girls 

getting admitted to the finishing course here 
happen to be interestingly the wards of 

the finishing school alumni. 
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The author advises, guides 
and occasionally invests in 
businesses. He can be 
reached at 
mahesh@passionfund.com. 


When is 
the right 
time to 
start your 
own 
business? 
Some 
pointers 


The time to 
break free 














T’S acommon refrain in the email you 
send me. “Mahesh, I'd like to start my 
own business. Currently I’m studying / 
working / thinking of studying / thinking 
of working. I did an MBA / want to do an 
MBA / am doing my MBA and then want to 
start my own thing, but the market doesn't 
seem good right now. What do you think?" 

I have a few ideas on this, but I've seen so 
many varied success stories that it's hard to 
generalise. To start with, a quiz question: what's 
common to the times that Microsoft and GE 
started? These are companies with some of the 
best-run operations in the world — and no, 
they didnt start in the same year. 

From what I can see, they started during a 
depression — when the markets were down. 
Conventional wisdom says that's the worst 
time to start a business — but I differ. The 
‘worst time’ is the best time to start a business. 

And not just because there's less competi- 
tion, and costs are lower and people are easier 
to find. But because, if you know how to operate 
a business profitably when times are tough, 
you're much likelier to rake it in when the mar- 
kets turn back up, like they always do. 

Think of the contrary — starting a business 
when times are good means that you are spoilt 
rotten with comfort and probably have no idea 
how to survive when the markets turn turtle on 


you, as they always will. Look at today's limping | 


invalids that were so hugely funded in 1999- 
2000 — Indya, Baazee, eGurucool and the like 
— and you'll see what I mean. 


In fact, if the markets are creeping backup, : 


like they seem to be doing now, it's a warning 
sign. Like a savvy investor who stays in cash 
when the market goes up and starts investing 
when it goes down, I'd be doubly careful about 
stepping out in an overheated climate, particu- 
larly before committing any big spends. 

That's about the market. What about you 
and the right stage in your career to step out on 
your own? I believe theres something to learn 
from the oft-quoted statement that half of the 
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world's most-successful entrepreneurs aren't 
even graduates, let alone post-grads. 

Education seems to make no difference 
whatsoever to your likelihood of success as an 
entrepreneur. As an employee maybe, but not 
as a business owner. (A personal observation: I 
never bothered getting a degree, and I dont 
think it’s hurt me very much so far.) 

The bigger point, though, is what will make 
the business you intend to start successful. 
Again, I really believe the key to succeeding is to 
understand the market you will be operating in. 
See what the buyers need and what current 
sellers offer — and figure out if there’s a gap 
where you can offer something better, and in a 
way that others can't match soon enough. 

This is what it takes. To do this requires no 
particular education — and no set years of ex- 
perience. If there are so many successful Inter- 
net entrepreneurs around the world barely out 
of their teens, it's because they had the relevant 
experience of being online early in life — and 
they figured out the problems and a solution 
for their markets better than anybody else 
twice their age. They may be young — but they 
had the relevant experience. 

That's why you rarely see teenaged chemi- 
cal industry successes, or 20-year-old biotech 
billionaires. You need the ‘right’ experience and 
insights from it — not just years of work at some 
unconnected place. 

That hopefully answers the other question 
many of you put to me — "Mahesh, I'm joining 
a bank and want to work for a few years, and 
then start an organic vegetable operation". 
Sorry, bossman, no can do. That is not relevant 
to your intended line of business. You're better 
off going to the mandi now. 

There is no ‘right’ age to become an entre- 
preneur. It took me 14 years of being an em- 
ployee before I gotto do something on my own. 
Many others start in their teens; some in their 
40s or even 60s. But one things true. It's a fun 
journey — and youre always better off starting 
it than never doing so. 5 
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ACK of data security isn't keep- 
ing Indian lawmakers awake at 
night yet. Violations have so far 
been negligible. Sometime 
back, Aligarh resident Arif 
Azim, who worked in a Delhi- 
based call centre, used US-based Bar- 
bara Campas credit card details to buy a 
colour TV and a cordless phone. He cre- 
ated a fake email account in Campa's 
name and merrily spent $578. That was 
until Campa complained and the Cen- 
tral Bureau of Investigation caught up 
with Azim. The 24-year-old software en- | 
gineer was let offon a personalbond. | 

But as India seeks to graduate from | 
low-end call centre-type activities to 
critical decision-making tasks in the 
BPO space, the lack of information pri- 
vacy and data security provisions could | tion law were in place. Given that the 
play spoilsport. , BPO industry had a turnover of $3.6 bil- 

The fear: as more and more sensitive | lion in 2003-04, that translates into busi- 
data heads this way, in the absence ofa | ness worth about $720 million. Others 
legal framework, where's the guarantee | estimate an even greater loss. Avinash 
that it wont be misused? The lack of le- 
gal provisions means that ifinformation | 
were to be misused, an employee can- | 
not be penalised. Says Harris Miller, | 
president, IT Association of America: 
"Customers are cautious about sending 
out healthcare, financial services and 
HR tasks. How do you control a com- | 
pany 10,000 miles away, in a country 
that does not have a data protection law 





of its own? There are several state and 
federal bills under consideration to re- 
strict information going offshore on pri- 
vacy and security grounds." 

The lack of data security laws is al- 
ready, perhaps, beginning to hurt. A 
Delhi-based equity research firm esti- 


have come India's way if a data protec- 





offshore advisory, says about $1 billion 
worth of more BPO work would have 
come here if stringent security norms 
and alaw had been in place. 

Take Exult. The HR outsourcing ma- 
jor (bought out last fortnight by Hewitt 





ated 37 firms before setting up its own 
captive operations in Mumbai, thanks 
to the paranoia about security of 
employee data in India. 
As of now, firms rely on con- 
tractual agreements to en- 
sure compliance. Aro- 
und 25 percent ofthe 
BPO agreement 
document has 
details on pro- 
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Associates) took 24 months and evalu- | 


mates that 20 per cent more work would | 


Vashistha, managing partner, NeoIT, an | 





India is losing precious high-end 
BPO work thanks to sieve-like 
security practices and lack of a 
data protection law. By Shelley Singh 


tecting client and customer informa- 
tion. This covers network security, per- 
sonnel security, physical security of the 
premises where tasks are undertaken, 
and information protection. Much of 


_ information protection is achieved by 


intrusion detection systems, firewalls, 
anti-virus software, checks on em- 
ployee backgrounds, and monitoring of 
work. Vendors spend 5-15 per cent of 
their IT budgets on secure systems. 

For instance, it took MsourcE 18 
months to bag a financial institution — 
for which it will take orders and execute 
trades — as a client. The latter sent an 
audit team every three months to 
MsourcE to check the systems and se- 
curity practices before signing the con- 


| tract. This year MsourcE will spend 


$250,000 to enhance security and install 
biometric-based tools. 

But companies feel the agreements 
are not enough to instill confidence 
among overseas clients. The reason, 
says Atul Khosla, country head, Everest 
Group: "IT protection — firewalls, anti- 
virus software et al — is standard every- 
where. We need a law to back it up." San- 
jiv Dalal, CTO, ICICI OneSource, says: "A 
law would serve to bolster confidence." 
In the absence of a law, clients do sur- 
prise audits frequently. ICICI One- 
Source has 2-4 such checks every year. 

So a comprehensive law that takes 
into account legal requirements in the 
client's country (read the US) would 
help. Companies in the US have to ad- 
here to provisions like the Health Insur- 
ance Portability and Accountability Act 
(HIPA) and the Gramm-Leach-Bliley 
Act (GLBA), which covers the financial 
services sector. Then theres the Right to 


Financial Privacy (RFPA) that seeks to 
protect personal financial information, 
the Computer Fraud and Abuse Act, and 
the Electronic Communications Pri- 
vacy Act. While in the UK, the Data Pro- 
tection Act 1998, Regulation of Investi- 
gatory Powers Act 2000, and Private and 
Electronic Communications (EC Direc- 
tives) Regulations aim to ensure privacy 
and protection of data. 

Violations of laws invite penalties of 
$100 to $250,000 and imprisonment of 


5-10 years for serious infringement. Fi- 


nancial institutions that violate GLBA 
can invite fines to the tune of $1 million 
or | per cent of their total assets. 
Compared to the laws in these coun- 
tries, the Indian IT Act 2000 offers woe- 
fully inadequate protection. Nasscom 
has suggested changes to the Act to con- 
form with legal provisions in the US. 
These relate to tampering with elec- 
tronic records, unauthorised access of 
computer systems, hacking, disclosure 
and dissemination of privileged infor- 
mation and rights that employees may 
have within an organisation. The 
changes are likely to be tabled in the 
next Parliament session. 
ButevenifwedogetourAct |. 
together, there could still be | 
other issues. Experts say privacy | | 
is a cultural issue, and will take f 





time to be ingrained in the Indian 
mindset. In the West, age, marital 
status, banking details and med- 
ical records are information not 
to be disclosed. But in India, 
CEOs casually share confidential 
reports or paid-for reports meant 
for single use with visiting man- 
agers. Says Khosla: “Cultural 
change has to be driven by the 
leaders. If they are casual, clients 
will find it difficult to believe that 
their work will be secure. As it is, 
piracy is high in India.” 

Then there is the problem of 
finding enough people who are skilled 
in information security. India has less 
than 2,500 such professionals (about 0.5 
per cent of the IT workforce). A Nass- 
com-Evalueserve study on the informa- 
tion security environment in India 
notes that almost 50 per cent of the IT 
and BPO companies studied (25 in all) 
did not have certified professionals. And 
just seven of the 25 had the BS7799 certi- 
fication. Overall, about 30 Indian BPO 





Sunil Vehtz 
(Vice-president, 





For the US 





DATA SECURITY 


n What BPOs need to comply with 


e Health Insurance Portability and Accountability Act: Firms must ensure 


confidentiality of the health information that is stored or sent electronically 
e Gramm-Leach-Bliley Act (GLBA): Firms must ensure security of customer 


| communication 


For the UK 


interception of communication 





Consequences of non-compliance 
| @ For violations of GLBA: Fines up to $1 million or 1% of company assets 


information, protect transaction records, protect against unauthorised access 
e Right to Financial Privacy Act: Customers can challenge release of their 
records to anyone, including the government 

e Computer Fraud and Abuse Act: Relates to hacking, cyber crimes 

e Electronic Communications Privacy Act: Covers wire, oral and electronic 


| € Data Protection Act 1998: Covers issues related to collection, storage, 
processing and distribution of personal information 
e Regulation of Investigatory Powers Act 2000: Covers surveillance, 


e For violations of other laws: Fines of $100 to $250,000 


India's position 


è No data protection law. Likely to be passed by end-2004 
e Companies rely on international certifications like BS7799, SAS70 
| Note: List of US and UK laws is not exhaustive 











(President, IT Association 


sence ofa law this gives clients an 
assurance that the company will 
comply with the privacy require- 
ments.” However, Partha Iyen- 
gar, vice-president (research), 
Gartner India, believes that a cer- 
tification may not be enough, as 
it offers only broad guidelines on 
various aspects of physical and 
data security. 

Another standard, SAS70, 





need a law. With this, 
the ability to address 


Nasscom) of America) could fill the gap (though even 
“The IT Act needs to "How do you control that is not a substitute for a law). 
be amended. We do a company 10,000 Itis more rigorous and audits the 


miles away, in a 
country that does not 


complete operations of a finan- 
cial services BPO outfit. However, 


. new business areas 
will increase." 
Im 


law of its own?" 





firms have this certification — an inter- 
national security standard that allows 
an organisation to understand and 
measure threats, vulnerabilities and im- 
pacts. About 18 months ago, Wipro- 
Spectramind applied for a certification, 
but it's yet to get it. 

Notes Aditya Menon, chief informa- 
tion officer, MphasiS BFL: "It's a hygiene 
factor for third-party companies. You 
wont get business otherwise. In the ab- 
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have a data protection 





no Indian third-party BPO com- 
pany is known to have this yet. 
Over the next 12-18 months, 
security, privacy and IP protection will 
be the single largest issue in the Indian 
outsourcing sector, says Iyengar. On 
their part, Nasscom and the IT Associa- 
tion of America are planning a joint 
summit on October in Delhi to highlight 
the issue. In the meantime, companies 
will have to cope with surprise audits 
and delays in signing contracts in order 
to morph from call centres into true 
BPO companies. * 
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The hugely successful low- 
cost airline model is now 
in India. Will it change the 
way Indians travel? 

By Ranju Sarkar with M. Rajshekhar 
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APTAIN G.R. Gopinath 


nered research scientist 
than the CEO ofan airline — 
| hardly the sort of person 
| who would send shivers 
e down a competitors spine. 
Even though he launched Air Deccans 
services in September 2003, not many in 
the aviation industry have taken him se- 
riously so far. Thats not surprising, 
given that Air Deccan operates with just 
seven French-made, 48-seater ATRs, 
largely in the South, on routes that his 
bigger competitors like Jet Airways and 
Air Sahara wouldn't care about. Besides, 
not too many people in his top manage- 
ment have any real experience of the 
aviation business. Gopinath himself 
would seem like a bit of a rolling stone, 
having dabbled in many things, includ- 
ing the army, multi-crop farming, seri 

culture, agri-consultancy and then a he- 
licopter charter service. Not quite the 
combination that would inspire confi- 
dence, right? 

Well, some of that perception could 
change soon. Next month, Air Deccan 
will expand its service to high-traffic 
destinations like Mumbai, Delhi, Ban 
galore, Hyderabad and Chennai at fares 
that are 30-70 per cent of the standard 
fare of existing airlines. Thats when avi- 
ation experts expect that Deccan could 





Other low-cost carriers 
waiting in the wings 


e Kingfisher Airline 
(Vijay Mallya’s UB Group) 


e Air India Express 
(to be launched in April 2005) 


e AirOne (to be launched by a group of 
former Indian Airlines pilots ) 


è Visa (to be launched by a group of 
former Indian Airlines pilots) 


e Royal Airlines 
(ModiLuft’s new avatar) 
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Rewriting the rules 
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is organising a symposium on low-cost airlines 

in the capital. One of the star-speakers will be 
Tony Fernandes, the charismatic 39-year-old CEO of 
AirAsia, one of the most successful low-cost 
operators in South-east Asia. 

Till two years ago, no one in the airline business 
had even heard of him. But now, Fernandes makes 
headlines just about everywhere he goes. That's 
because the Malaysian proved wrong all those who 
said low-fare airlines could not succeed in the region. 
And that took some courage. 

Until May 2000, Fernandes was managing 
director of Warner Music's operations in Malaysia. 
After he quit Warner Music and encashed his stock 
options, Fernandes was looking for interesting things 
to do. He decided it was time to try his hand at 
something completely different. On a return trip from 
New York, he stopped over in London for a party. 

There he saw Stelios Haji-loannou, the founder of 
easyJet, on TV. The low-cost airline caught his fancy — 
and he took a train to easyJet's base in Luton airport 
and spent the day talking to passengers and staff. 

When he told his wife that he wanted to start an 
airline, she couldn't stop laughing. 

Drawing up a business plan wasn't easy, especially 
since he knew next to nothing about the aviation 
business. Trawling through the Internet and meeting a 
range of business associates, including Conor McCarthy, 
a former director with Ryanair, Fernandes was able to 
eventually build a plan for a low-cost carrier with 
operations in Malaysia. He modelled his carrier after low- 
cost carriers in other parts of the world. 

Prime Minister Mahathir Mohamad gave the venture 
his blessings. But he refused to give out any new airline 
licence, insisting that Fernandes would have to buy out 
an existing operator. 

That's how Fernandes ended up with AirAsia, which 
has a fleet of just two A-300s and a tiny route network. 
The rest is history. AirAsia has ferried more than 3.6 
million passengers since January 2002 and expects to 
carry more than 3 million this year. It has a domestic 
market share of 30 per cent. What's more, almost all of 
it has come from market expansion as Malaysia Airlines 
has not seen any drop in domestic passenger numbers. 

Ryanair developed a single European aviation 
market. AirAsia, too, is now expanding its network across 
South-east Asia in Indonesia and Thailand. Will India be 
next on Fernandes's list of destinations? "The distance to 
India is a concern. We generally want to keep our flights 
within a three-hour radius. But if we were to commence 
flying to India, it would probably be done from Thailand. 
Alternatively, we will offer flights to India when we get 
new aircraft with more range," says Fernandes. 


N EXT week, the Centre for Asia Pacific Aviation 
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incur the wrath of its competitors — Jet, Sahara and Indian 
Airlines. There's no real evidence yet of exactly how the battle 
will play out, but aviation experts are betting that Jet and 
Sahara could start a debilitating price war to push the fledgling 
airline off the tarmac — permanently. 

Almostas a precursorto the impending battle, intense lob- 
bying with the civil aviation ministry has begun. Last week, 
Praful Patel, the new minister of civil aviation, met the heads 
of all the domestic airlines in the capital. At that meeting, the 
representatives from Jet and Sahara sprunga surprise by argu- 
ing for a new level-playing field. They wanted the government 
to increase the minimum equity needed to start an airline 
from Rs 30 crore to Rs 250 crore-300 crore. Also, fleet sizes 
ought to be at least 7-10 planes, not five, they argued. 

While both Jet and Sahara were unwilling to comment on 
this, aviation experts say the two operators of what the indus- 
try calls full-service airlines are trying to erect entry barriers. 
After all, it could well be a matter of their survival. Anyone with 
even a passing knowledge of recent aviation history will know 
how, the world over, low-cost airlines have begun to radically 
change the rules of the business. In market after market — be 
itin the US, Europe and, now, Australia and South-east Asia — 
the low-cost model has expanded the market, and gained sig- 
nificant share. Full-service airlines have responded in one of 
three ways: restructure their operations, launch their own 
low-cost airline. or simply get crippled. 

For the past five years, low-cost airlines have been growing 
at more than 40 per cent a year, while the full-service airlines 
are yet to recover from the crisis that hit them post 9/11. Many 
of these low-cost airlines, be it Southwest Airlines, easyJet, 
Ryanair or even AirAsia, have had such a great run that they 
are taught as case studies at leading business schools across 
the world. And the CEOs of these low-cost airlines now see 
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themselves as a tightly-bound 
community of evangelists who 
have an avowed mission: to make 
air travel accessible to more and 
more people. (See ‘Rewriting 
The Rules’) 

Last month, Richard Branson, 
the founder of the Virgin Group 
and the man behind Virgin Blue, 
invited a select group of 10 CEOs of 
low-cost airlines to an exotic is- 
land off the Australian coast. Cap- 
tain Gopinath was among the invi- 
tees. The idea behind the two-day 
retreat: learn from each other's ex- 
periences and brainstorm on the 
way forward. 

Gopinath says he learned a fair 
deal from Virgin Blue’s experience 
in Australia, where the low-cost 
carrier has grabbed a 30 per cent 
share in just 3-4 years. Now, if all 
goes well with his own plans in In- 
dia, Air Deccan could spark off a 
similar price competition — 
sooner than most people think. A 
number of people are waiting to see how Air Deccan does. As 
Gopinath says: "Originally, everyone wanted to be a full-ser- 
vice airline, but now everyone wants to be a low-cost carrier." 

Atlast count, atleast four companies were in the process of 
starting up. There is Royal Airlines, the new avatar of ModiLuft, 
and AirOne and Visa, both of which are promoted by former 
Indian Airlines employees. Then there is Vijay Mallya’s UB 


AirAsia’s Tony 
Fernandes: The 
new hero of the 
Asian low-cost 
airlines business 





Indian skies: A fare to remember 








AVIATION 


Group, which is gearing up to launch its Kingfisher Airline. 
“We plan to charge the fares in such a way that we will be able 
to attract those people who don't want to travel by rail, but are 
unable to afford air travel,” says Subhash R. Gupte, executive 
vice-chairman, UB Group, and ex-CEO, Air-India. There are 
other companies, too, that are still testing the waters, doing 
their initial market studies, and waiting for the civil aviation 
policy to finally reveal itself, before stepping into the fray. 

The entry of these low-cost carriers will have several far- 
reaching implications for the aviation sector in India and, toa 
wider extent, on the mass transportation industry and do- 
mestic tourism. In a country ofa billion people, the Indian avi- 
ation industry is puny. We have 12 million people who travel 
by air every year against 3 million passengers who fly everyday 
in the US, even though its population is one-fourth that of In- 
dia. The number of daily flights in India averages just about 
400 a day, as against 40,000 flights a day in the US. Ryanair, 
among the low-cost pioneers in Europe, flies 25 million peo- 
ple in a year and still has less than 5 per cent market share. 
Closer home, in Malaysia, there are 12 million people who 
travel by air yearly. Look at it another way: India's 200-million 
middle-class population is equal to that of the whole of Eu- 
rope. Even if we assumed that only one-fourth of that large 
middle-class could afford and would be willing to travel by air, 
it would call for at least a 5-6-fold increase in capacity. 

Why do we have such a malnourished civil aviation sector? 
Simple. Since Independence, the sector has been largely a 
public sector monopoly. Even when it was opened up in the 
early 1990s, the civil aviation policy has remained.opaque. A 
new policy has been in the making for over five years now. "In 
the absence of a clear civil aviation policy, the government's 
stance on the subject has changed every time a new minister 
or secretary has taken charge," says a Delhi-based advocate 


(Normal one-way fare in Rs) 





Routes Jet Airways Indian Airlines Air Deccan Rail Il AC Rail ! AC 
Bangalore-Hyderabad 4,700 4,705 2,375 1,211 2,286 
Mumbai-Goa 3,405 3,410 2,135 1,232 2,345 
Chennai-Bangalore 3,235 2,905 1,755 747 1,402 
Cost structure of a full-service airline (in India) Cost structure of a low-cost airline — (n India) 
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who specialises in aviation. The result: airfares in India are 
among the highest in the world. For instance, a typical Delhi- 
Bangalore round trip costs Rs 18,000 — the same as it would 
from Delhi to Singapore! Moreover, despite the fact that India 
has close to 400 airstrips, airport infrastructure is very weak for 
the most part. "Even a bigger airport like Mumbai faces regular 
congestion and causes flight delays, even though it handles 
less than half the number of flights as, say, Hong Kong. That, 
too, when the Hong Kong airport operates for less than half 
the day because of concerns of noise pollution," says Shekhar 
Damle, president (funds business), Feedback Ventures. 

Itis a vicious circle. Scheduled airlines are not willing to fly 
to smaller towns, primarily because they fly mostly Boeings 
and Airbuses, which are uneconomical for short-haul flights. 
Andunless there are adequate flights into these smaller towns, 
getting enough private investment to modernise airports will 
not be feasible. (See ‘Needed: Low-cost Terminals') But 
mostly, the scheduled airlines have preferred to concentrate 
on the more profitable trunk routes, because that's where 70 
per cent of the traffic, which primarily comprises business 
travellers, originates. Since airfares are high, most leisure trav- 
ellers are forced to use an already over-burdened train system. 

The emergence ofthe low-cost airlines could trigger a new 
virtuous circle — provided the government sees its virtue. 
Making air travel accessible to the common man could well 
make for good politics. Talking to Businessworld, a senior bu- 
reaucrat in the civil aviation ministry said that the department 
is all for low-cost airlines. “Our mandate is two-fold — to make 
air travel affordable, and penetrate deep into the country. 
That cannot be done without en- 
couraging low-cost airlines." Much 
will now depend on what Patel, the 
new minister, does to promote the 
low-cost model. 

Nothing in reality, though, is as 
cut and dried. As the Virgin Group 
founder Richard Branson once fa- 
mously said: "The safest way to be- 
come a millionaire is to start as a bil- 
lionaire and invest in the airline 
industry." The mortality rate in the 
airline business is very high. That's 
equally true for any low-cost airline 
model. It requires adequate staying 
power to buy aircraft and take losses 
in the initial years. Experts say it 
takes nearly $60 million-70 million 
(Rs 270 crore-315 crore) to float a 
full-service airline. This includes 
everything, even the losses that you 
have to sustain for the first two years. 
In contrast, a low-cost airline takes 
$30 million (Rs 135 crore) to start up, 
if you want to ply the trunk routes. 
And if you want to be on the feeder 
routes, you just need $10 million-15 
million (Rs 45 crore-67.5 crore). 

So far, Air Deccan has been 
funded through contribution by di- 


Al’s Thulasidas’s mandate to Al 
Express: manage costs, reduce 
spares and earn a healthy surplus 








NSIDE his 20th floor office in the Air-India Building, 

chairman and managing director V. Thulasidas is 

readying a new master plan to revive the airline's for- 

tunes. For the past few years, Air-India (AI) has been 

steadily losing market share to international airlines 
like British Airways, KLM, Emirates and Singapore Airlines. 
Despite being the national carrier, its market share of out- 
bound traffic from India has come down to just 20 per cent 
from 40 per cent in the 1970s. (India’s outbound traffic has 
been growing at 10 per cent, much faster than the inbound 
traffic.) If that weren't enough, now low-fare airlines from 
the Gulf (Air Arabia) and South-east Asia (Air Asia and Tiger 
Airways) are eyeing the Indian market. 

That's why, for the past one year, the chairman and his 
team have been scripting a plan to start their own low-fare 
airline from April 2005. Air-India Express will offer fares 
that are 25 per cent cheaper than the existing fares of AI. 

The rationale is simple. For years, Al’s price-sensitive 
customers had demanded such a service. The question 
was: could AI provide one without losing money? For the 
fares to be cheaper, the costs would have to be lower. But 
Al's cost structure was already high. “If we had launched a 
low-fare airline with these costs, we would only end up los- 
ing more money," says Thulasidas. In other words, AI 
needed to build a model where the costs could be con- 
trolled. That meant creating a venture from scratch. 

But an airline-within-an-airline model isn't a proven 
formula yet. On the contrary, most leading airlines like 
British Airways, United Airlines, 
KLM and Delta have struggled to 
build a sustainable model. While 
British Airways' Go Airlines has sold 
out to easyJet, United's Ted, Delta's 
Song and KLM's Buzz are in very 
poor financial condition. “The air- 
line-within-airline [model] has never 
worked. If you're going to fix the fac- 
tory, fix the factory. Don't create a 
sideshow outside and say how beau- 
tiful itis. The most consistent com- 


rectors and cash accruals. Gopinath 
and his close aide and executive di- 
rector K.J. Samuel hold 26 per cent 
each, while Vishnu Rawal, an old 
Hong  Kong-based friend of 
Gopinath, owns 8 per cent. Golden 
Ventures, promoted by an NRI 
Group, holds another 20 per cent. 
Then, Bangalore-based Brindavan 
Beverages has taken up an 18 per 
cent stake. Deccan has raised funds 
from investors (equity: Rs 30 crore) 
and taken a debt of Rs 70 crore from 
Bank of Baroda. That adds up to 
Rs 100 crore. 

The high mortality rates and 
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ment coming out of Song passengers 
is: ‘Why can't Delta be like this?’ If you 
need to fix Delta, fix Delta,” said Robert 
W. Mann, president of an independent 
consulting firm in the US in a recent ar- 
ticle on fare wars in Knowledge@ Wharton.com. 

Of course, that isn't deterring other Asian carriers. Singa- | 
pore Airlines’ parent company Temasek and a group of other 
investors are launching a low-cost airline called Tiger Air- 
ways. Two weeks ago, Qantas launched a low-cost airline 
based in Singapore. Others like Thai Airways are also looking | 
ata similar venture to regain share. | 

Al, ofcourse, has a lot riding on the budget airline: the lat- | 
ter will generate some surpluses for the parent. But, more | 
importantly, it will give AI an opportunity to upgrade itself | 
and reposition the brand. In the 1960s and 1970s, the Air-In- | 
dia brand stood for quality, and it was a premium airline. | 
But, over time, it began to be seen an airline frequented by | 
the budget traveller to destinations like the Middle East. For | 
the past 10 years, Al has not added a single aircraft in its fleet. | 

The plan is to now allow Air India Express to operate an | 
all-economy service on short-haul flights of 3-5 hours to | 
destinations in the Middle East and South-east Asia, while Al | 
focusses on premium quality traffic on medium- and long- | 

| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
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haul flights. AI will also offer full-service flights. to select 
places in the Middle East and South-east Asia. Over time, Al 
will vacate these traditional Middle East sectors and evolve 
into a truly international airline. "We will acquire more air- 


craft, and upgrade our service. The idea is to growin size and | 


improve quality," says Thulasidas. | 

Meanwhile, the key to the Air-India Express strategy i isto. 
lower costs by driving efficiency. Air India Express will not | 
have any business class, since that typically goes. empty on 
these routes. (AI will cater to the little business class traffic 
Dubai and Singapore from Mumbai.) The budget airline will 
also have more seats. The Boeing 737-800, which it will take 
on dry lease, will have 181 seats as against 145 seats in Indian | 
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wafer-thin margins in the airlines business make it hard for 
entrepreneurs to raise money. Captain Gopinath has man- 
dated N.M. Rothschilds & Sons to raise $60 million-70 million 
to fund the expansion. He has been jetting around the globe, 
presenting a business case to private equity funds like War- 
burg Pincus and CDC, which have shown an interest in fund- 
ing Air Deccan. If Gopinath is able to get funding, it will be the 
first instance of private equity in an airline in India. Abroad, 
private equity has funded airlines for along time. For instance, 
US-based Ryanair was funded by Newbridge, and Australia- 
based Virgin Blue got funds from Indigo Partners and 


Temasek. Explains Amitabh Malhotra, director, N.M. Roth- 


schilds & Sons: “Investors are interested in low-cost airlines 
which have a first-mover advantage. But once the market gets 
competitive and crowded, investors turn to virgin markets.” 
However, even if Gopinath gets past that hurdle, there's still the 
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Air-india is banking on a 


new low-cost carrier to 
resurrect its fortunes 





. depend on Air-India only for certain services like distribu- 


throw up Rs 250 crore in profits every year. 


| deputation for some time. There won't be a problem as they 
will have clear cost and revenue parameters within which 


Airlines’ Airbus 320s. And it will offer 
point-to-point service and ensure 
quick turnarounds, to save on hotel x 
and layover allowances for the crew. In 
fact, manpower costs will be lower 
than that of AL For that, the employees will be hired on dil- 
ferent terms: the pilots and cabin crew would beon contract. E 
Also, new aircraft will offer better fuel economy. | | 
Besides, passengers on Air India Express may rave: to. - 
forego the complimentary drink and settle for a snack on- 
three-hour flights. On longer flights, they can expect ahot . 
meal, albeit scaled-down. The crew complement will also be. 
less: the jumbo jets will have 19 members; the 737 -800 v 
planes 6-7 people. Barring core activities like flying or cabin, - 
it will outsource other services. The cash costs pe r 
flight for Boeing 737-800 is around 35 peri el 
that of the Airbus 310 Al currently operates.’ 
to sell tickets online, but travel agents will als 
Thulasidas has to ensure that the two e 
distinct from each other. Otherwise, the initiz 
backfire. “If you carry the culture from one airline, | 
business model to the other, the second oneis bo an 
says an expert. Thulasidas says: “Ifthe new entity is run X 
pendently within a given company mandate, theres no rea- 4 
son why it should fail.” In fact, the new airline is expected to... 
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tion and maintenance. If things go well, it is expected to — 


But how different will the culture be? It's not clear. A few t 
of the key people on the board of the subsidiary will be from ` 
AL "You can't recruit raw people; there will be few people on. 


they have to function,” says Thulasidas. It does look like the 
best bet fora Maharaja who has fallen on bad days. 8 
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larger question: will a low-cost model fly in India? 

There's a simple way to understand how a low-cost airline 
works. Think of a traditional airline with all its attendant frills 
—- hot meals, frequent flyer programmes, decent legroom, 
and a full complement of air-hostesses. Now delete each of 
these. No.meals on board means you dont need the extra 
space for storage. Instead, you can add seats. In the typical Jet 
and Indian Airlines layouts, one could increase the seat factor 
by as much as 20 per cent by pulling out the business class, re- 
ducing the seat pitch (how far the seat can incline), and throw- 
ing out a couple of galleys. “Now, if you can put in three extra — 

rows, then you get (6x3) 18 seats more. In a 120-seater aircraft, 
if you get 18 seats more, you are up by 15 percent,” says Cyrus — 
Guzder, CEO, Airfreight Ltd, and a well-known aviation expert. 
Besides, there's no time wasted on cleaning the aircraft. The 
result: quicker turnarounds at the airports. Also, there's no 
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S low-cost airlines gain traction the world over, 
airport authorities are not only sitting up and 
taking notice, but also competing fiercely to 
attract these airlines to use their airport infrastructure. 
Since low-cost airlines look for destinations that offer low 
landing and berthing charges, airport authorities are now 
launching new terminals dedicated to low-cost airlines. 
Singapore, Malaysia, Chicago's South Suburban Airport, 
South Dakota's Sioux Falls Regional Airport, and 
Poland's Balice and Pyrzowice airports have aiready 
announced such plans. In India, the new Hyderabad 
airport plans to keep aside some space for low-cost 
airlines to get them to fly more often to the airport. Here, 
there will be no aerobridges; passengers have to walk to 
the aircraft. Even the level of services will be reduced. 
David Stanley, founder of Stanley Associates, a well- 





known, UK-based airport infrastructure consulting firm, is 
closely involved with the Hyderabad project. Explains 


.; Stanley: "In Europe, the smaller airports aggressively 
compete to sign up airlines and then jointly help them 


market the routes. In India, there is too much of a 
monopoly mindset." 

.. This is borne out by the findings of the Naresh 

i! Chandra Committee report, A Roadmap for the Civil 
Aviation Sector, which paints a dismal picture of airport 


infrastructure. In all, there are 122 airports which are 
1 lanaged by the Airport Authority of india (AAI). Of these 





: 94a are civil airports (including 11 international) and 28 


. are civil enclaves at defence airfields. Out of the 400-odd 


ee REM 


tte etsy 


airstrips and airfields in the country, only 62 are in use. 
Dispersal of traffic simply hasn't happened, with over 40 
per cent of traffic being between Mumbai and Delhi. The 


four gateway airports account for 42 per cent of revenue. 


Only 10 airports made a profit in 2001. Finally, airport 


charges are almost 78 per cent higher than the 


international average. Says the report: “Barring a few 


airports, available infrastructure is under-utilised. There 

is a large number of airports where full infrastructure is 

available, but only operate one to two flights a day." 
Gradually, some states like Maharashtra are realising 


`: the benefits of integrated development. The state has 
~ 30-odd airstrips; it has handed over nine such airports in 
. places like Kolhapur, Nashik, Gondia, Nanded, Karad, 


Amravati, and Baramati to Maharashtra Industríal 
Development Corporation (MIDC). "The state wants to 


^ promote industrialisation by making it possible to start 


air services to these industrial belts," says Sanjay Patil, 


- chief planner, MIDC. What's more, airports like those in 


Kolhapur and Nashik (Ozar, HAL's airport) are being 
equipped with night-landing facilities. Finally, like Andhra 


-Pradesh and Karnataka, Maharashtra has brought down 
-the sales tax on aviation turbine fuel (ATF) from 24 per 


cent to 4 per cent. This is one of those low-cost-airline- 
only incentives. It is meant only for turboprops, not jets. 
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need for a crew of more than six, or even four, members. 

While most full-service airlines like Jet take at least an hour 
to leave an airport after landing there, Deccan can do it in 15- 
20 minutes for ATRs (and about 30 minutes for its new A320 
service.) So, if Deccan doessix sectors a day, it can fly one addi- 
tional sector a day. This allows it to fly 20-30 per cent more 
than a full-service airline. On an average, the conventional air- 
lines fly their aircraft for 8-9 hours a day, while a low-cost car- 
rier is able to keep its planes airborne for 11 hours a day. "It is 
only by more hours of flying that you can give a lower price," 
says Gopinath. In fact, it is able to make the same revenue with 
fewer aircraft. a 

Now, squeezing out more from the capital asset simply 
lowers the fixed costs. Even other costs, like costs of the crew, 
hangerage or even finance costs are somewhat lower, in these 
airlines. All this tots up to close to 40-45 per cent less depend- 
ing, of course, on how much extra the airline can fly. 

And if the airline uses the same type of aircraft in its fleet, it 
can move pilots and cabin crews around, and won't have to 


worry about carrying spares for three different kinds of air- 


craft. That generates economies of scale. 

In Europe as well as the US, low-cost airlines have one 
more way to shave off costs — but one that Deccan or its fol-. 
lowers will not have in India for some time to come. These air- 
lines avoid flying into mainland airports and, therefore, don't 
incur high parking and landing fees. So, instead of Heathrow 
in London, a low-fare airline would use Luton or Stansted. In- 
dia doesn't have too many secondary airports, and this is con- 
sidered a major constraint. The Naresh Chandra Committee, 
however, has suggested a compromise — lower landing and 
parking charges for low-cost airlines. 

A low-cost airline then tries to save on distribution costs, 
which can be 11-15 per cent in a conventional airline. They do 
this by not going through the travel agents and the existing 
central reservation systems like Amadeus and Galileo. In- 
stead, they sell through the Internet and call centres — easyJet 
in Europe even has its website address painted on its plane. 
These airlines don't issue a ticket, as it costs to print, mail and 
process tickets. What you get instead is a booking number 
when you make a reservation. Passengers have to quóte this 
number at airport check-ins, and present their photograph ID 
to collect their boarding pass. 

Even the logistics model works differently. A low-cost air- 
line offers a point-to-point service, rather than the hub-and- 
spoke concept followed by conventional airlines like Jet. In 
fact, a Jet aircraft would fly out from Mümbai only when all the 
connecting flights come in. This is true more for interline traf- 
fic. 5o Jet handles Emirates' interline traffic, and hence picks 
up the passenger bags and sorts them out — a process that of- 
ten causes delays. 

But in a point-to-point service, a passenger travelling on 
two separate connecting flights isn't issued a single ticket. "We 
will say, you will have to get out ofthe aircraft, you have to take 
out your bag and again you have to check in. It isa bit ofa has- 
sle, but your bag will never get lost. You have to carry it, but it is 
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There is no such thing as a free lunch on Air Deccan: Passengers 
have to buy food and drinks from the lone air-hostess; also notice 
the ads on the head-rest covers — another revenue stream 


half the fare, so you have to do it yourself,” says Gopinath. If 
you miss your onward flight because the first flight was de- 
layed, Deccan will not owe you an explanation. “Our contract 
is to take you from point A to point B, and if we don't take you 
from point A to point B, we refund you the money,” he adds. 


On paper, it does look like a very nifty model. What's more, | 
the model could transpose well into India. It is partly a ques- | 


tion of discomfort. People may not want to sit for too long in 
cattle class, without meals. Which is why, globally, low cost air- 
lines ply on short-haul routes (which typically last 4-5 hours). 
"The longest flight in this country, between Delhi and Thiru- 
vananthapuram, is close to three hours. Even the regional 
flights — to the Asean countries, fall in this band,” says Kapil 
Kaul, senior vice-president (Indian sub-continent), Centre for 
Asia Pacific Aviation. 

Pricing will be crucial. UB Groups Gupte says they plan to 
charge fares that are at a slight premium over train fares, but 
nothigh enough to preclude travellers from thinking air travel. 
Deccan has already pitched its fares slightly higher than AC II- 
class fares, but lower than AC I-class fares (See ‘Indian Skies: A 
Fare To Remember). The idea: if you have return flights to a 
town the same day, the traveller could come in the morning 


and go back in the evening. By doing so, he manages to save | 


on his overnight hotel bills. 

In the past few years, rail fares, especially in the higher 
classes, have gone up. Despite that, a quarter of a million pas- 
sengers travel on AC trains every day. So if the differential isn't 
much, there's a possibility that a large number of them could 
well upgrade. 

So, what are the possible future scenarios? Over the next 
few years, one can expect to see a complex system of low-cost 
airlines. Depending on the amount of capital they are able to 
raise and the business plan they formulate, some will ply on 
the trunk routes, others on the Class A and B towns and then, 
some will operate purely as air taxis. 











AVIATION 


As for Deccan, Gopinath is committed 
to being a serious player in the high sweep- 
stakes game. “We don't want to be a re- 
gional airline. We want to be a known as a 
national airline, going to the regions. If you 
want to be a major player, you have to be a 
national player," he says. For the moment 
though, Deccan remains a small player, fly- 
ing just about 1,600-1,700 passengers a day 
and expects to achieve a turnover of Rs 450 
crore by end of March 2005. Jet, on the 
other hand, had an operating revenue of 
Rs 2,876 crore in 2002-03 with a fleet size of 
41. So the critical question is: does Deccan 
have the deep pockets needed to with- 
stand a price war? Much will depend on 
how Jet and Sahara react. One possibility is 
that they could begin offering more seats 
under the apex scheme fares than the cur- 
rent level of 5-10 per cent. 

Fortunately, a low-cost airline has the 
advantage of being a model that throws up 
cash much faster than its full-service coun- 
terparts. So, if Deccan can survive the price 
war for the first year or so and scale up, it will soon reach a size 
where Jet and the rest cannot undercut without losing mas- 
sively in the bargain. "It is always simpler to drop prices if you 
are trying to take on a company with just three planes. If, Air 
Deccan, however, scales up fast to 100 planes or so, the others 
cannot undercut it without maiming themselves," says Kaul. 

Even if it does scale up, there's another possibility: success 
will soon attract imitators. In Europe, the original pioneers, 
Ryanair and easyJet, are suddenly faced with too many new 
competitors in the same low-price segment, sparking off an 
intense price war. "To attract customers, they are cutting 
prices to unreasonable levels, impacting the profitability of 
the entire sector," says Nirmalya Kumar, professor of market- 
ing and director of the Aditya Birla India Centre at the London 
Business School. Kumar, who wrote a prize-winning paper on 
easyJet, says some low-cost airlines also lose their bearing and 
begin adding frills like assigned seatings, hot meals and in- 
flight entertainment to attract some of the more comfort- 
seeking customers. But that leaves them exposed to being un- 
dercut by a new competitor who focusses exclusively on price. 
"Anything (like frills) that adds costs and reduces price com- 
petitiveness is a bad trade-off. After all, if you get them on 
price, you could lose them on price too," says Kumar. In the 
low-price sector, only those with the lowest costs survive in 
the long run, and scale does matter in delivering the lower 
costs. "In the short run, all sorts of dislocations happen until 
the newcomers start running out of money," says Kumar. 

Next month, Gopinath will be hoping that he can steer his 
company through the turbulence — and stay on course to be 
Indias first successful low-cost airline. e 








With reports from Indrajit Gupta and Snigdha Sengupta. 
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NCE upon a time people bought cellphones so that 
they could be in touch while on the move. Now, 
they use it to play games, surfthe Net or check their 
bank balance. Operators have been quick to catch 
on. Today, the fight is not about talk, or price, it's 
about who offers the best value-added services. 

In this new battleground, the two most aggressive players 
are Hutchison and Reliance Infocomm. Hutch already has a 
bunch of innovations to its credit. It was the first in the world 
to offer live video clips on GPRS (general packet radio service ) 
and Yahoo!Mail on the mobile phone. Now it is the first in the 





country to offer Microsoft Outlook on the phone. Not surpris- | 


ingly, about 200,000 of the 300,000 GPRS users in India are 
with Hutch. The rest are with AirTel and BPL Mobile. Idea Cel- 


lular is still rolling out its GPRS service. Reliances advantage is | 


that most CDMA (code division multiple access) handsets are 
data-enabled, and so it is currently the provider that offers the 
biggest range of services. 


So what exactly can you do on your mobile phone today? | 


Here's a quick summary: 


Radhika Dhawan finds 
that theres no limit to 
what you can do with 
your cellphone today — 
shop, bank, play games... 


aNd yo 


also TALK 
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Mobile Internet: If you want to surfthe Net, then all GPRS and 
RWorld handsets will support this service. For Rs 99 a month, 
AirTel, Hutch and BPL Mobile allow WAP browsing on the 
phone, as well as multi-media messaging. Each of these oper- 
ators has an online portal from where they allow users to ac- 
cess video, text and audio content, such as music videos or 
news. All the basic WAP (wireless application protocol) sites 
like Rediff and Google are organised for easy access over the 
phone. However, if you pay Rs 499 a month, you can get un- 
limited browsing. 

Although it's exciting to have the Internet at your finger- 
tips, how long can you surf (though, of course, those visiting 
porn sites — which have recorded the biggest hits on the In- 
ternet from GPRS — will have other ideas). You can't pay your 
bills, you can't check airline schedules or your bank balance. 
Says Zian Mistry, a Mumbai-based GPRS user, who has signed 
on for the basic service but is not planning to upgrade: “I use it 


| to check news occasionally, but not much else.” 


The only useful reason for having GPRS is to provide con- 


. nectivity to your laptop. But the problem is that outside the 


key cities, connectivity is very patchy. This is one area where 
Reliance, with its R Connect, is ahead. Subscribers can con- 
nect their laptop and PC through a serial port or data cord. At 
Rs 1,200 for a data cord and 40 paise a minute, you are hooked 
to practically anywhere in the country. This makes Reliance 
the fifth largest Internet Service Provider (ISP) in India, offer- 
ing speeds of 80 kbps compared to GPRS speeds of 5-6 kbps. 
Another advantage of the CDMA 1xtechnology is that with 
R Connect if a voice call comes through, you don't get discon- 
nected from the Net. On GPRS, ifthe connection is through in- 
fra-red, then, since the technology gives priority to voice calls, 
the Internet will get disconnected. If you want to avoid this, 
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VALUE-ADDED SERVICES 


The value proposition: who's offering what 


Mobile 
Banking 


Java 


Games Videos 


Operators 





Sachin Tendulkar Yes. But only 
: cricketing game on SMS, not 
AirTel exclusive Yes on GPRS 
Largest library Best content Yes. But only 
[s bd mis Offers exclusives ©" ped not 
Hutch Formula one abe rid na Y 
cricket replays 
game exclusive — and Miss Universe 
downloads 
4 Yes. But not a Yes. But not a Yes. Available 
Reliance priority priority currently, on all phones 
Infocomm?* currently so only free through a 
content is browser 
available 
Yes only on 
SMS, not on 
aei Yes Yes GPRS 
fon: e Only in Delhi Only in Delhi No 


Mobile 
internet 


Email 
Access 


based and POP3 
emails restricted 
to Delhi 


Mobile 
Commerce 


internet | 


connectivity 
(on laptop) 


Offers this Supports POP3  Talk-time transfer Yes. But restricted 
across 15 access and Web for Delhi prepaid to GPRS coverage. 
circles emails, except customers. Re- Priority to voice 
Hotmail charge by SMS calls though 
Offers this Hotmail, Yahoo! Click and Print Yes. Restricted to 
across 10 Mail and service. Re- GPRS coverage 
. circles Microsoft charge pre-paid in main cities 
Outlook on SMS through SMS and gives priority 
and GPRS to voice calls 
Yes. Coverage Supports POP3 Payment of Yes. Offers an 
across 1,200 access and mobile bill Internet service 
towns, but a few ISP through called R Connect. 
WAP browsing a X emails like credit card Best coverage 
low priority VSNL and speeds 
Yes. But only in Supports Can buy choco- Yes. But only in 
Mumbai POP3 access lates in Mumbai Mumbai 
and Web using SMS, and 
emails, donate to Sidhi- 
except Hotmail vinayak temple 
Provides its own 
email service. 
Only in Delhi ^ Access to Web- N.A. Only in Delhi 


*Reliance World services available on all phones except the Motorola C131 and the LG RD 2230 


you need to buy a GPRS data card for your handset. At 
Rs 13,000, it's a pricey acquisition, but it depends on how im- 
portant on-the-move connectivity is to your life. 

Entertainment: Other than laptop connectivity on the 
move, the only other reason why anyone would bother with 
GPRS at all is to be entertained through games and video 
downloads. The third most prolific gamer on Hutch's GPRS 
service is a bored housewife who is in her 50s. After her hus- 
band, a real estate broker, leaves for work, she racks up 
monthly bills of Rs 4,000 to Rs 5,000 a month zapping away at 
her handset. 

The explosion of Java-enabled handsets has led to mobile 
gaming becoming the new craze. At Rs 50 to Rs 200 a game, 
operators like Hutch and AirTel are milking it for what it's 
worth. Hutch has exclusive access to downloads such as the 
World Cup cricket replays and Miss Universe downloads. 

RWorld, on the other hand, is less bothered with entertain- 
ing. So, if gaming is your thing, then stick to the GSM players. 
The other reason why one will never find a Bollywood ring- 
tone on the portal is because this content has royalty issues. 















Therefore, to control costs, the only content Reliance provides 
is what it can source free of cost or what its applications team 
can painstakingly create internally. So the ringtones and col- 
lection of songs sound tinny and occasionally unrecognis- 
able.Which is why, while Hutch has Miss Universe downloads 
available, R World has NDTV's Apsara awards! Explains Ma- 
hesh Prasad, president (applications and solutions group), 
Reliance Infocomm: ^We feel these applications to be elitist, 
so the focus is relatively lower on them." 
Utility-based services: The irony ofthe Indian market is that 
people will pay Rs 200 to download the latest game, but not a 
few bucks to check one’s voice mail. So utility-based services 
have, so far, been almost zilch. R World believes it can change 
this through cut-throat pricing and picking and choosing the 
right applications. It is now moving at breakneck speed to cre- 
ate things like a shopping channel. But for now, not one mo- 
bile operator has a clear lead in this area. 

Mobile banking for ATM card holders is the only really use- 
ful application so far. It is offered by Hutch, AirTel, BPL 
Mobile as well as R World. Hutch and HDFC Bank 


Imaging: ANAND SINHA 
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were pioneers and launched a simple SMS-based balance en- 
quiry in 2000. Now ICICI Bank too, along with HDFC Bank, 
has introduced additional features like checking cheque sta- 
tus, requesting a new cheque book, a statement and even 
stopping a cheque. Except for fund transfers, you can enjoy all 
the facilities that an ATM offers. What's more, there's no hassle 
oftrying to remember an ID number and password. 

Also, if you pre-register with the bank, you can pay your 


mobile phone bills or MTNL bills through SMS. And both | 
Hutch and AirTel offer a service, whereby you can re-charge | 


your pre-paid card through SMS. 

It is only very recently that a few 
M-commerce applications have come up 
andare worth mentioning. RWorld allows 
its users to pay via credit card and check 
all bill details on the mobile. Recently Air- 
Tel launched an m-commerce applica- 
tion for its pre-paid customers in Delhi, by 
which users can transfer talk-time in an 
easy manner. All you need to do is dial 43 
and the mobile number of the transferee, 
followed by # and then press the ‘call’ but- 
ton on the handset. Initially, just Rs 100 
worth of talk-time is allowed to be trans- 
ferred once a day and the amount is deb- 
ited to the user's bill. The catch — it costs 
Rs 20 per transfer. 

Hutch has launched a ‘Click and Print’ 
application with Kodak. There are 90,000 
camera phones now on Hutch'5 network 
and this one enables users to take pho- 
tographs, print them and send them for a 
fee of Rs 60 for five prints to any mailing 
address in the country. 

So what's next? Both Hutch and R 

World are in the race to offer a train tickets 
booking facility on the phone through the 
Indian Railways Internet booking site. 
The service is expected to be launched in 
the next month. 
Email access: Hutch is ahead of the pack 
where email services are concerned. Hot- 
mail on GPRS or SMS is exclusively with 
Hutch. So is Microsoft Outlook and it is 
supported by all versions of Microsoft Ex- 
change Server. Aimed at corporates, it is 
available on all GPRS handsets and nor- 
mal handsets through SMS, but the level 
of interaction changes with the kind of 
handset being used. 

At the base level, users gets SMS alerts 


Harit Nagpal 


Hutchison 








“We are trying to create a 
*bhartiya' application service 
which is truly ubiquitous." 





. .... VALUE-ADDED SERVICES 


For the rest, it is a patchy experience. Email access to the 

Web-based email services, like Yahoo and Rediffmail is avail- 
able on SMS but tedious to use. One would need to send and 
receive far too many SMSes to receive an email. So AirTel is de- 
focusing it and now offers email access to all POP3, IMAP (In- 
ternet message access protocol) supported services email 
through GPRS. R World claims it supports POP3 and a few 
other ISP emails like VSNL, but a visit to one of its outlet 
elicited a negative response. 
Triviaand Information: Need to check which movie is playing 
where? Or where you can get Goan grub 
in the neighbourhood? Or the results of 
your sons exams? For the sheer volume of 
information and ease of use, R World 
would win hands down. It can give you 
nuggets ofunexpected information, such 
as recipes, beauty tips, baby names, as- 
trology consultations and endless other 
interesting trivia. 

You could also connect to matrimo- 
nial site Shaadi Online to search out your 
life partner. There are over a 100 applica- 
a tions that exist in the R World portal. 
There are city guides for 25 cities with all 
the basics listed, like restaurants, cinema 
halls and job agencies. 

While GSM operators provide exam 
results for key exams like HSC and CBSE, 
RWorld has some 57 exam results on the 
portal, including state exams. R World's 
advantage here is that Java software — 
which is the foundation of most mobile 
applications — is on all R World handsets 
(except for the Motorola C131 and the LG 
RD 2230 models which are offered with 
the pre-paid plan). This allows it to follow 
a different approach from the GSM oper- 
ators, called the *walled garden. 

R World believes that users would like 
to be told which way to go instead of 
browsing mindlessly and, therefore, 
whatever a user could possibly need is 
painstakingly put together in a drill-down 
menu. The ‘walled garden’ experience is 
like controlled browsing. As of now, all the 
RWorld services are free. 

The experience of the GSM user seek- 
ing basic information depends on the ca- 
pability ofthe phone. GSM players organ- 
ise their applications services around 
three modes of access — voice recogni- 
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“Hutch will continue to keep 
up this pace of innovation in 
applications." 


on new emails in their corporate mailbox and can read these | tion portals, SMS and GPRS. The catch is that not everything is 


either by successive SMSing or through GPRS. This is available | 
at no extra cost, but if one wants to use the Active Sync feature, | 


where one can open Word, Power Point and Excel files, it costs 


an additional Rs 499 a month. This feature runs only on high- | 


end Microsoft phones, like the Motorola I-Mate. And since 
Hutch is the only player that allows international roaming on 
GPRS, you can access email even when travelling abroad. 





available ubiquitously. For instance, Hutch offers airline and 
railway schedules on SMS. This is not available on GPRS or on 
the voice portals. So the experience of accessing information 
tends to be less seamless. 

Meanwhile, technology is on the move, and who knows, 
by the time we update this article next, your phone may also 
be offering you a television experience. he 
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The music 
player 
MuVo 
Slim is a 
rather 
good fit 
for the 
business 
exec on 
the go 

















A bit of move and 


groove at work 


COUPLE of weeks ago I wrote of 
a world gone quite mad over the 
iPod Mini, the music player still 
largely unavailable in India. 





(Well, it's along, long wait any- | 
. way). Meanwhile, I've been hit with another | 


MP3/WMA player. Nothing like the iPod, of 
course. It doesnt have the huge storage space, 
the coolth and the charisma to take the world 
by storm. 

What it does have, however, is a useful size- 
size — it's not much bigger than a credit card. 
You wouldnt even feel Creative's Nomad MuVo 
Slim in your pocket ifit weren't packed inside its 
exceedingly neat softly-snap-shut case. It's 


completely to the point. Thatis what makesita | 


rather good fit for the business executive on the 
go. For a change, instead of the usual in-your- 
face teen appeal, this player looks very busi- 
nesslike, though to some people it's reminis- 





cent of the tiny digital diaries or calculators that | 


did nothing in particular. But everyone gets a | 
| bit ofa surprise when they discover what it can | 


do in a form that small. 
The MuVo Slim is available in two versions 


— 128 MB and 256 MB — that can carry 30 or. 
60 regular songs, depending on the space. 


Costs are Rs 9,150 and Rs 12,750, respectively. 


It uses flash memory — not a little hard | 
drive — which is why the storage can't go up to. | 
several GB, like in the iPod and some other | 


players. But assuming that you don't have to 


carry your entire music collection with you on | 
| thedevice, being able to take a bunch of current 
favourites isn't too bad a deal either. If you carry | 


music on your notebook, you can, in any case, 


exchange the existing bunch of songs for an- | 
other bunch fast enough. It isn't difficult to | 


convert some of your music from CDs to MP3 


for listening on a portable player, or even to | 
| other not-so-small MuVo versions. But if the 


record Internet Radio and port that to the de- 
vice. Allit takes is software, and once you've 
been through the process, it barely takes any 
time. Being stuck for music is probably not go- 
ing to be one ofthe problems of owning an MP3 
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player, even if it doesn't have enough capacity 
to carry music collections of a lifetime. 

The player connects to your notebook or PC 
with a USB cable and that's how it charges as 
well. The player charges quickly enough and 
sometimes just a song transfer gives it one lease 
of life, so that you actually never run out of bat- 
tery as long as you play. I've used it for over a 
month in this way and have never had it totally 
run out of battery. I think that's particularly ex- 
ecutive-friendly, because unlike the teen music 
buff who has all the time to interact with an 
MP3 player, the business person wants to be as 
little bothered with it as possible. In this partic- 
ular player, the lithium ion battery is easily re- 
placeable when it finally gives way in a couple 
of years. The cost of ownership also isn't so high 
if you're not stuck with AAA batteries, which 
you have to keep buying and recharging. 

Other matters about music: the sound qual- 
ity is pretty good; there's a set of good ear- 
phones, equaliser presets and easy intuitive 
controls with a small, but clear, backlit display. 

Leaving music aside, this device also hap- 
pens to be a digital recorder and that's what 
makes it usable at work. You can use it to record 
meetings, but more importantly, as a sort of 
Dictaphone for taking notes. A friend of mine 
who doesn't like to work too hard for a living 
routinely sends recorded instructions to his 
staff. Luckily, they prefer those to an overdose of 
their boss, so it works out quite well. The MuVo 
can take 8-16 hours of audio recording. You can 
even record off its FM radio, though why you 
would want to beats me. However, the in-built 
microphone could have been a bit more sensi- 
tive, considering the digital recording part is 
pretty central to this gadget. If you want the de- 
vice more for music, you should probably ex- 
plore players with more space, including the 


combo of digital recorder (they're not cheap as 
standalone products either), music player and 
FM radio in a mere 1.6 ounces sounds interest- 
ing to you, check it out. m 
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view is equivalent to 700 kiranas at one go. Maybe its distribu- 
tor covers 600 kiranas, so the first thing the manufacturer will 
do would be to consider the supermarket as a distributor, 
which means supplying at the distributor rate, which is 3-5 per 
cent cheaper compared to the retailer rate. Secondly, as the 
supermarket grows bigger and becomes more and more of a 
| 'keyaccount' to the manufacturer, the former will start getting 
other 'exclusive' advantages, could be extended credit, could 
| beexclusive packaging (such asa 7.5 kg atta packet made to be 
sold only through supermarkets), tailor-made delivery sched- 
ule to make the supermarket' inventory leaner (as opposed to 
aregular weekly visit to the kirana), etc. It's all a question ofthe 
relative scale of the manufacturer and the retailer, which de- 
termine the relative bargaining power between the two." 
Bapu nodded, taking in the numbers. But he asked: “OK, 
so this benefits companies and manufacturers, but how does 
the consumer gain?” To that Tarun said: “Easy no, Bapu! If 
| HLL, P&G and the others don't have to go through distribu- 


W ith th ee ntry of m od erm tors, then GP operates like a distributor since it buys as much! 


So it gets the distributor rate too. For manufacturers, this is an 


SU pe rma rkets | n | n d ia , are opportunity to eradicate the intermediaries, and reduce the 
kira na sto res rea dy to cost and inefficiencies in the product reaching GP directly. 


The cost saving is critical, as every rupee saved matters in a 


rea | Ign the j r busi ness | n the competitive world, and part of what has been saved can be 


shared with the customer. That's our USP! The efficiency part 


new com petitive ma rket? is equally important, as in due course, GP's offtakes, buying 
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RAKASH Lal Sikri was entering his Joy Gen- | 
eral Stores after six years, to work. Last 
evening it had become apparent to him that 
continued retirement was not yet on the 
horizon for him. Six years ago, at the behest of 
his guru, he had donned the mantle of retire- 
ment, handing over the reins of his four gen- 
eral stores around Delhi to his sons Prithvi and Tarun. There- 
after, he only visited the stores, sat around, watched the 
activities, offered counsel when asked, drank a cup of tea and 
left for home. 

Then, three years ago his younger son Tarun, more edu- 
cated (and aggressive) in the new ways that were breaking free 
in India, declared it was not possible to work together with his 
brother. On his guru's advise, Bapu, as Sikri was known, split 
the business between the two sons. Prithvi got the four stores, 
while Tarun took his share in cash and invested in a franchise 
ofa reputed supermarket. That straightaway upset the family, 
which saw the move as a desire to compete with the family 
business. Well, almost immediately, Tarun's Grocer Point store 
was picking up better rates and terms than Bapu's stores had 
ever managed, despite having been in retail for over 30 years. 

Bapu could not understand this. If anything, with the mar- 
ket declining, he wondered how a bigger, more expensive 
store could be more viable. Maybe Tarun was making a mis- 
take? But Tarun explained the numbers: “Grocery Point (GP) is 
planning some 70 stores in Delhi over the next three years. 
Each will be selling the equivalent of 10 kirana stores. Now if a 
kirana buys 20 cases, GP will be buying 70 times as much, 
which equals 1,400 cases, which from HLL or P&G's point of 
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0 patterns, etc., will make it easier for these companies to plan 
and forecast their supply!" 

But Prithvi continued to worry about the family's image in 
Q the kirana community. While Bapu tried to comfort him, he 
wondered about his own family’s unity. Modern trade, as 
Tarun called it, did not suit family unity. Bapu tried to be calm, 
and talked to Prithvi: “Tarun isn't doing badly. Besides the fam- 
ily’s image does not come just from business conduct, but also 
from our personal conduct. Times are changing and we 
cannot hang on to old practices." Prithvi was not sure, he 
said: “I don't know about you Bapu, but do you know he is talk- 
ing to Teffer to set up a company-owned store for them? 
The moment that happens, Teffer will sell cheaper in its own 
store and then no retailer will stock Teffer! Has Tarun thought 
about all this?" 

Trying to bring peace, Bapu said: "The next time Teffer's 
salesman comes, call me; we will check this idea with him 
before Tarun invests. In any case, why panic? His GP is doing 
quite well, I don't think he will give it up easily." But Prithvi 
wasn't interested in that. “I am concerned about the success 
of our General Stores. Even if GP sets up 10 stores, conflict 
to hoga hi Bapu!” 


HE country is growing, Prithvi," said Bapu. "Smaller 

towns are becoming bigger, people are watching TV, 

so demand will increase. More new opportunities 

come up for us to sell, and the same for others too! 
Sab ke liye kuch to hoga!" Prithivi could understand increase 
in opportunity, but he argued that what Tarun was doing was 
jumping in to snatch away business from the kirana commu- 
nity, which had been the country’s lifeline for 100 years! But 
Bapu said: "Supermarket is an English word for an oppor- 
tunist, as you callit. But there have always been these interme- 
diaries who have jumped in to make a business out of bridging 
gaps! Why apne hi ghar mein dekho; our fields in Raipur pro- 
duce onions; Kaku sells them for Rs 3 a kilo. And how much do 
we sell it for in our stores? Rs 12? So see how many 'super- 
jumpers there are in between? There would be at least four or 
five (if not more) intermediaries who are taking advantage of 
this 'abnormal' value addition, which is neither in the interest 
ofthe consumer, who is paying an artificially higher price, nor 
the producer, who is getting a pittance! The difference is that 
these are self-appointed opportunists, whereas your HLL and 
P&G create this opportunity and appoint C&F agents, whole- 
salers and distributors, who together have a huge advantage 
in bargaining power. 

"And what Tarun is doing is no different, he saw opportu- 
nity and is taking advantage. I saw his numbers, beta; bahut 
dimaag lagaaya hai!” 

Then quickly changing subjects, Bapu said: “It will get only 
more competitive. Don't we already have competition, and 
aren't we doing well despite that? In our own area, see how 
many other kirana stores there are! Last year that Foodshoppe 
opened, selling fresh foods, dairy products and health prod- 
ucts; then that cake shop has more bakery stuff than us — and 
all of us are competing for the same shopper's wallet! Khushi 
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here, then we will all be at each other's throats, we will be fight- 
ing even the Cake shop and Foodshoppe!” 

Bapu nodded. But he said: “Look, the consumer's needs 
won't change, no? So in effect, we will all be meeting the same 
customers’ same needs. Yes, we will have to create competitive 
advantage — could be freshness, could be service, could be 
trust. Think about all this.” 

Prithvi shook his head: “Do all that, but can it match GP's 
pricing? How do our General Stores, Foodshoppe, Royal 
Stores, Cake shop... how do we create price advantage when 
we are all nearly the same size? Bapu, it’s not about competi- 
tion anymore. Today it’s turning into conflict, because soon 
GP is going to get preferential treatment from the companies." 

And as Prithvi went on to explain, Bapu began to see 
his viewpoint. “Competition kaho ya conflict, baat ek hi 
hai.” He said finally: “Even if the companies have to give 
this preference, I see that these huge supermarkets come with 
economic advantages, which we don't have. To kya karen?” 

Prithvi, being closer to the retail business the last 
six years, had seen the slump in market growth for 
the FMCGs. Explaining this, he said: “Maamla 
gambhir hai Bapu. FMCG market growth 
rates used to be 15-20 per cent per annum 
five years back; now it’s down to 4-5 per 
cent. HLL used to double turnover in 
five years, and now it is struggling hard 
to grow! Therefore, when the market 
was growing by 15-20 per cent, even if 
we lost 5 per cent of sales to new ki- 
ranas in our locality, we were still get- 
ting 10 per cent. But today when the 
market is growing only by 4 per cent or 
5 per cent, if we lose even 5 per cent to 
a fancy self-help store like Big Bazar, we 
are at zero! Chalo, woh bhi theek hai. But 
if GP comes here, they will take away 10 
per cent. Then? In a growing market compe- 
tition achcha bhi lagta hai. But in a slow mar- 
ket, every move is a conflict of interest.” 

Bapu grew thoughtful. Soon he said: “It won't be 
so easy, Prithvi. Examine the numbers. Our costs are quite 
low compared to the newer stores. It will take a lot for us to be- 
come unprofitable, you know that. Prithvi, setting up a super- 
market is going to be financially tough in big metros like Delhi 
and Mumbai, where real estate cost is high. And they are look- 
ing at 6,000 sq. ft. minimum. Risky hai beta! They will manage 
three or four, but not more. 

“Dhyaan se dekho! Our fixed costs are next to nothing. We 
are sitting tenants of our properties for over 75 years, so our 
rental cost is nothing. Neither do we have a huge staff, no 
computer, no AC, display nahi, music nahi, all our shelves are 
paid by the companies. Forget all this, even if we are losing 
5 per cent to some new kirana it's still small; we have real sus- 
taining power. But yes, it's time to think deeply. How do we re- 
cover that 5 per cent by having one computer, thoda relation- 
ship banao customers ke saath, diwali pe gift bhejo, convert to 
















manao that the shopper's wallet is getting bigger and deeper; | self-help format, thoda category increase karo...” 


that is why we are all able to coexist." 
"Coexist?" asked Prithvi. "Wait till GP sets up an outlet 


All this was very well, but Prithvi was disturbed. Younger 
and closer to the wrath of the new market he was interacting 
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with daily, he saw the conflicts more clearly. Until Tarun had 
moved out, the concept of a supermarket taking over the mar- 
ket had not even shown in his horizon; at best they were self- 
help stores and many he knew had converted their store for- 
mats. But GP was going to be 70 stores! Unlike Bapu, Prithvi 
knew this would happen. He could not kid himself. 

As luck would have it, the next morning at 8 a.m., his first 
customer was Leena Goyal. Now Leena followed this pattern 
of leaving her list of groceries on her way to work and Prithvi 
would assemble her bag and send them to her house by 9 p.m. 
Today a distraught Prithvi almost rebuked her: “Why are you 
wasting your time with us? Nowadays everyone is buying at 
supermarkets ... aap kyon nahi jaate?” 

Said Leena: "Its okay on weekends, but who has the time? 
And so stressful too! Kitna planning karna padta hai! First 
arrange for the car, the time and day, full shopping list and au- 
dit of inventory at home; phir husband gets irritated because 

he has to drive me. God forbid if I forget one thing, to 
sunna padega! Then, of course, the parking! Where 
is the space? Upar se, bachche, unko control 
karo, or they keep hurrying you. How do I 
hurry? You know, ek Vim lene se pehle bhi, 
we women want to think a lot! Kitne 
variants hain aajkal. And leave all that, 
have you seen the queues at the 
checkout? Ya to computer fail ho 
jaata hai, or the lady can't find the 
product code. After all that, you 
carry the heavy bags yourself and 
hunt for your husband and kids in 
the heat? Nahi re baba! I wonder 
why so many like shopping at su- 
permarkets!" Prithvi was pleased. 
He asked: "So what do you think, will 
people move over to supermarket 
shopping and we kiranas will have to 
shut down? That's what worries me!" 
Leena, as it happened, was an area sales 
manager at Keflo India, a medium-sized 
multinational in FMCG. Hence she understood 
Prithivi's anxiety well. “Dekho Prithvi, kirana cannot 
ever go away! If we look at an average family, there are four 
kinds of products that they usually buy: 'unplanned' products 
which are needed when unique situations arise — guests 
come in and you have to serve coke and chips, elaichi for the 
pulao, etc. And then products which have run out before they 
should — butter, jam, atta, etc., and sometimes even high 
value items like detergent, sanitary napkins that run out too. 
Then there are 'planned expensive' products where discounts 
can save a few tens of rupees; for those these big marts are 
good. Consumers consciously check for discounts and prices 
and buy in bulk because the visit is planned once a month. But 
the problem with this is, you end up carrying inventory at 
home. Sometimes people buy for more than a month at a time 
— if the offer is great — even if they don't need the product! It's 
okay for people in big homes, but not for people living in 
apartments! 

“The third is ‘low shelf -life’ products which are consumed 

on the day they are bought — milk, bread, eggs, etc. One can't 
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dream of stocking this stuff due to the low-shelf life of these 
products and the need for ‘freshness’. And the fourth is 'high- 
value personal products' — like cosmetics and skin-care 
products. Especially if being tried out the first time, people 
need to buy the latest from an authorised outlet. So, for items 
in the first and third category, it has to be the friendly neigh- 
bourhood grocer; he is so less stressful, he remembers what 
jam I usually order, I don't have to explain — what brand, what 
flavour, what pack size. Why you even tell me to take the Lime 
Cinthol ifit has a better offer than the usual Liril! Aur dekho na, 
here I will just give you the list and you will deliver it for me. So 
finally in metro cities, only the kirana can survive!" 

Prithvi was pleased; that evening Leena got a Cinthol Lime 
soap and a bar of Cadbury free in her bag of groceries. But 
it also got Leena thinking; she had gotten into the mind of 
an anxious retailer with a location that would suit her com- 
pany, she mused. 


FEW days later Tarun's partner at GP, Vilas Pai, 

came home for dinner. While Prithvi chose to be 

silent, Bapu watched the two young men talk and 

interact. Till date, no company executive had vis- 
ited his store, save the area salesman and once in four or six 
months the area sales head. Today, listening to Tarun and Vi- 
las' exchange, he began to see seriousness and sophistication 
in their dealings. Vilas was keen to convert Prithvi into taking 
on a franchise too, saying: "You will find that the moment the 
stockist and distributor are eliminated from your life, selling 
actually becomes enjoyable! In our business, we have com- 
pany senior executives and sales managers visiting us regu- 
larly because they see our store as a means to come closer to 
the end consumer. 

"Why, we don't even have to yield to the stockist's push, 
neither do we have to hang on to unsold stock. Companies 
cannot push you to stock what you think will not sell or move 
fast.... So Prithvi bhai, think about GP!” 

Meanwhile, wheels were churning at Keflo India where 
Leena worked. Over lunch, she told Abraham Verghese, the 
general manager (sales), about her encounter with Prithvi. 
“I see a lot in this, Abe,” she said. “He is no run-of-the-mill 
shopkeeper. He is intelligent, sharp and raring to go. We have 
been talking about setting up a company-owned store for a 
year now. I think Prithvi's store has a good location, and 
we could do our pilot there; alternatively, we could even 
interest him with a project for his property in Noida. That 
might actually work better.” 

Abraham grinned. “Why should he want to consider any- 
thing like this when his stores are doing so well? Even so, Noida 
sounds good if Prithvi will come in as manager for a salary plus 
commission. Anyway, discuss it with the Operation Keflo 
Store (OKS) team, and with CEO Mathur; see what they think." 
Leena needed that push; she spoke to Mathur and he was 
pleased. "Check him out, check him out; leave no stone un- 
turned. His location sounds good to me; maybe that will push 
us faster into acting on that plan. But do it soon," said Mathur. 
Leena agreed. It seemed to her that Prithvi would agree, espe- 
cially if she could gently show him how the company-owned 
store idea would blunt the edge of these new supermarkets. 

"I want to propose an idea to you,” she told Prithvi when 
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9 ... met him a few days later. "My company wants to set up its 
own retail store; it strikes me that you could manage such a 
store for us very well. We are, after all, manufacturers, so we 
will need someone like you to advise us. I was thinking, maybe 
this area is too close to your community. If we can develop 
your Noida property...?" 

Prithvi was stunned. "But why? Why would Keflo want to 
set up a store?" And Leena explained as simply as she could. 
"You know how strong you retailers are in negotiating power 
at the retail level. In the last five years we have seen how pow- 
erful retail is getting. Besides, you will agree, it's a good busi- 
ness even for us! After all, textile companies, shoe companies, 
watch companies, electronic goods companies and now even 
a pharma company has its own store. This is just an extension 
ofthe same principle." 

Prithvi laughed, "Madam, bahut difference hai, in 
mein aur aapke store mein! Bahut conflict hoga. And then 
what will I tell my kirana community? I mean, if you can 
sell cheaper to a supermarket, won't your prices be even 
lower in the company store?" 

“No,” said Leena. "No matter how many company-owned 
stores we may have, we also know that we cannot match the 
depth and coverage of the kirana network in India. If I were 
you, I would even see the Keflo store as favorable competition 
for the kiranas, because Keflo and all FMCG companies will 
always remain dependant on the traditional channels. Yes, the 














pricing at our store will be lower than in the kirana, but in no 
way will we mete out unfair treatment to the kirana network. 
If anything, our outlet will be like any other kirana we sell to, 
so, to that extent, the supply-chain relationship will only im- 
prove! We won't be competing, Prithvi, but if anything, com- 
plementing your network!" 

Prithvi was gaining interest. Equally, he was disturbed that 
he was gaining interest! Would he be betraying the kirana 
community by an act that would be construed as conflict? He 
knew his father would agree; after all, Bapu had allowed 
Tarun to plough new grounds and had himself said, ‘times 
are changing. Yet he argued with Leena: "It still seems like an 
unfair back door advantage that you will give consumers. 
Look madam, Keflo manufactures 20 categories and if you 
take an average kirana store, at least 10 per cent of its mer- 
chandise is made up of your goods. If a consumer chooses, he 
could well buy six months' needs from your store at one time! 
Wont that affect our sales?" 


EENA nodded, but said: "Look Prithvi, when we fi- 
nalise the Keflo store idea, we will make sure this 
does not happen. But this I can say with confidence, 
our intention is not to do anything that will be to the 
detriment of the kirana stores. Understand this: even if we 
have 100 such stores, can it create the penetration that the 
300,000 kirana stores in India give us? Then why will we axe 
our own feet? Arre bhai, hame bhi business mein rehana hai!" 

Now Prithvi had another anxiety; as a well-informed man, 
he was aware of Subhiksha's forays in Southern India. So he 
said: "Wouldnt your store end up being like Subhiksha, which 
discounts 8-10 per cent on MRP? Please understand the rozi- 
roti of kiranas depends on companies like yours. If you turn 
into competition for us, the whole kirana community will cre- 
ate trouble for you. So how can I believe that Keflo can be fair 
to us and itself?" 

Leena understood all this. She said: “I am glad you are 
thinking like this. While the threat perception is high, the 
reality will be — as you will see — that in fact we will only be- 
come another member of your kirana community. As for 
Subhiksha, that is real competition, whereas given that bulk 
of our business depends on kiranas, our strategy will be to 
mutually benefit." 

Uniquely, when Prithvi mentioned this proposal to his 
father, Bapu was upset. Not because Prithvi was suggesting 
that Bapu take over for him and run the Joy General Stores 
with his cousins, but because he did see Keflo5 store as direct 
conflict. He said: "Arre, you were angry that Tarun was spoiling 
the family image, what are you doing? You will abandon 
the family kirana to work for a company kirana?" he asked, 
completely dismayed. 

"No Bapu!” said Prithvi. "That will also be our store, just 
as the General Stores are, except Keflo will direct it. Also, I 
get part of the sales commissions, rentals for our Noida prop- 
erty, plus a retainer for managing the business. Net net, 
we earn a lot more." 

"And what face do I show the community?" asked Bapu. 
"Dontforget that what you earn will be what they lose!" iB 





This is the first installment of a two-part case study. 
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Asitava Sen is a retail consultant who 
has been closely involved in the evolu- 
tion of organised retailing in India. 


OBODY can stop an idea 
whose time has come. The 
dilemma of Bapu and his two 
sons has to be seen with a bet- 
ter sense of history. When a new way of 
doing things comes with a fundamen- 
tally superior economic and behavioral 
value proposition to customers, it grad- 
ually takes over the old way, and other 
stakeholders have no alternative but to 
accept and change accordingly. Haven't 
mobile phones and emails revolution- 
alised the way we communicate? Who 
uses only landlines and good old Indian 
post these days? How many of us have 
not switched over from our friendly 
tailor, who used to stitch all our 
garments, to ready-made clothes? 
Studying the distribution and 
retail market in Great Britain in the 
mid-19th century is a great exam- 
ple ofthis metamorphosis. Indus- 
trialisation led to factory-pro- 
duced goods at a mass scale, 
leading to product standardisa- 
tion and cost reductions. In addi- 
tion, better communication and 
transport systems, including railways 
and chilled and refrigerated shipping, 
brought cost of goods further down and 
increased consumption dramatically. 


Taking advantage of this, the co-opera- 
tive movement started. It attempted to 
insure local participation in the retail or- 
ganisation to promote ‘honest’ trading 
practices such as fair weights, unadul- 
terated food and standard prices (as op- 
posed to haggling over prices). Some of 


the core principles included open | 


membership, democratic control (one 
man, one vote), distribution of profits to 
members in proportion to actual pur- 
chases, cash trade (as opposed to credit 
from itinerant traders), etc. Subse- 
quently, as the movement gathered mo- 
mentum, they came together and 


adopted some of the core principles of | 


modern trade, including backward 
integration to manufacturing (read 
private labels) and direct centralised 
purchasing, which provided unparalled 
economies of scale through massive 
wholesale societies. 

Of course,there were great political 
debates around this development too. 
Itinerant private traders formed a 
Traders Defense Association, which 
manifested itself in a number of local 
boycotts and a few unsuccessful na- 
tional campaigns against the new way. 
But they failed due to obvious reasons. 

Similarly, modern trade is an in- 
evitable reality, even in India. FDI in re- 
tail will happen soon, which will further 
enhance these developments. All con- 
stituents in the supply chain better ac- 














cept it and prepare, rather than trying to | 


deprive the customers of a superior way 

of life by propagating misconceptions 

and protecting vested interests. 
However, both modern trade stores 
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and small retailers co-existed in the UK 
for almost 100 years. Interestingly, the 
number of shops per-capita increased 
in spite of this consolidation, which re- 
flected the impact of growing commer- 
cialisation and increased living stan- 
dards. Even as late as 1939, modern 
trade made up only 35 per cent of total 
trade. In other countries where modern 
trade started ahead of India, this co-ex- 
istence lasted too. It took between 9 and 
12 years in Thailand, Brazil, Poland and 
China for modern trade to capture 
20 per cent of the market share. 

A study carried out in Chennai, 
where modern trade in food and gro- 
cery has already captured an impressive 
20 per cent market share, throws out 
some astounding figures. Among the 
small retailers situated in close proxim- 
ity to FoodWorld and Subhiksha, not a 
single one has actually closed down. 
The worst scenario loss of top-line due 
to competition was 25 per cent, but still 
the kiranas were not in the red! The 
overhead costs of kiranas are so low, 
thanks to ‘free’ real estate (most are ex- 
tensions of houses) and ‘free’ labour 
(they are typically managed by family 
members on shifts), that their break- 
even point is as low as 46 per cent. This 
means that for them to actually close 
shop, they have to lose a 54 per cent of 
the top line! With the Indian economy 
growing at 8 per cent annually, Prithvi 
and his kirana comrades can rest as- 
sured they will remain in business at 
least for the next two generations, mod- 
ern trade or no modern trade. 

The proposition that kiranas will die 
when modern trade comes is therefore a 
myth. Both will co-exist, at least for the 
next 30-40 years. In fact we should call 

this competition and not conflict. Both 
will have competitive advantages. 
The kirana will have a low cost 
structure, convenient location and 
customer intimacy. Modern trade 
large outlets will have product 
width and depth, dis-intermedia- 
tion and technology. Like in any 
competitive market, the smartest 
survives and the consumers win. 
In fact, taking a cue from the British 
co-operatives, what Prithvi should 
do is mobilise his kirana brothers to 
form an independent, centralised buy- 
ing cartel to match the economies of 
scale that modern trade has. D 


- Siege a AMONG eR NCSA 


However, today, given the muscle of the | first time to buy utilities, like buckets, for 
larger stores, FMCGs, too, sense the | her new house. By looking at her list, the 
power shift. This competition, coupled | perceptive owner was able to suggest all 
with the consumer's attraction to the | the items she would need like brooms 
large stores, will force smaller kiranas | and insect repellent, many of which she 
| like Prithvi's to shape up or ship out. | had forgotten to include. He went one 
Many kiranas have also been engaged | step further, providing her with tele- 
in unethical practices like selling prod- | phone numbers of plumbers, carpen- 
ucts above maximum rupee price, | ters, even suggesting good restaurants 
cheating on weights, selling expiredim- | and schools in the area. When she left 
ported products, etc. All this cannot | with his visiting card, Rohan Stores had 
thrive in the new retail scenario. |! built another customer for life. 

So, is it all over for the kirana? Cer- Leena is right about the kind of cate- 
tainly not! Let's look at the strength of | gorisation of consumers according to 
the kirana stores, how they have con- | needs. To that I would like to add an- 
tributed to the Indian market and how | other category, which is the strength of 
these strengths can be leveraged. | the kirana as well — ‘speciality prod- 

The kirana network is so intense | ucts’, i.e., imported sauces, chocolates 
that most of us have a kirana store | and fresh snacks, all of which have 
within five minutes of our residence. | highlylocalised preferences. 

The kiranas also operate on a low-cost | What we will seeis a clear distinction 
model where they pay little or no taxes | of shopping destinations. For the 
on family-owned properties, with most | planned categories, customers are likely 
of the family working in the store itself. | to visit a hypermarket, for better prices 
The author is the chief operating officer | Their operational strengths include a | and the experience. However, for the 
and director (operations), Pantaloon | no-cost home delivery network which | unplanned and speciality categories, 
Retail (India). caters to impulse needs at short notice, | consumers will prefer the kirana. In 
and early openingandlateclosingtimes | fact, the low shelf-life (less than 12 

HERE used to be two kirana | which suit many families. The super- | hours) of fresh snacks and home-made, 

stores in my immediate vicinity, | markets will take along time to match | health-driven products present a huge 

Satya Stores and Rohan Stores. | these levels of service. opportunity. The kiranas could also 

Both had been around for over The most significant strength, | consolidate their buying of FMCGs to 
25 years. Last week, Satya Stores shut | though, is their roots in the community. | gain economies and efficiencies. In cer- 
down and Rohan Stores, just 500 metres | Kiranas have a clear understanding of | tain areas, kirana buying consolidation 
down the road from Satya, has refur- | their customers' needs, wants and pref- | has already begun, like in the Kutchi 

















bished and expanded. erences. The large stores willtake along | Traders Association. 

I asked 'Satya' why he went out of | time to achieve this in spite of all the Kiranas like Joy Stores have to 
business. His reply: the market is just | data mining tools available to them. | broaden their horizon, looking beyond 
not the same — customers are too fussy; Consider this. A new neighbourtold | making Rs 2 or Rs 5 on individual prod- 
itisimpossible to stockalltheitemsthey | me how she went to Rohan Stores the | ucts and instead focus on a complete 
need and match the prices at the large basket or package for families. This in- 











supermarkets. What happened? 

These two stores are a microcosm of 
the Indian retail environment today. Ki- 
ranas, which have long been the 
mainstay of the Indian retail scene, 
are threatened by organised retail- 
ers who bring with them efficien- 
cies in pricing, promotions and 
convenience. Today's young Indi- 
ans demand and receive a better 
experience in the large supermar- 
kets and hypermarkets that are 
mushrooming all over the country. 

Bapu has to realise that super- 
markets are here to stay and will pose a 
challenge for the small players. He is 
right in thinking that 20 years back, in 

. many ways, it was easier to do business. 


volves moving from single-product to 
multiple-product profitability. Addi- 
tionally, kiranas need to take lessons 
from the organised retailers in areas 
like loss-leader pricing and creating 
special 'promo-zones (however 
small) that showcase new prod- 
ucts. Bapu could also leverage his 
role through lots of value-added 
services like film-roll developing, 
outsourced dry cleaning, bill pay- 
ments for utilities, or, like Rohan 
Stores, even offering services of 
plumbers, cooks, etc. 

This business will no longer be 
passed down generations. It needs a 
killer spirit of survival. After all, it's only 
over when you say it's over. La 
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Theauthor is director, 
Jeetay Investments Private 
Limited, a portfolio man- 
agement firm. He can be 
contacted at 
chetan@capitalideasonline.com 


The 
ancient 
Greeks’ 
ideas on 
the natural 
elements 
could 
provide 
brilliant 
cues about 
investing 
today 








The alchemy of 





value investing 


talked about adoption of a kind of 
fairy tale, the ‘magnificent myth’ — 





metal, brass, in the auxiliaries; and mere iron 


and bronze for farmers and other workers. | 


Everyone would know his intrinsic worth and 


would remain in a state of contentment where | 


he is. There would thus be an end to social 
strife. Plato would have been vexed when look- 
ing at Mr Market, who sometimes sells bronze 
as gold and brass as iron, and for whom price 
and fashion rule rather than intrinsic value 


| andanalysis. 








Constant strife, as seen in the markets, | 
| seems to favour activity. A person can, however, 


stay on the same spot by standing still or walk- 
ing on a treadmill. On many occasions in in- 
vesting, it pays to be inactive. 

The elements propounded by ancient 
Greeks like Empedocles, Plato and Aristotle 
were earth, air, fire and water, each imbued by 
two contending opposite qualities (hot and 


cold, dry and moist) by which they could be in- | 


terconnected. All of investing is made up of just 
two elements — price and value — and on 
many occasions they are never connected by 


Mr Market. The Greek philosophers who re- | 


duced all matter to the four elements — a sort 


of predilection for ‘first principles’ — did it fora | 


very practical reason: things change and they 
wanted to understand those transformations. 
Todays business of investing is an embodi- 
ment of this return to 'first principles' — find 
out where change is happening and what it 
may lead to. The classical elements were repre- 
sentative of the different physical states that 
matter can adopt. For instance, earth repre- 
sented not just soil or rocks, but all solids. The 
Greeks thus saw elements as types not to be too 


| closely identified with particular substances. In 


value investing too, when you look at price as 
an element, you look at the market. And when 
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LATO, in The Republic, teasingly | 


the myth taught to everyone that | 
God fashioned men such that gold | 
was put in the composition of rulers; a lesser 











you look at value, you look at the fundamentals 
ofthe company. 

The central belief of alchemy, which in the 
old days provided the theoretical basis for met- 
allurgy, was that if metals could indeed be con- 
verted from one to another in deep earth, per- 
haps the alchemist could find a method to 
accelerate the process artificially and make 
gold from base metals. In value investing, price 
is the great equaliser; it sometimes equates lead 
and gold. 

In their endless quest for the Philosopher's 
Stone (the smallest quantity of which is sup- 
posed to transform base metals to gold) al- 
chemists burnt, distilled, melted and con- 
densed all kinds of substances. The 
Philosopher's Stone in value investing is the 
‘margin of safety’, the gap between price and 
value — the larger the amount, the higher the 
odds of finding gold in the markets. 

A single element can show very different 
characteristics depending on what it is com- 
bined with. Chlorine is a corrosive, poisonous 
gas; but combined with sodium in right quan- 
tity it becomes table salt, a completely harm- 
less product. Portfolio construction, too, simi- 
larly combines volatile, risky assets into what 
should be a savoury combination. 

When one measures the depth of a river or 
the number of ants in a colony, the measure- 
ment does not reveal anything substantial. 
Studying market prices is just like this — they 
do not reveal anything about intrinsic value. 

The elements are classified in the periodic 
table, commonly known to any student of 
chemistry, not according to their colour, but ac- 
cording to their atomic weights. If a periodic 
table of investing were ever devised, the system 
of classification would rationally be based not 
on market prices, but on intrinsic value. 

When scientists see structure, they believe 
that there is an ordering principle for it. What 
brings order in investing is the principle of in- 
trinsic value — the future free cash flows of an 
asset discounted to the present. oe 
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FEW weeks back, Satheesh 
Chandrasekhar heard 
interest rates could go up. 
That worried him. About three 
years back, looking at the 
falling interest rates on guar- 
anteed return schemes, this middle- 





| 


that | 


aged corporate executive had shifted a | 


part of his savings to income funds. He 
was quite happy with his decision 


because of the returns the income | 


funds yielded — 15 per cent in 2001 and 


12 per cent in 2002. But then started the | 


slide — his income fund earned just 
4.29 per cent in the year to 22 June 2004. 
And in the last few months, the returns 
dipped into negative territory — down 


1.08 per cent over a month and 0.56 per | 
cent over three months. Chandrasekhar | 


seems lost today. 


Well, he's not alone. Income fund in- | 


vestors, after having enjoyed the longest 
ever bull run, are facing the heat now. 


Rates have started inching up not only | 


in India, but across the world. Should 
income fund investors pull out com- 
pletely? How is this entire thing going to 
affect their investments? 


To help you get a clearer picture, we | 


take a close look at the fixed income uni- 
verse. This universe can be split into two 


parts — those that guarantee returns | 





and those that don't. Since the latest | 


bout of volatility has affected the latter | two-three years. The resultant heavy 


more, let's look at that half of the uni- | 


verse first. 


Non-Guaranteed Options 


swings that income funds have wit- 


nessed in recent times (or during the | 


first quarter of 2003, when their returns 
turned negative for the first time) goes 


on to show that they aren't quite the safe | 


haven that many had thought them to 


be. Interest rates seem to have bot- | 


tomed out — the only way they can go 
from here is northwards. But none can 
predict how fast and how far it would 
rise. The least you can do as a smart in- 
vestor is to keep a vigil on your portfolio. 


Let's first understand why income | 
funds have turned volatile. Bonds and 


debentures issued by companies, and 
securities issued by government (gilts), 
are the places where income funds park 
your money. Apart from earning inter- 
est, government securities provide an 


opportunity of capital appreciation be- | 
| cause they are actively traded in the sec- | 


ondary market. That makes them more 
susceptible to interest rate changes — a 
fall, for example, makes existing gilts 
more attractive because they continue 
to carry higher interest rates. And the 
rates have been falling over the past 
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tradingin gilts boosted the NAVs (net as- 
set values) of income funds. Till late last 


| year, half the assets of income funds 
, were invested in gilts. 
1. Income funds: The kind of huge | 


Mind you, the converse is also true 
— arise in interest rates makes the exist- 
ing gilts unattractive, making a dent in 
the funds' NAVs. That's what is happen- 
ing now. And this situation may prevail 
in the near term. "We maintain a bearish 
outlook on rates over the medium 
term," cautions Sandeep Dasgupta, 
CEO of Deutsche Asset Management. 

Does that mean you should not ven- 
ture into income funds at all? And 
should those already in opt out? 

Sandesh Kirkire, head (fixed in- 
come) at Kotak Mutual Fund, explains 
that if at all interest rates rise in India, it 
will be a gradual process. “If this hap- 


| pens over two-three years, income fund 


investors will earn higher returns as the 
money would get invested in high-in- 
terest-paying bonds,” says Kirkire. True, 
if an income fund invested in a 10-year 
gilt a few months back it would have 
earned 5 per cent on maturity; today it 
would fetch 5.60 per cent. 

Kirkire also advises that investors 
who enter with an investment horizon 
of at least a year shouldn't be worried 
about these blips. "The kind of volatility 


ANTHONY LAWRENCE 





TED 





we have seen in the first half of June was 
therein the past too. Sooner or later, sta- 
bility reigned in. So income fund 
investors should have a one-year time- 


frame in mind,” advises Dasgupta. 
Indeed, income funds have rarely 


incurred losses over a six-month or | 


one-year period. 


Moreover, as a rescue measure, in- | 


come funds have started cutting their 
gilt flab, bringing it down from an aver- 
age 41 per cent at the start of 2004 to 32 
per cent in May. 
So the message is clear: don't get ruf- 
fled by bouts of volatility and go for in- 
.. come funds only if your investment 
' -horizon is at least one to two years. Even 
. if they deliver five-six per cent over the 





ge . nextyear, their tax efficiency will still put 
| them in a superior position over bank 


fixed deposits, where interests over 


Rs 9,000 are taxable according to your. 
income slab. Also, past performance | 


cant be the only criteria — you need to 
consider expenses and volatility mea- 
sures like standard deviation (a measure 
of volatility in returns). 

To help you choose from the 45 in- 
come funds in the market now, we 
scanned the funds that have at least 
Rs 100 crore in assets and low standard 
deviation over the past one and a half 

years. You can see the results in ‘The 
Conservative Lot’. 


2. Floating rate income funds: If the | 


sight of your income fund's recent NAVs 
sends shivers down your spine, con- 
sider shifting some amount to floating 
rate funds. These funds invest 60-70 per 
cent of your money in bonds where the 
interest rate (termed as coupon) is ad- 
justed periodically. When the rates rise, 
the bond prices fall, and vice versa. 
Now, as the coupon on floating rate 
bonds is re-adjusted according to inter- 
est rates changes, their prices fluctuate 
lesser than those of non-floating rate 
bonds. No wonder then that floating 
rate funds have managed to stay afloat 


in these choppy waters. As on 22 June | 


2004, their average one-month and 
three-month returns stood at 0.37 per 
. cent and 1.12 per cent, respectively. 
7. Also the standard deviation of an in- 






: floating rate income fund is a mere 0.02. 


:ome fund is around 0.53, whilethatofa | 
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But remember that during stable times, 


floating rate funds will not race ahead of 


income funds. | 

3. High-yield and dynamic bond funds: 
These are other variants of income 
funds. Dynamic bond funds, based on 
the fund manager's judgement on the 
direction of interest rates, try to quickly 
reshuffle the portfolio within corporate 
bonds, gilts and cash. This flexibility 
could protect your investments during a 
downside. For example, on 30 April 
2004, the Grindlays Dynamic Bond fund 
held 66 per cent of assets in gilts, around 


| 30 per cent in corporate bonds, and the 


restin cash. But on 31 May, the fund had 


moved 50 per cent of assets to cash. As a 


result, its downfall was limited to 0.83 


per cent over the month to 22 June 2004. 


| 0.16 per cent and 0.89 per cent, respec. 
| tively indicating their relative insula 
| from the turmoil. But remember 


High-yield bonds, on the other | 


hand, take higher credit risk as they in- 
vest in low-rated (below AAA), high-in- 
terest corporate bonds. Unfortunately, 


| there's only one such fund in the market 


now — Sundaram Income Plus. More 
than halfi its corpus is invested in below- 


| be lesser than those of income funds. So 
| if volatility lessens over the next few 


AAA-rated corporate bonds. Though | 





come investor. That's because while you are locked into a fixed rate of return on 

your investment, the inflation would chip away at the real worth of your investment. 
Here's how that happens. You buy a Rs 100 bond carrying an interest rate of 8 per 
cent. After a year, the bond is worth Rs 108. But if the average inflation rate is 6 per cent 
during the same time, whatever you would have bought for Rs 100 a year back, would 


T HE inflation rate's slow climb towards 6 per cent should conce 


this fund's one-year return of 4.23 per 

cent isn't inspiring, but because of its 

iow gilt exposure (below 10 per cent) it 

has been hurt less by the recent turmoil. 

4. Short-term debt funds: Although 

these less-volatile cousins of income 

funds are typicaily suited for parking 
savings for three to six months, in the 

current uncertainty they could provide > 
a better hedge against interest rate fluc: B 
to lotg- term bonds which. flüccuate lm 
more with rate changes, is lower than. o 
that of income funds. For one month 


| and three months to 22 une 2004, the. ^ 






average short-term debt fund was up o 
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their returns over longer tenures would 


months, consider a switchover to 
income funds. 
5. Monthly Income Plans (MIPS): It 


_ must be said at the onset that this prode. = 


uct is a complete misnomer, because . 


i you as a fixed in- 





cost Rs 106 now. Thus your real income frorn the bond will be all of Rs 2, and thus, your 


real rate of return will be just 2 per cent. 


But help is at hand. To save you from the caprices of inflation, the Reserve Bank of ir- 
dia, in its latest Monetary and Credit Policy, proposed to launch a capital indexed bond. 
Unlike the above bond, which pays a fixed interest rate, the rate on this one would be in- 
dexed to inflation. So if prices go up —that is, the inflation rate rises —so would the imer- 


est payout from the capital indexed bond. 


How does it work? You buy a capital indexed bond for Rs 100. Assume that it 
promises a real rate of return of 2 per cent. One year down the line, if the average yearly 
inflation rate turns out to be 6 per cent, the value of your bond would be taken as Rs 106. 
And you will earn 2 per cent on that amount —that is, Rs 2.12. So the actual worth of 


your investment will be Rs 108.12. 


A similar bond was introduced in December 1997. That was a five-year bond that 
| paid an interest of 6 per cent, but only the principal was adjusted for inflation, not the in- 


terest. That's why it wasn't popular. 


The proposed new capital indexed bond will protect both the principal and the inter- 
est rate against the inflation as measured by the wholesale price index. Last heard, the 
| central bank was working out the norms and logistics of launching the new bond. So you 
may have to wait a while for this window of opportunity to open. 
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MIPs don't guarantee a regular payout 
in the form of dividends, but just that 
they strive to do so. They have the flexi- 
bility to invest 10-30 per cent of your 
money in stocks and the rest in bonds. 
There is no doubt that when income 
fund returns are coming down, one 
should consider MIPs to boost returns. 
But that's only if you are comfortable 
with the risk of investing in equities and 
have at least a year’s investment hori- 
zon. The damage that a small equity ex- 
posure can cause an MIP in bad times 
can be larger than the upsides the bond 
portion can bring in. Thus MIPs can be 
more volatile than income funds. So 
. shifting a part — not the whole — of 

- your income fund investments to MIPs 
may be a wise option. 

Once invested, dont be hassled that 
your MIP has skipped dividends in re- 
cent months. You are investing in an 
MIP to boost returns of your fixed in- 
come portfolio and dividends should be 
a supplementary reason. What you 
should peruse is the bond portion of the 
MIP — ideally, an MIP shouldn't be dab- 
bling too much in rate-sensitive bonds 
(or gilts), because that brings additional 
risk for you. 

We bring you a selection of MIPs 
(See ‘The Disciplined Lot’) based on at 
least two year's performance history 
and a reasonable gilt exposure over the 
past year. 

6. Cash or liquid funds: This is one cate- 
gory that lets you sleep easy because the 
chances of losing your capital are mini- 
mal, albeit with a compromise on re- 
turns. On an average, they have booked 
returns of 4.60 per cent over the past 
year, which is better than the 3.5 per 
cent one gets on savings accounts. Cash 
funds invest in very short-maturity cor- 
porate bonds and Treasury bills, and 
hence are less susceptible to interest 
rate changes. It's an ideal substitute for a 
savings account in a bank and well 
suited for investors who need to deploy 
funds for short durations of, say, a week 
ora month. 

With so many debt-based funds 
with unique risk-return profiles, it 
would be wiser to create a portfolio of 
such funds with income and floating 
rate funds at the core, supplemented by 


NEERA TIWARI 000 


_ DSPML Bond Retail ** 


_ Kotak Bond Wholesale 


smaller exposure to other variants. 


B. Guaranteed-return options 


Most guaranteed return options come 
with a lock-in period, and hence offer 
less liquidity than debt funds, but their 
returns are still the highest in the fixed 
income universe. The speculation 
about the lowering of the assured rates 
on some of these schemes has died 
down. Finance ministry officials have 
recently hinted that the rates will not be 
touched now. So this is perhaps the best 
time to lock your long-term funds into 
such schemes. Let's look at the options. 
1. Public provident fund (PPF): The in- 
terest rate on PPFs hasfallen from 12 per 
cent in 1998 to 8 per cent now. For those 
in the highest tax slab, locking in money 
here isnt tax-efficient anymore. 
Nonetheless, it remains the most feasi- 
ble option for the long term. 

Rajiv Bajaj, managing director of Ba- 
jaj Capital, and Vasu Krishnamurthy, di- 
rector of Allegro Capital Advisors, advise 
the PPF for investments over four-five 
years. This tax-free rate of return is the 
highest today. 

Do keep in mind that a PPF account 
locks in your money for at least 15 years, 
albeit with limited liquidity. You can take 
aloan from your account between the 


third and sixth financial years from the | 
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date of opening the account. After six 
years, you can withdraw up to half the 
balance in the account. Another benefit: 
a PPF account cannot be attached by a 
court of law orthrough any decree. 

2. Post office schemes: If you have 
stopped visiting your old post office 
long back, maybe you should look at it 
again forthe savings schemes it offers — 
they are still lucrative vis-à-vis some - 
other options. Of course you would still 

have to bear the sluggish pace of service. 

Time deposits: With interest rates at 

6.25-7.50 per cent for deposits between 

one and five years, a post office time de- 

posit account is more attractive than a 

bank fixed deposit (FD), where the in- 

terest rate isn't more than 6 per cent 
even in the highest maturity bracket. In 
the post office scheme, the rates range 
from 6.25 per cent for a one-year de- 

posit to 7.50 per cent for a five-year de- 

posit. As in the case of bank FDs, the 
post office scheme's interest income is 
eligible for tax exemption (till Rs 9,000 
per financial year) under Section 80L of 
the Income Tax Act. So even in post-tax 
returns, post office time deposits score 
over bank FDs. 

Theres a perception that bank FDs 
are risk-free. In reality, they aren't se- 
cured beyond Rs 1 lakh. On the other 
hand, post office deposits, being a Cen- 
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MIPs: The disciplined lot 


. Birla MIP 


DSPML Sav. Plus Mod. 


AES 


| LIC MIP 
_ Principal MIP 
|. Prudential ICICI MIP 


UTI Monthly Inc. Scheme - 


tral government scheme, are com- 
pletely risk-free. 

Theres a minimum lock-in of six 

months before you can withdraw, 
though. This is what puts off some in- 
vestors. Prakash Diwan, CEO of invest- 
ment consultancy Way2wealth, favours 
bank FDs over post office time deposits 
because of this. However, Bajaj recom- 
mendis them for a short-to-medium in- 
vestment horizon. 
National Saving Certificate, Kisan 
Vikas Patra: Coming with a 6-year ma- 
turity, National Saving Certificates 
(NSCs) carry an interest rate of 8 per 
cent, which effectively means that 
Rs 10,000 will be worth Rs 16,010 0n ma- 
turity. Besides, you get a twin benefit — 
tax rebate under Section 88 and interest 
income exemption under Section 80L. 

On the other hand, Kisan Vikas Pa- 
tras (KVPs) don’t provide tax relief — 
they just serve as an assured long-term 
investment vehicle. There was a time 
when KVPs used to double your money 
in 5 years. But now, the same takes 8 
years and 7 months, which translates to 
a return of 8.41 per cent. Essentially, 
KVPs are suitable for investors nearing 
their retirement, as it would build a nice 
‘nest egg for the retired life. 

While investment in KVPs can be 


withdrawn after two and a half years, 










NSCs do not offer such a window. 

Post-Office Monthly Income Scheme & 
Recurring Deposit Account: Gone are 
the days of the Unit Trust of India’s 
monthly income schemes that assured 
a tidy sum every month. Today, the post 
office monthly income scheme is possi- 
bly one of its kind offering an assured 
regular income. A lump-sum invest- 
ment not exceeding Rs 6 lakh (in a joint 
account) will generate a monthly in- 
come of Rs 4,000 for 6 years and a matu- 
rity amount of Rs 6.6 lakh (including a 


1. 10 per cent bonus). This translates to an 


annual return of 8 per cent. Even if you 
dont need a regular monthly income, it 
can be further deployed into the recur- 
ring deposit scheme of the post office, 
which yields 7.5 per cent over five years. 
So, if the monthly interest of Rs 4,000 is 
invested here it would add up to Rs 3 
lakh in five years. 

For tax efficiency, financial planners 
recommend investors in the higher tax 
bracket to stay away from the post office 
monthly income scheme, as the interest 
income would be taxable at higher rates. 
3. RBI Saving Bonds (6.5 per cent and 8 
per cent): There was a time when the 8 
per cent tax-free bond was called the 
Relief Bond, as it earned tax-free interest 
(with a ceiling of Rs 2 lakh). And then 
you had the 7 per cent RBI Savings Bond 
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' even in the middle ofa rough sea. 


too (no ceiling). As these interest rates 
were much higher than those on similar 
instruments, there was a mad rush for 
these bonds that forced the central bank 
to close the relief window. Now, you 
have an 8 per cent savings bond that's 
taxable, and a 6.5 per cent tax-free sav- 
ings bond — without any investment 
ceiling. The interest can be paid half- 
yearly or accumulated. 

While the 6.5 per cent tax-free bonds 
mature in five years, they can be en- 
cashed after three years; the 8 per cent 
bond locks in your money for six years. 
Though the latter bond is similar to 
NSCs in maturity and rates, the invest- 
ment isn’t eligible for tax rebate under 
Section 88. Moreover, these bonds cart 
be used as collaterals for loans. 

So the 6.50 per cent tax-free bonds 
are recommended for those in the high- 
income tax bracket and the 8 per cent 
bonds for those in the lower bracket. 

4. FDs — banks and companies: The 
falling interest rates have hit the bank 
FD holder the most. Over the past four- 
five years, bank FD interest rates have 
almost halved — to 4.45-5.50 percent. — 
And with inflation hovering above Sper 
cent, your investment can earn a pit- 
tance of even shrink in real terms. On 
top of it, interest income above Rs 9,000 
is taxable. So vou earn peanuts in return - 
for safety. 

This doesn't mean that bank FDs 
should be completely avoided — only 
that they shouldn't be you only vehicle. 

As for company deposits. though 
they have alwavs offered higher returns, 
the increasing cases of defaults have 
made them even riskier than they were 
seen as earlier. So consider only top- 
rated (AAA) companies and don't park 
all your money in it. According to Bajaj, 
not more than 20 per cent of your sav- 
ings — that too for one to three years — 
should go to company FDs. 

The likes of Chandrasekhar cant re- 
ally ignore either half of this universe — 
guaranteed or non-guaranteed. Also, re- 
member to structure vour portfolio to 
include different instruments that ma- 
ture at different times. This combina- 
tion of factors should point Chan- 
drasekhar and his ilk to safe harbours — 
LI 
























Have you ever tried to analyse a public 
offer document? You might say there is 
no need — after all, the television, news- 


| papers and magazines keep doing | 
analyses for you. But if you are the DIY | 
type who wants to know the facts for — 





yourself, this is a starting point. 


form is abridged. So download the 


T HE data given in an application 
full document from the Report/ 


;: Document section on the Securities 


and Exchange Board website — 
- www.sebi.gov.in. You will find one link 


< for red herring documents and another 


for documents registered with the Reg- 
istrar of Companies (ROC). A red her- 
ring is a preliminary prospectus and is 
subject to revision; the final one is reg- 
istered with the ROC. 

It could be a 400-page tome like that 
filed by TCS. But dont let that boggle 
you. Get as much information as possi- 
ble with the help of three basic ques- 
tions. Let's see how much we can glean 
. from the TCS offer document itself. 

First, what will the company do 
with the money? Under 'Objects of the 


! 


— 


Second, what's the basis of the offer price? Go straight to that section. In the TCS 
document, the EPS (earnings per share) for 2002-03 is given as Rs 25.83, on 455.5 
million shares. You learn that a 1:4 bonus issue of May 2004 is factored in. But the 
document doesn't say that after the fresh issue the EPS will be diluted to Rs 24.59. 
Look for comparison with peers in the final prospectus. TCS has provided In- 
fosyss and Wipro’s 2003-04 numbers. Infy's EPS is Rs 186.7 — but on a face value of 
Rs 5 compared to TCS’s Re 1. So, for comparison, Infy's EPS should be taken as Rs 
37.34. You also need to factor in the recent bonus issues — 3:1 for Infy and 2:1 for 
Wipro. So Infy's EPS will reduce by a fourth to Rs 28.05. A similar exercise on the 
Wipro numbers (face value: Rs 2, EPS: Rs 39.3) will give you a comparable EPS of Rs 
13.1. Thus, on EPS, TCS stands closer to Infy. For price-earning (PE) ratios, don't 
bother about the face value or bonuses. At Rs 1,000, TCS's PE would be 40.66, mak- 
ing it comparable to Wipro but placing it higher than Infy's 28.7. 5o you would be 
paying a premium of Rs 300 over an Infy share and about the same as a Wipro share. 
Third, do the company's prospects justify investment? Offer documents don't 
provide SWOT analyses. You have to get information on peer companies. Find out 
how consistent the company's growth is? The TCS document's ‘Management dis- 
cussion’ section says that in 2001-02 and 2002-03, TCS's revenues rose by 32.7 per 
cent and 20.2 per cent, jd M DA Ang over 96 pere cent er its ae 03. oe of Rs 
5,007 crore were from con-  . DEOR NEG GINE : 
sultancy services. Compare 


| that with Infy and Wipro. | Offer documents run into 

| Is profitability keeping J pages and do not give 

| pace with growth? TCS's PAT . TP ati tdi ac 
See ITA NONE information in the best 

| and 63 percent in 2001-02 #RBUESS CEE ttia aE GUTEK i 

, and 2002-03, respectively. TRS Ube a leer eRe Cone Cle 


| From ‘Financial information’ — Xn th IPO shows 
| TC 10W* 
| under US GAAP you can cal- ` on the TCS IPO shows 


culate that the operating 





| margins have fallen from 


issue, TCS says: "We intend to use the | 


net proceeds of the fresh issue to pay 
the transfer consideration of Rs 23,000 
million to Tata Sons." The fresh issue is 
for 22,775,000 shares. Thus it indicates a 
probable price of about Rs 1,000; the ac- 
tual price will depend on the demand. 
Now on to the other questions... 


over 29 per cent in 2000- 01 to 22.5 per cent in 2002-03, indicating « some pressure. 

The company concurs: "... increases in business volume were partly offset by a 
higher degree of volume discounts given to our high volume clients and significant 
pricing pressures, particularly from our major clients.” You can see that TCS is cash- — 
rich — it generated Rs 877 crore of cash in 2002-03. Tata Sons withdrew Rs 405 crore, 
Rs 989 crore and Rs 912 crore in 2000-01, 2001-02 and 2002-03, respectively. TCS will 
now operate as an independent company that will get to keep the cash it generates. 

What is the quality of clients? In ‘Summary’, you learn that TCS "has a relation- 
ship of over five years with six of the top 10 clients" and that "significant revenues 
are derived from repeat business". The ‘Business’ section reveals that the company's 
pricing model has slightly shifted — fixed price contracts contributed more than 56 
per cent of overseas revenues in the nine months to December 2003, compared to 
20 per cent in 2001 -02. 

In ‘Risk factors, you find 60 per cent of revenues come from the US, making the 
company vulnerable to currency fluctuations. TCS says: "Our largest clients... retain 
us under master services agreements that don't provide for guaranteed business." 

Did this question-answer session give you a clearer picture of the TCS issue? If it 
did, go ahead and ask the right questions for other issues that attract you. B 


ASHISH AGGARWAL 
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Pay here, swipe there 


HERE'S good news for those who | Bank card are the US dollar, the pound 
travel abroad frequently. UTI Bank | sterling and the euro, while IDBI Bank 
and IDBI Bank recently launched | offers cards in three more currencies — 
prepaid travel cards denominated | the Canadian, Australian and Singapore 
in three and six currencies. i. dollars. While UTI Bank charges an 

Thecardsdoawaywiththehas- ` initial fee of Rs 150, the same is 
sle and expense of transacting '| s $2-$5for IDBI Bank. Cash with- 
through traveller's cheques or & drawal charges from ATMs 
international credit cards. h are$2and $2-$3.5 for UTI 
You can get the World Cur- || Bank and IDBI Bank, re- 


















rency Card (IDBI Bank) or b spectively. Both cards 
Travel Currency Card (UTI |. would be valid for 2 years 


* and can be reloaded on 
F paying a small fee, The 
" unused amount can be 
_ shop or withdraw money thro- fully encashed in Indian ru- 
ugh 8.5 lakh Visa ATMs across the pees, or transferred to your resi- 
world. Their availability in multiple cur- | dentforeign currency domestic account. 
rencies insulates you from the vagaries | Ifthe balance doesn't exceed $2,000, you 
of foreign currency conversion rates. | can retain the same in dollars. B 

The choice of currencies on the UTI | RACHNA MONGA 


Bank) loaded up to $25,000 
or the equivalent in other 
currencies and use them to 





Now, a card More clarity in 
for your EPF issue pricing 


N few months, a card bearing a 14- | ORTHCOMING public issues (oka- 
digit national social security number | if ved by the regulator after May 29) 
(NSSN) will beissued to allemployee | will not be allowed to fiddle around 
provident fund account holders. | with the face value of shares to make 


This identity card would be conver- | them look cheaper than they are. Sebi 
ted into a smart card that will allowac- has issued guidelines to prevent compa- 
cess to your account from any ofthe 260 | nies from splitting the face value of 
EPF offices. It will be possible to settle | shares before they come out with an IPO. 
your demand for claims or withdrawals ! For a public issue with each share priced 
in just three days. It willalso cutdownthe | below Rs 500, the face value has to be Rs 
time taken to transfer your accounttoa | 10.Foronewithan issue price above that 
new employer. The Employees Provi- | level, the face value can go below Rs 10. 
dent Fund Organisation has so far issued | So, had Maruti Udyog not gone for a 
10 lakh such cards bearing the NSSN. B. | share split from Rs 10 to Rs 5 before it hit 

| the market, the issue would have been 
priced at Rs 280 instead of Rs 140. Would- 
n't that have looked much pricier to you? 

Besides, all public issues — IPOs, fol- 
low-on offerings or those done through 
; the book building or fixed price routes — 
_ will have to offer a greenshoe option. 
, With this, the price of the stock will re- 
_ main relatively stable at least for some 
time immediately after listing. B 

RACHNA MONGA 
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T is that time of the year again, 

when all of India looks at the one 

man who holds the key to their 

purses for the next year. It is budget 

time. The new finance minister will 

influence how we apportion our 
moneys and on what. To the stockmar- 
kets, this is an important event because 
policies and amendments have a direct 
effect on the valuations of companies. 
The holistic approach also allows one to 
view the financial position of India and 
how its incomes in the coming year are 
going to be apportioned. 

In general, a populist budget is 
viewed negatively by the markets. Ten 
days before and after the budget, 
volatility peaks as stocks rise and tum- 
ble by large magnitudes in a fit of ran- 
domness. But still, everybody wants to 
make a quick buck without realising 
that it is so easy to be on the wrong side 
of the market. 

Market players generally buy (that 
is, go long) if they are bullish on the 
market, and sell (go short) if they are 
bearish. If one has bought and the 
market falls, one loses money. If one 
is short and the market rises, then 
also one loses money. One has to 
get the market direction right — of 
course, without having the budget 
document in hand. 

Now, you would agree if I said, 
"It is better to make money than to 
get the direction right." But how do 
you do that in the middle of all that 
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Butterflies rule 


volatility? The solution lies in derivative | 


instruments. A strategy that you can 
adopt is ‘buying straddles’. Here, you 
buy a call option and a put option. This 
enables you to take part in a pre- or 
post-budget rally and also allows us to 
make money if the market crashes. The 


maximum loss possible is the amount | 


of premium paid for both the call and 
the put options. 

A recent example can be seen at the 
beginning of May 2004 (before the elec- 
tions). A Rs 1,800 strike price straddle of 
Nifty (the NSE index) had a cost of Rs 
20,000 (Rs 100 for the call and put 
options, multiplied by the lot size of 200 
for Nifty). On 17 May 2004 — the now- 
infamous Black Monday — this strad- 
dle had an approximate value of Rs 
90,000! That gives you an idea, but the 
intricacies of the strategy, as it plays out 
in volatile markets, is explained below. 

One issue is that the costs incurred 
and maximum loss are too high. Well, 
derivatives provide a solution here too. 
Instead of buying a 'straddle, one can 
go in for a ‘butterfly spread’. This spread 
involves the following features: 

a) Selling one call option of a lower 
strike (for instance, Rs 1,700 strike price 
@ Rs 90 each); 

b) Selling another call option of 
a higher strike price (say, Rs 1,800 @ 
Rs 35); and 

c) Buying two call options of a 
middle strike price (Rs 1,750 € Rs 50, 
between the lower and higher strike 
prices). 


Butterfly spread 


eiua 
1698 


(17 


1650 
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The resultant pay-off looks like a 
butterfly (See ‘Butterfly Spread’) — 
hence the name. 

The lower and upper breakeven 
points — the price below and above 
which the strategy will make profit - are 
Rs 1,725 and Rs 1,775, respectively. At 
any settlement price below Rs 1,700 & 
above Rs 1,800, the profit from the strat- 
egy is limited to Rs 5,000 (Rs 25 x 200). 
The profit is the difference of option 
premiums = [90 + 35-(2 x 50)] = Rs 25. 

You may appreciate this strategy 
more with the help of answers to a cou- 
ple of questions. First, when does one 
make a profit or loss in a normal posi- 
tion? The answer is that if you have 
bought shares, you would make money 
if the prices are above the cost price, 
and incur a loss if the prices dip below 
that. If the prices fall further, you would 
lose more. 

Second, when does one make profit 
or loss in a butterfly spread? In this case, 
you would lose if the price on the matu- 
rity day is between Rs 1,725 and Rs 
1,775. The maximum loss (Rs 5,000) 
would be at a strike of Rs 1,750. The loss 
in this case would be the difference 
between the strike prices less the net 
premium received, that is Rs [(1,800 - 
1,750) - 25], which is capped at Rs 5,000 
(Rs 25 x 200). 

Any other maturity dates settle- 
ment price will be profitable, though 
limited. The maximum loss possible is 
just a fourth (Rs 5,000 vs. Rs 20,000) of 
that of a comparable 'straddle. The 

break-even levels are also narrower 

than that of the straddle (about a 

half smaller in this case). 

So, gone are the days when you 
would feel like a butterfly among 
bulls and bears. These days, butter- 
flies can rule. a 


Vineet Bhatnagar is managing 
director of Refco Sify. Send your 
feedback and queries to 
pf@bworldmail.com. 
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ANY companies have 
been providing their em- 
ployees the option of vol- 
untary retirement. This 
brings for the employees a 
pile of money, the amount 
of which depends on their present 
salary status, years of service, and their 
age. With the large sum comes an 
equally large tax liability. And employ- 
ees are not often clear as to the tax provi- 
sions regarding Voluntary Retirement 
Scheme (VRS). They also have to de- 
pend on the employer for tax deduction 
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at source on such payment. Numerous 
judgements have been passed in the re- 
cent past by the Madras High Court, and 
various tribunals have provided relief to 
employees opting for VRS. The income 
tax provisions summarised in this col- 
umn should give a better understanding 
to employees, and help them work out 
the tax liability while opting for volun- 
tary retirement. 

Section 10(10C) of the Income Tax 
Act, 1961 provides for a one-time ex- 
emption to an employee opting for vol- 
untary retirement or termination of his 
service, in accordance with any scheme 
of voluntary retirement to the extent of 
Rs 5,00,000. Further, where an exemp- 


tion has been allowed to an employee | 


under this Section in any year, no fur- 
ther exemption will be allowed under 
this Section in relation to any other year. 

The guidelines in respect for claim- 


ing exemption under Section 10(10C) | 
are provided under Rule 2BA of the In- | 


come Tax Rules, 1962. As per Rule 2BA, 
exemption under Section 10(10C) is 
available to an employee only if the 











Eligibility for Rs 5-lakh exemption - 


The Voluntary Retirement Scheme has to meet the following requirements: 
lii It will apply to an employee who has completed 10 years of service, or is aged over 


40 years; 


lil It applies to all employees (except directors) including workers and executives of a 
company or of an authority or of a cooperative society; 

E The scheme of voluntary retirement or voluntary separation has been drawn to re- 
sult in overall reduction in the number of the employees; 

lll The vacancy caused by the voluntary retirement or voluntary separation is not to be 


filled up; 


ll The retiring employee of a company shall not be employed in another company or 
concern belonging to the same management; 
ll The amount on account of voluntary retirement or voluntary separation of the em- 





ployee does not exceed the amount equal to three months' salary for each completed 
year of service, or salary at the time of retirement multiplied by the number of months 


of service left before the date of his retirement or superannuation. 

ll in case of a public sector employee opting for voluntary retirement, the require- 
ment that he should be at least 40 years of age or should have completed 10 years of 
service, would not apply if the proceeds are as per the scheme of voluntary separa- 
tion framed by such public sector company. 
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relief on VRS 


scheme of voluntary retirement framed 
by the company or authority or co-op- 
erative society or university or institute, 
as the case may be, or if the scheme of 
voluntary separation framed by a public 
sector company, is in accordance with 
the specified requirements (See ‘Eligi- 
bility for Rs 5-lakh exemption’). 

When an employee opts for volun- 
tary retirement he has to consider the 
taxability of all sums received. Generally 
the proceeds fall under the following 
categories: 

(i) Gratuity: In case of employees of 
government and employees of local 
authorities, the gratuity is totally ex- 
empt under Section 10(10) of Income 
Tax Act. For other employees, gratuity is 
exempt under Section 10(10) up to 
Rs 3,50,000. Any gratuity in excess of 
Rs 3,50,000 shall qualify for rebate under 
Section 89(1). 

(ii) Leave Encashment: This shall be 
exempt under Section 10(10AA) to the 
extent specified therein. Section 
10(10AA) grants exemption for leave en- 
cashment in respect of earned leave at 
the credit of the employee at the time of 
his retirement, on superannuation, or 
otherwise. Voluntary retirement shall be 
treated as retirement otherwise. 

(iii) Provident fund: Payment re- 
ceived from provident fund shall be ex- 
empt under Section 10(11) of the In- 
come Tax Act. 

(iv) For sums other than those re- 
ferred to in (i), (ii) and (iii), exemption 
under Section 10(10C) is available to the 
extent of Rs 5,00,000. 

The above view is based on the 
Supreme Court judgement in the case of 
Union of India vs Sail DSP VR Employ- 
ees Association. 

There was alot of controversy about 
whether relief under Section 89(1) 
should be available to employees opting 
for voluntary retirement for an amount 
in excess of exemption of Rs 5,00,000 
under Section 10(10C). 

According to the provisions of Sec- 
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Rebate for VRS c over r Rs 5 lakh 


Step-by-step guide to tax rebate under Section 89(1) 

1) Compute the average rate of tax on the total income including VRS receipts in 
excess of Rs 5 lakh in the year of receipt. 

2) Find out the tax on payment received under VRS in excess of Rs 5 lakh at the av- 
erage rate of tax computed in the first step. 

3) Add one third of the amount received under VRS in excess of Rs 5 lakh to the 
total income of each of the three preceding years, and compute average rate of 
tax for these three preceding years. 

4) Find out the average of the three tax rates computed in the third step; compute 
tax on the average rate on the amount received under VRS in excess of Rs 5 lakh. 
5) The difference in tax computed in the second and fourth steps shall be the relief 
under Section 89(1). 
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tion 89, where an assessee receives any 
money in the nature of salary because of 
which his total income is assessed at a 
rate higher than that at which it would 
otherwise have been assessed, the as- 
sessing officer shall — on an application 
made to him in this behalf — grant such 
relief as may be prescribed. 

Recently the Madras High Court de- 
cided in favour of the assessee, and held 
that relief under Section 89(1) is avail- 
able to the employees opting for volun- 
tary retirement, over and above the ex- 
emption of Rs 5 lakh under Section 
10(10C). The Madras High Court -= in — 
the case of CIT vs M. Raman [20021 245. - 
ITR 856/ 120 Taxman 338 — held that if 
an employee receives compensation at 
the time of resignation, the amount 
could be regarded as salary, and the as- 
sessee would be entitled to the relief 
provided under Section 89. This princi- 
ple rendered in the case of resignation 
would apply as much to the case of vol- 
untary retirement of an employee from 
service. Further, the Income Tax Appel- 
late Tribunal — in the case of ITO vs. 
Dilip Shirodkar [2004] 82 TT] 869 
(Panaji) —- upheld the same contentio 
and held that relief under Section 89 is s o 
available over and above Rs 5-lakh ex-- 
emption under Section 10(10C). E 

The example in 'Rebate for VRS over 
Rs 5 lakh’ alongside shows you how the 
relief can be computed. Moneys in the 
nature of salary refers to amounts re- 
ceived in arrears or in advance and in- 
cludes receipt in any one financial vear, 
ofsalary for morethan twelve monthsor 
any payment which is treated as profit 
in lieu of salary being paid in arrears. 

Thereceipts on voluntary retirement 
by an employee are taxed in his hands 
under Section 17(3), that is profits in lieu 
of salaries. Thus, the relief under Section 
89 is also applicable to emplovees opting 
for VRS after exemption under Section 
10(10C) has been exhausted. As I men- 
tioned earlier, VRS proceeds can run into 
large sums of money. Therefore it is im- 
portant that you utilise the benefits 
available under the Income Tax Act. W 































V inod G upia isa practising 'charten ed 
accountant and a tax expert. Send your 
queries to taxbworldmailcom. |. 
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YBRID funds, ones that 
include both debt and equi- 
ty, make risk more palatable. 
Bonds offset the volatility 
that stocks witness during 
bear phases and the stock 
component gives a 'kicker effect to 
placid bond returns during bull runs. 
Monthly income plans are fixed 
income-oriented hybrid funds that 
allocate 15-20 per cent of the asset 
under management (AUM) to stocks. 

Asset allocation deals with two im- 
portant dimensions of investing: risk 
and return. There is a third dimension: 
cost. Mutual funds and investors ignore 
this critical dimension at their own 
peril. Cost affects the entire mutual fund 
industry as their annual costs are very 
high and they vary widely. 

Monthly income plans (MIPs) are 
the ones with the maximum cost disad- 
vantage. While their investment pattern 
allows 15-20 per cent exposure to 
stocks, the exposure over the last three 
years has varied from 0.44 per cent to 
18.65 per cent. Essentially, during a 
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bearish market, MIPs invest heavily in 
bonds. In stock markets, bear phases 
last longer than bull runs. Therefore, 
most of the time, MIPs may have low 
single-digit exposure to stocks. 

Most MIPs invest in short-term 
bonds. While this reduces risks related 
to pricing, it also marginally reduces the 
returns. To get a better picture, let's com- 
pare the average maturity profile of in- 
come funds, short-term funds, and the 
bond portfolio of an MIP 

As of May 2004, the average maturity 
for each of these was 4.87-8.11 years, 
0.48-1.99 years, and 1.47-4.24 years, 
respectively. 

Having looked at the average matu- 
rity profile of the major asset class — 
bonds — let's now take a look at the 
range of annual expenses charged by 
various categories of 














over10 years, and 104.19 per cent less 
over 15 years. 

Many investors opt for the dividend 
option in MIPs. They would want to 
skim off the profits through the divi- 
dend route. But, being debt-oriented 
funds, MIPs levy a 12.81 per cent 
dividend distribution tax. So, investors 
end up losing more if they opt for the 
dividend option. In all fairness, MIPs 
have a tax advantage. When fund man- 
agers churn portfolios in less than a 
year, the investor does not have to bear 
the tax burden. But ifthe investor re-al- 
locates his portfolio between indepen- 
dent debt and equity funds, then he is li- 
able to pay capital gains. 

I would not suggest investment in 
an monthly income plans for a short 
term; the returns differential of inde- 

pendent fund invest- 


funds. MIPs withan A dear investment ments will far out- 
85 per cent exposure Type of Annual expenses weigh the long-term 
ype of fund (96 p.a. of AUM) : 

to short-term bonds, sr aUe capital gains tax of 10 
are definitely expen- SU EA per cent. 

sive (See 'A Dear In- In conclusion, I 
vestment ). Ey would like to reiterate 
Investments in ERE Cisse that costs on invest- 
independent income —— ments cannot be ig- 


funds and equity 
funds generate better returns than in 
MIPs. Assuming a 15 per-cent exposure 
to stocks, the returns compare, as 
shown in the table 'Narrow Returns. 
The table clearly shows that over the 
one-year and three-year periods, in- 
vestors would have been better off allo- 
cating funds directly to equity and bond 
funds in a 15:85 ratio, than to monthly 
income plans. 

The difference between the 


Narrow returns returns is amplified due to the 
Weighted avg. returns One year Three years high costs of MIPs. And the 
[E 2,0: Bon $ Junie 200) in cumulative impact cost due to 





On equity funds 
On income fund 


On funds with a 15:85 
stock:bond ratio i 


On MIPs 
Return differential 





the lower returns will have a very 
heavy effect on portfolio returns. 
Assuming a return lower by 
5.05 per cent per annum, an MIP 
will earn 26.61 per cent lower over 
five years, 61.44 per cent less 
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nored. Mutual funds 
and investors alike need to wake up to 
this reality. In the last nine years, the re- 
turn on 10-year government securities 
has fallen from 14 per cent to 5.27 per 
cent. An investor is already earning a 
negative real income on his fixed in- 
come investments. The returns get fur- 
ther reduced by the annual cost charged 
by the fund. MIPs go a step further and 
charge more cost than the same combi- 
nation ofincome and equity funds. 
Investors should remember that 
lower costs magnify returns and that a 
tight vigil on costs of investing is ex- 
tremely important. For, that alone will 
help achieve better returns. € 


Nimish Shah is director and CEO of Parag 
Parikh Financial Advisory Services. Send your 
queries to pf@bworldmail.com. 
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Managing lifestyle 





driven up aspirations over 
the last decade. Simultane- 
ously, two other things have 
gone up: the avenues for 
spending and volatility in the markets. 
As a result, rich folks now have even 





less time to manage their wealth. Enter | 


the professional wealth manager. But 
what exactly is wealth management? 
And why do some individuals need this 
specific service more than others? 

Wealth management means man- 
aging surpluses or wealth in an opti- 
mum manner. It starts with making a 
plan for one’s life — something that can 
be called a personal balance sheet. This 
would compile basic data about one's 
goals and objectives, as given below. 

The wealth to achieve aspirations: 
The aspirations could include main- 
taining an inflation-adjusted lifestyle, 
providing for children's higher educa- 
tion or marriage, providing certain capi- 
tal to expand or acquire businesses, and 
buying or replacing assets. They 
could even be philanthropic in na- 
ture. These make up the needs or 
the liabilities side of the personal 
balance sheet. 

Existing wealth status: This 
takes into account all the surplus 
wealth ofa family other than assets 
for use, like residence and cars. It 
includes money invested in vari- 
ous classes of assets like debt, eq- 


REATER wealth in the hands | 
of the Indian consumer has | 





uity, real estate, liquid, gold and art. If 
the discounted value of future wealth- 
creation potential is also added to the 
assets side, one can get an idea of the 
present value of ones assets. 

The balance sheet gap, or surplus, is 
plotted against one's risk profile to de- 
rive the real rate of return (inflation-ad- 
justed return) that he/she should target 
in the portfolio. Once the real rate of re- 
turn is known, a financial consultant 
can help design the optimum combina- 
tion of asset classes for the portfolio. 

Let's lookat the profile of some fami- 
lies and see why they need to employ 
professional wealth managers. 

W Senior corporate executive: The 
emergence of the private sector and 
multinational companies have sent 
corporate salaries through the roof. The 


| jobs come with cushy benefits — large 


apartments, the best cars, club mem- 
berships — that the employee can use 
only for the period of his employment, 
or specifically, his contract. Now, the 
executive would not want to hold his 
family's lifestyle to ransom against the 
renewal of his contract. Hence it's nec- 
essary for him to manage his current 
surplus wealth appropriately, so that he 
comes financially independent. 

ll Professionals: About a decade back, 
the scope for professionals was limited. 
Now, niche professions as wide-ranging 
as yoga training, law, celebrity manage- 
ment, writing or sports offer huge earn- 


such a person's goal would be to effi- 
ciently manage the wealth earned in 
their peak years. 
E Family business owners: The old 
school of thought exhorted one to in- 
vest surplus income in one’s own busi- 
ness, as it offers a high level of control. 
Today, businesses have to take the va- 
garies of business cycles in their stride. 
So, promoters have started diversifying 
into other businesses and asset classes. 
Let's see how planning helps in such 
situations, with the help of some case 
studies. There was a case where a client 
was highly exposed to volatile assets. 
The volatility disturbed him mentally 
and physically, though it fetched extra 
returns. He did not even know the rea- 
sons why he selected such a portfolio. 
When a financial health check-up was 
done, his assets were found to be far 
higher than his liabilities, and his risk 
profile called for a more balanced port- 
folio. If he could achieve his life goals 
with a balanced portfolio, why take that 
extra risk that disturbed him? In anoth- 
er instance, I came across a family 
whose wealth was in excess of Rs 300 
million. They felt wealth management 
was unnecessary because their objec- 


| tive was capital preservation. So they 


ing potential. But the profession, say | 


that of a sportsperson, may earn mega- 
bucks for a short period only. Thus, 


Wealth management 
calls for a ‘personal 


balance sheet’ — a measure 


of one's aspirations 
against available 
income surpluses 
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invested in a bank fixed deposit that 
yielded a post-tax return of 3.5 per cent. 
This was 1.5 percentage points lower 
than the rate of inflation. So though 
they weren't taking any risk, the family 
was losing the value of its money! What 
the family needed was a more diversi- 
fied portfolio that would help maintain 
the capital and not stay overex- 
posed to one asset class. 

Each case shows how planning 
is crucial to answer questions re- 
lated to managing wealth. x 

The author is a founder partner of 

Client Associates Private Wealth Ma- 
nagement. All views expressed are his. 
He can be reached at himanshukohli- 

@clientassociates.com. 
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NDIANS are finally realising that 
every asset class, including real es- 
tate, has a business cycle. This is all 
the more important because we 
don't have high-growth invest- 
ment vehicles. Overall, this seems 
to be the right time to invest in property, 
though the market may offer limited ar- 
eas of investment, especially for a retail 
investor. Before we explore the specifics 
of various investment products, associ- 
ated risks and returns, and future out- 
look, it is important to trace the devel- 
opments in the past few years to 
understand the fundamental strengths 
of the market today. 

Until a few years ago, real estate was 
considered to be an ever-appreciating 
asset. But as prices crashed after mid- 
1995, people realised that property in- 
vestments could also lose value. 

However, the crash did have a silver 
lining. The past few years have seen the 
government repeal outdated legisla- 
tions like the Urban Land Ceiling and 
Regulations Act, the 37-I clearance from 
the income tax department, and 
the Rent Control Act. This, coupled 
with the opening up of foreign di- 
rect investment (FDI) — albeit ina 
limited way — has led to the emer- 
gence of genuine buyers. 

The retail investor's options are 
restricted to the residential market 
because of the prohibitive costs of 
commercial spaces. Since rental 
yields in residential markets are 











much lower (4-7 per cent) than those in 


commercial projects (9-12 per cent), | 


| 


capital appreciation is a major factorin | 


making a residential investment attrac- 
tive. Once real estate mutual funds or 
real estate investment trusts are created, 
retail investors will be able to enjoy re- 
turns from commercial properties too. 
To maximise returns, real estate in- 


vestments should have a timeframe of | 


six to seven years, taking into account 
monthly rental streams, refundable se- 
curity deposits, rental escalation, and 
capital appreciation/depreciation over 
the holding period ofthe asset. 

Returns on investment, overall liq- 
uidity in the market, and investment 
risk in any real estate market are closely 
linked, and should be viewed together. 


You could currently categorise the vari- | 


ous cities in India into three segments 
— active markets, emerging markets, 
and dormant markets with potential. 
Active markets have low risk, high 
liquidity and give moderate returns. 


These include the National Capital Re- | 


gion, Mumbai and Bangalore. Emerging 
markets have vacancy and exit risks, in- 
creasing liquidity, and returns higher 


than active markets. Pune and Hyder- | 
abad fall in this segment. Dormant mar- | 


kets like Chandigarh, Chennai and 
Kolkata have significant possibilities, 
but their returns are speculative. They 


have poor liquidity, and high vacancy | 


and exit risks. 

While the return on investment is 
the key decision-making criterion, it's 
equally important for an investor to un- 


If you wait for the market 


to bottom out before buying 


or peak before selling, 


you might miss out. 
This is the right time 
to invest in real estate 
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derstand the risks associated with real 
estate investments. Any real estate in- 
vestment — commercial or residential 
— faces the following risks: 

Country risk applies more to invest- 
ments by entities that are free to invest 
in other markets as well, such as foreign 
investors, and NRIs. 

Policy risk relates to various policies 
governing real estate development, op- 
eration and trading. 

Business risk for any commercial or 
residential real estate investment relates 
to vacancy and exit. 

Vacancy in a property results in the 
loss of rental income and may also affect 
liquidity for the asset. Investors address 
this risk by buying assets with strong 
leases in operation. The other lever of 
control is to acquire Grade A properties 
in fundamentally strong locations that 
have accessibility, connectivity, a con- 
centration of commercial activity, etc. 

Exit risk is related to the ability to sell 
at any time, and the value an asset will 
fetch when sold. The better the funda- 
mentals of a property, the better its abil- 
ity to fetch above-market prices. Acquir- 
ing Grade A assets and taking a 
long-term view help. 

Weighing the risks and returns, India 
looks extremely attractive. While com- 
mercial property prices are more or less 
stable, we have seen an upswing of 5-20 
per cent in residential prices in the last 
one year. The trend is likely to continue 
for at least 12-18 months. If you wait for 
the market to bottom out before buying 
or peak before selling, you might miss 
out. This is the right time to do 
business. My suggestion is to have 
a portfolio that invests a third each 
in equities, government securities, 
and real estate. " 





Theauthor is joint managing 

director, Cushman & Wakefield India, 
leading global real estate 

consultants. Send your queries to 
pf@bworldmail.com. 
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This year's budget will be a fine 
balancing act, a political as well 
as an economic budget. Only 
CNBC-TV18, the undisputed 
business leader, will track it like 
no one else, with expert analysis, 
in-depth coverage and perspective, 
giving you the complete picture. 
Understand the implications of 
Budget 2004 on your life, only on 
CNBC-TV18. 
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Returns as on 22 June 2004. Portfolio data (asset size, average maturity and composition) as on 
31 May 2004. Fund returns (in %) are annualised, except for the six-month period (absolute). 
Schemes with the largest corpus (and not having a single investor with more than 2596 of assets) 
are ranked in order of 1-year returns. SIP (Systematic Investment Plan): Returns on Rs 1,000 
invested on the 10th of every month in the scheme for the last 12 months. 
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Ts what management guru 
C.K. Prahalad calls a "gem at the 
bottom of the pyramid". In less 
than 30 years, it has grown to be 
di the biggest organisation ofits kind 
in the world, serving millions in India 
and hundreds of thousands abroad. Its 
self-sustaining model is being copied in 
at least 30 countries around the world. 
Its staffis almost ten times as efficient as 
the national average. And its engine of 
growth is not a hard-headed business- 
man, but an 86-year-old arthritic called 
Dr Govindappa Venkataswamy — Dr V. 

What started as a 40-bed hospital in 
little-known Theni near Madurai has 
become a global centre for excellence in 
eye surgery — the Aravind Eye Hospital. 
It now boasts of a 5,500-bed setup 
spread across five hospitals in Theni, 
Madurai, Coimbatore, Tirunelveli and 
Pondicherry. What's even more amazing 
is that this fast-growing, sustainable 
model has been possible despite the 
fact that two-thirds of the patients at Ar- 
avind are treated free of cost. 

This remarkable feat has come 
about through the relentless execution 
of some age-old business strategies — 
increase volumes, build efficiencies and 
reduce costs. But at Aravind, all this is 
not as cut-and-dry as itwould seem on a 
PowerPoint presentation. Behind it is a 
story of absolute commitment and gen- 
uine compassion. It's the story of Dr V's 
lifelong mission to eradicate blindness. 





RONICALLY, the man who started it 
all didn't always want to be an eye sur- 
geon. Saddened at the death of a young 
neighbour at childbirth, Dr V set out to 
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be an obstetrician. After graduating 
from Stanley Medical College, Chennai, 
he joined the Indian Army, but was dis- 
charged when he was found to have de- 
veloped a rare strain of rheumatoid 
arthritis. The disease mangled his fin- 


. gers. This debilitating phase lasted till he 


was reinvigorated by the preaching of 


- Aurobindo (after whom the hospital is 


named). The pain having abated a bit, 


. DrV retrained, took up the lancet again, 


and entered government service. 

Soon after, his attention was drawn 
to the work in eye care done by Dr M.P 
Mahray. Dr Mahray, who set up the Sita- 
pur Hospital in Khairabad, Uttar 
Pradesh, in 1926, pioneered the system 
ofholding eye camps in rural areas and 


zd bringing eligible patients to the main 


hospital for operations. Dr V started the 
eye camp movement in the South while 


: “still in government service. When he re- 
tired in 1978, he hada plan in hand. 


He raised money by mortgaging his 
house and set up the Govil Trust. The 
first hospital came up soon after. Dr V's 
reputation ensured a steady stream of 
patients. He pulled in his sisters and 
brothers-in-law and started a free eye 
camp programme. Some initial at- 
tempts to raise money through dona- 
tions came to nought. So a new model 
was needed to dispense free eye care to 
the needy. “The only way we could do 
that was to bring in efficiencies and vol- 
umes,’ says R.D. Thulsiraj, or Thulsi, the 


Dr Govidappa 
Venkataswamy's 
dream to bring 
eyesight to the 
blind has 
spawned a 
sustainable 
business model 
on its own. Here's 
the remarkable 


. Story Of a vision 


ead of its time. 





i By Gina S. Krishnan 
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would offset the cost of free service. 


multiplied proportionately. While clini- 
cal excellence wasn't a problem, sus- 


costs. Dr V, a strong believer in systems, 
ensured that hospital records were put 
on a computer-based system as early as 


every patient's records online, updated 
by the minute. Dr Aravind Srinivasan, 


eye on surgeries and costs through this. 
The key to volumes lay in detailed 

time-and-motion studies. It was found 

that an efficient doctor should be able to 
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first administrator at Aravind. The team | 
bet on a strong paid-service model that | ticing their skill,” says Thulsi. True, the 
_ doctors don't do administrative orrou 
When Thulsi, an IIM Calcutta gradu- | tine work; they only take me le 
ate, joined Aravind from a multinational | 
company in 1982, there was just the one - 
| hospital. The second one was commis- | 
sioned soon after and the challenges - 
, major headache for the administration. 
_ So Aravind started recruiting girls from 
tained growth depended on efficient | 
administration and tight control over - 


| startling. Each doctor averages 
| surgeries a year against the national av- 
the current administrator, keeps a keen. 


_ at Aravind. The comparable rate in the 
conduct about 40 operations a day. So | 
_ operation theatres (OTs) were designed _ 
| to facilitate a doctor's movement be- — 
_ tween two tables without a loss of mo- - 
| mentum. "We have reduced costs by - 
| sweating our assets — our main assets - 
_ are our doctors. So we do not let them | 


blind people in the world, about 12 mil- 


. large share is thanks to our genetic pr 








waste time at anything Other than prac- i 





edical de 
sions. In the OT, doctors perfo 
surgery — the stitching, dressing, 
are handled by the nursingstaff. — — 
Getting trained nurses used to bea 


nearby villages and training them from 
the ground up in housekeeping, para- 


_ medical duties, counselling and OT 
| duty. Even now, around 100 new girls 
| start training with Aravind every year. 

the 1980s. It allows doctors to track | 


The results of this whole effort are 
2,000 


erage of 220. And while the cost of doing 


| a routine cataract operation (with lens 
| replacement) by a private practitioner is 


Hs 2,000-5,000, it costs only Rs 750-900 









US is about $2,000. 
Well, Indian demographics have a 
hand to play here. Of the 45 million . 


lion are estimated to be in india. 





disposition which makes us susceptible 





vogue - 


to cataracts almost a decade and a half 
earlier than in the West. But in 80 per 
cent of the cases, blindness can be pre- 
vented. Thus the free screening camps 
have proved to be a hit. In 2002, over 45 


per cent of the patients at Aravind came | 


though the 1,500-plus camps that were 


conducted that year. All this effort adds | 
up to almost two lakh surgeries a year. 
Ask Dr V whether he is satisfied with 
the performance of Aravind, and he 
says: "Aravind has turned out well till 





A surgery underway at Aravind's state-of-the-art facility 


now, but we have to constantly develop 


people with vision and the ability toim- | 
| and community outreach are defined. 


plement vision." He adds: "Our hospital 
has worked well, not only as an institu- 
tion which is able to help the poor in 
restoring sight, but also as a business 
model." Understanding that one Ar- 
avind can't eradicate blindness on its 
own, DrV is now sharing his model with 
the rest of the world. 











IS inspiration for replicating the 
model came from the unlikeliest of 


| sources — McDonald's. In the rigorous 


franchisee model of the American 
multinational, Dr V saw a tremendous 
scope to copy his own model of eye care 
around the world. "If that can be done, 
the problem of blindness is gone," says 


| DrV matter-of-factly. 


So since the mid-1990s, Aravind has 
been helping in setting up hospitals and 
maximising capacity utilisation at es- 
tablished ones with the 
help of Lions Interna- 
tional's Sight First pro- 
gramme. Thulsi leads 
this initiative as its exec- 
utive director. The Li- 
ons Aravind Institute of 
Community Ophthal- 
mology (Laico), a team 
of ten, handles hospital 
consultancy. First, a 
hospital is selected for 
funding. Then, a team 
of four that includes an 
ophthalmologist and 
an administrator goes 
for a site visit. After the 
inspection, a week- 
long, structured strat- 
egy workshop is held. 
The hospital team is allowed to set its 
own targets. Strategies on marketing 


"What we teach them is optimum 
utilisation of resources," says Thulsi. 
Usually, a team from the selected hospi- 
talis taken for a tour of the Aravind facil- 
ity at Theni. It's a comparatively small 
hospital with 100 beds, but one where 


| just two ophthalmologists conduct | 








ARAVIND EYE HOSPITAL 


about 7,000 surgeries a year. “Since the 
hospital is small, it becomes easier to 
demonstrate that the model can work 
successfully,” says Thulsi. 

The capacity-building programme 
extends to implementation, technical 
support, training, and follow-up visits. 
The cost of the consulting module is 
borne by a seed capital of $10,000 given 
by the Sight First programme. At pre- 
sent, Aravind is assisting 166 hospitals 
— 137 in India and the rest in the Middle 
East, Latin America, Africa, Nepal, 
Bangladesh and Indonesia. 

Aravind is also starting on tele-med- 
icine, a technology to remotely connect 
medical systems to each other or to the 
consumer. Right now, all the five Ar- 
avind hospitals are hooked up on this, 
and through Laico, they can have access 
to over 150 hospitals worldwide. Right 
now, it’s used mostly for teaching. “We 
discuss cases with John Hopkins Insti- 
tute in the US. We don't pay them for re- 
ferrals — they should pay us, consider- 
ing the number of cases on which they 
have learnt from us," says Dr Srinivasan. 

It has been a long journey for Ar- 
avind. But there are no full stops for DrV. 
At this age, he does not perform eye 
surgeries any more, but he arrives at 7 
a.m. sharp — to see a patient occasion- 
ally, look at the developmental work be- 
ing done and meet visitors from all over 
the world. Whenever a hospital is com- 


| pleted, he waits for a couple of months 


for the operations to stabilise, and then 
inevitably suggests: “As we were saying, 
let's open another hospital.” His fifth 
hospital, at Pondicherry, has just been 
completed. The world is waiting for the 
octogenarian's next move. as 
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Management mentors of a different class 


significant amendments in practices, culture and managerial concepts 


O VER the last decade the world of business has witnessed numerous and 


owing to technological progress, unforeseen advancements in the competi- 
tive environment and various other factors. This changing facet requires con- 
stant innovations and novel concepts with discernible degrees of business 
philosophy. Management education institutions in our isthmus are now playing 
an active role and putting all their might to shape the future of the Indian economy 
by providing the corporate community with human resources of superior quality. 
The institutes say they have been streamlining their students’ attitudes to live 


up to the expectations of any industry. 


O pa 


Bharathidasan Institute Of Management [BIM], Trichy 


Situated in a verdant industrial 
complex of BHEL, Bharathidasan In- 
stitute Of Management [BIM] is one 
of the premier and most sought-after 
management institutes in the coun- 
try, and needs no introduction to the 
corporate world. The goal of BIM’s 
MBA programme is to produce 
skilled managers, effective leaders 
and responsible citizens, capable of 
succeeding in any sphere of business. 
Committed to excellence, high aca- 
demic pursuits and standards since 
its inception, BIM has all along been 
proactive and adaptable to changing 
business practices. “We started a 
separate stream on international 
business in 1990 with a focus on con- 
vergence of technologies and IT-en- 
abled services. Also we have intro- 
duced new courses in e-business, 
Internet technologies, IT-enabled ser- 
vices, foreign languages to educate 
and equip students with the latest 
trends in sunrise industries. 

“Management communication is 
a mandatory course where BIM lays 
special emphasis on both verbal as 
well as non-verbal forms of manage- 
rial communication. These students 
are put to face severe stress and high 
levels of uncertain schedules 
throughout their stay with us, and are 
taught stress management tech- 
niques,” says M. Sankaran, director, 
BIM. 

BIM believes in exposing their 
students to the practicalities of 
business. Being advantageously 
located in an industrial complex, the 
students have personal interaction 


with top management professionals. 
Moreover the permanent faculty here 
comprises professionals and consult- 
ants who have touched many mile- 
stones in their respective fields. They 
also constantly design real-time case 
studies of various prominent compa- 
nies and industries for interactive ses- 
sions. The visiting faculty at BIM has 
hard-core professionals from various 
sunrise industries, who enlighten stu- 
dents with their rich experience. 

As of now BIM offers tailor-made 
training programmes for various 
corporates and consulting services to 
some prominent organisations with 
an aim to better the standards of man- 
agement professionals. Since they 
have stabilised their core activities, 
BIM is now well-positioned and 
poised to offer various programmes 
as organisation based or distance 
learning or through the e-learning 
mode. As of now they do not operate 
overseas branches but it is believed 
to be in the pipeline. In about five 
years BIM will have fully functional 
overseas institutes. 

Sankaran says: “BIM is a unique 
model in the country, and we are 
ready to work and strengthen rela- 
tions with corporate houses so as to 
undertake specific research work 
aimed to develop contemporary and 
home-grown business practices. 

Addressing the issue of place- 
ments and students’ ability to accept 
global challenges, he says the com- 
panies that are recruiting from his in- 
stitute find the students to be concep- 
tually sound. At the same time they 





Prof. M. Sankaran 
Director, BIM 


possess a down-to-earth attitude, and 
get along well in extremely challeng- 
ing situations, according to the com- 
panies. "This is the position we en- 
joy, and this will continue in the fu- 
ture as well. Since we expose our stu- 
dents to foreign languages in their 
curriculum and give them non-linear 
multi-functional perspectives on all 
global business issues, they get the 
pulse of both local and international 
markets. Hence the students feel they 
have an edge over others when it 
comes to facing global challenges 
very effectively,” says Sankaran. 

BIM plans to start a 15-month Ex- 
ecutive MBA programme in Chennai 
this July, aimed at middle-level man- 
agement professionals from software, 
telecom and technology industries. 
By next year, this will be extended 
to accommodate professionals from 
other industries as well. 

"The number of corporates com- 
ing for campus recruitment is increas- 
ing significantly every year," Sankaran 
says. BIM follows a policy of attracting 
new customers while retaining old 
ones. He says his vision is to make BIM 
one among the top five management 
institutes in Asia. The All India 
Alumni Association of BIM is striv- 
ing hard to create awareness about 
the institute throughout the country. 
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BROWSING 


ANOOP SEQUEIRA 
CEO, Pizza Corner India 


Iaminto management-related 
books, especially ones that illustrate 


the success of organisations. I have i 


just started CASHFLOW QUADRANT 
by Robert T. Kiyosaki who is the au- 
thor ofthe Rich Dad series on invest- 
ing. The Cashflow Quadrantis about 
the four points in a quadrant through 
which income or money is gener- 


ated. These are defined as ESBI: 'E' for 1 


employee, 'S' for self-employed, 'B' 
for business-owner and fT for in- 
vestor. Kiyosaki tells you which point 
ofthe quadrant will work for whom 
and when — all in an easy-to-read 
style. I buy my books mostly from 
Landmark, which I would rate as one 
ofthe best bookstores in the country, 
and sometimes from airportstalls. Bii 


ALERT 
Winning Games And Hearts 


Indranil Basu 
(Rupa & Co) 





THE recent Indo-Pak se- 
ries is one that no Indian 
(or Pakistani) will forget 
soon. It was mostly 
about atmosphere, bon- 
homie and friendship, 
with a bit of cricket 
thrown in for good measure. This 
book is a handy device for those 
who want memories of the tour to 
stay forever. It has nice glossy pic- 
tures and a first-person account of 
the tour by the author, journalist 
Indranil Basu, and also includes a 
foreward by Virender Sehwag. This 
is not meant to be a serious as- 
sessment of the game but more of 
a cricket-logue. 





NAVJIT GILL 





IVENDI and Sears Roebuck are 
the favourite whipping boys 
for M&A naysayers. Their un- 
tamed growth through ill- 
conceived acquisitions bro- 
ught them to the brink of 





corporate extinction. It is the kind of | 


growth that Ram Charan deplores. He 
calls it ‘unhealthy’. 

He also gives you a good example of 
healthy growth: $4.2-billion Avery Den- 
nison, the global leader in pressure-sen- 
sitive technology and self-adhesives for 
labels. By the late 1990s, the company 
was close to exhausting all opportuni- 
ties for cost cutting. Chairman and CEO 
Philip M. Neal was leader enough to see 
the obvious: the company needed rev- 
enue growth to increase prof- 
itability, and growth had 
to be a part of every em- 
ployee's agenda. 

Neal soon realised that 
having the insight was 
easy. Getting the company 
to fire on all growth en- 
gines was anything but. He 
also made the classic mis- 
take that too many man- 
agers make — he went for 
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the big hits. Neal wanted the big break- 
throughs — new products that would 
contribute a minimum of $50 million to 
thetop line, and thattoo in double quick 
time. For an over $4-billion company, 
that target didn't seem too ambitious 
at the time. 

It was only when growth stubbornly 
refused to follow despite the mandatory 
exhortations, and after a string of con- 





| sultants, that Neal figured out the prob- 


lem. First, he had not put in place a 
process that his managers could follow 


| to ensure that growth would happen. 


Second, the targets were just too much 


| of a stretch. What was important was 


that each team simply get a new pro- 
ject up and running. This not-so- 
obvious insight was key to kickstarting 
Dennisons growth. The reworked 

model spawned a num- 
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10-million dollar 


HE Bill Clinton publicity machin- 
ery is truly awesome to behold. It 
burst on the scene with the incred- 


ible razzamatazz of his lecture at | 


the BookExpo America, the premier 
event of the US publishing in- 


dustry. The Great Charmers f:e C 111 4 


performance at the Chicago 
convention set the tone for this politics- 
as-a-literary-event campaign, a blitz- 
krieg that shows the chasm between 
Clinton and any other political leader. 
Three years after he received a 
record $10 million-plus for his auto- 
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biography, the Clinton juggernaut is 
busy relegating Pottermania and the 


. J.K. Rowling wizard factory to where it 


belongs — the nursery. My Life, released 
last Tuesday, is accompanied by 19 
Clinton-as-rock star stops 
across the US that are ex- 
pected to make the first print 


| run of 1.5 million copies vanish from 


the bookshelves before you can says 
Monica Lewinsky. 

It is not just the Clinton charisma 
(Remember what it did to our venerable 
parliamentarians when they came face- 





ber of small but rev- 
enue-boosting projects 
within the company. 
Charan, an ex-Har- 
vard professor, cele- 
brates this model in 
Profitable Growth. This 
is a book for all chief ex- 
ecutives and CEOs-in- 
the-making. The simple 
message that growth 
doesn't have to be about 





radical transformations or big hits is | 


packaged in a practitioners manual. 
Charan convinces you with the sheer 
momentum of his linear logic. The au- 
thor must have been an impressive 
teacher in his day, surrounded by ador- 
ing classroom groupies. 

And in case you got the wrong idea 
earlier, not all acquisitions are a big no- 
no in Charan’s book. He feels that 
though good growth is primarily or- 
ganic, it can be supplemented with 
smaller 'bolt-on' acquisitions to fill 
strategic gaps, such as gaining a 
beachhead in a geographic region or 
adding a new distribution channel. 
The bottomline: companies have to 
increase gross margins and at the same 
time push up revenues at a fast rate. 
The way to do that is by learning to focus 


| 





RAM CHARAN is a management 
expert whose books have helped 
change the way managers run 
their companies, most notably 
the bestselling Execution: The 
Discipline of Getting Things 
Done which he co-authored with 
Larry Bossidy. Charan, who has 
been on the faculty of the Har- 
vard Business School and the 
Kellogg School of Management 


at Northwestern University, is adviser to CEOs and top 
executives in Fortune 500 companies and start-ups. 


on revenue productivity — as opposed 
to productivity that comes through 
ruthless cost cuts. 

Step two is building a growth budget 
that lays out how a company plans 
to grow and just where the funds for 
that are going to come from. The budget 
also allows you to link the different silos 
(marketing, manufacturing, R&D, sales) 
in your company. 

It's tougher finding the opportuni- 
ties to make up the growth numbers to 
put in the budget. These can be spotted 
through what Charan calls 'upstream 
marketing. Unlike advertising or brand- 
ing, upstream marketing is about creat- 
ingor pinpointing specific needs of cho- 
sen customer segments, and then 
satisfying them more profitably than 
competitors can. GE has put in place 





author 


to-face with the Bill Force four years | 


ago?) alone that is making history of a 
rare kind — it's the media barrage as 
well. Some nights ago, Larry King inter- 


viewed Dan Rather, the CNN anchor, : 


about his (Rather's) TV interview with 


Clinton. Since when has any publicity | 


campaign had an interview to plug an 
interview to plug a book? 

Naturally bookstores across the US, 
and in Delhi, too, are upset that their or- 
ders are not being met in full. Random 
House, the publishers, have trimmed 
supplies by almost half to smaller retail- 





| ers because the initial print-run ($35 a 


copy) is said to have been cut drastically. 
Rahul Srivastava, India representa- 


| tive of Random House, talks of the extra- 


ordinary exuberance over My Life. His 
supplies have been cut to around 7,000 
copies from the 12,000 initially slotted 
for India. That number is, again, a 
record for a non-fiction hard cover book 
in India (special price: Rs 895). 

Does it matter that the first reviews 
have not been too kind? The New York 
Times called it: “sloppy, self-indulgent 


| and often eye-crossingly dull — the 


sound of one man prattling away, not for 
the reader, but for himself and some 
distant recording angel of history". Re- 
ally? We can hardly wait to lay our hands 
on My Life. LJ 
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all about big hits 
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programmes that help GE customers 
spot new opportunities for their own 
growth. The big idea is that GE can, 
then, piggyback on that growth ma- 
chine. To become an integral part of 
your bigger customers' business, you 
may have to be there physically — that's 
why Colgate and P&G have salespeople 
manning offices in Walmart's corporate 
headquarters in Arkansas. 

The author seems to like working 
backwards. The last chapters tell you 
how to get the actual ideas for growth 
flowing in a company and how to har- 
ness them. These chapters don't provide 
radical insights, but they do lend some 
more solidity to the foundations of Cha- 
rans growth framework. Building on the 
premise that most ideas are generated 
when people exchange information, he 
says that it is essential to create a social 
engine, a structure that allows informa- 
tion to flow in the right channels 
throughout the organisation. Innova- 
tion itself is a social process where 
everyone can participate. This is partly 
what he means by growth being every- 
body's business. 

Read the book if you want to know 
how else it can be everybody's business. 
And no, don't wait until Monday to start 
using the 10 tools. * 
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HE general expectation was that the finance | 


minister would take some weeks to take the | 


reins — that the Budget would not be pre- | 


sented till the end of July. In the event, Mr Chi- 


dambaram has decided to seize the bull by its | 


horns — or the bear by its ears — and present the Budget 


on 9 July. This is part of his style — he likes to do today | 
what he could do tomorrow. But it also means the Budget | 
| be continued. The entry of private companies in oil prod- 
, uct retailing is now inevitable. They cannot be forced to 
| give subsidies, and yet subsidies given by public enter- 


will use available ideas, and not make radical departures. 
Insofar as it pushes fiscal reforms, they may be based on 
Kelkar's painstaking work done a year-and-a-half ago. 


This is not a bad idea. There are no serious complaints | 
at the moment about fiscal policy — as distinct from fiscal | 


administration — and there is a point in maintaining 
stability. Mr Jaswant Singh 
presented what was a Budget 
in all but name in February; 
in particular, he gave generous 
tax relief to the industries that 
were dear to his government. 
To that extent he reduced 
the scope for concessions by 
Mr Chidambaram. It is, in any 
case, too early to begin playing 
politics; a straightforward, no- 
change Budget will do much to 
stabilise expectations. 

Mr Chidambaram was one 
half of the team that began to 
bring down trade restrictions 
and make the economy com- 
petitive in 1991. It will be good 
if he reaffirms his mission, es- 
pecially since the allies of this 
government give reason to expect the opposite. The fi- 
nance minister should bring down import duties further, 
and he should remove some of the anomalies that the 
past governments policies of industrial grace-and-favour 


| 





Perhaps the highlight of the 
Budget will not be in its fiscal 
proposals, but in the broader 
policy initiatives announced 
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Countdown to the Budget 


The government has already increased the price of 
petrol and diesel and, to that extent, brought down the 
losses of government oil companies. But this is not 


| enough. Mr Ram Naik, petroleum minister in the NDA 


government, was unashamed about exercising arbitrary 
power over the oil companies. As a part of this interven- 
tion, he forced them into reversing the reforms that led to 
the dismantling of administered prices. His policy cannot 


prises are bound to distort competition and inhibit the 
setting of private petrol pumps. Subsidies are not a spe- 
ciality ofthe NDA; there must be many in the new govern- 
ment who would love to see 
their continuation and expan- 
sion. It is to be hoped that 
Mr Chidambaram will firmly 
put his foot down and force a 
return to market pricing of oil 
products. If he does not, the 
government's promise to free 
the management of good gov- 
ernment enterprises would 
mean nothing. 

Most of the action in the 
coming Budget is likely to be 
on the expenditure side. It was 
there that the past government 
accommodated its favourites. 
The present government has 
come in with strong priorities 
— agriculture, the poor and the 
backward classes — which are 


ANTHONY LAWRENCE 


| bound to be reflected in the Budget. Whether one calls 
| them priorities or handouts, they are what politics is 


introduced. This would be a good year to bring down the | 
maximum duty to 12 per cent, and to begin reducing du- : 


ties on those goods that were left out as exceptions. 
Mr Chidambaram first introduced service tax; it 


would not be surprising if he applied it to some more sec- | 
tors. But more important than its coverage, this tax itself 


needs a second look. It is akin to a direct tax, but by a min- 
isterial quirk was given to the Central Board of Excise and 
Customs to collect; the result has been an extremely in- 
trusive and often unfair system of collection. The tax has 


also brought into the net a large number of small enter- _ 
prises — media and advertising, for instance — and in- | 
creased the scope for corruption. There is no time fora | 


comprehensive review now, but once the Budget is past, 
Mr Chidambaram should take a serious second look. 


| about, and it would be unrealistic to wish their disap- 


pearance. But it is to be hoped that a change of priorities 
will mean a change in the direction of expenditure — that 
as new programmes are funded, funds for old favourites 
will be cut. In particular, food subsidies are poorly tar- 
geted, and fertiliser subsidies have held up healthy 
growth in that industry for four decades. The government 
is unlikely to meet its objective of cutting the revenue 
deficit unless it begins to make cuts in undesirable expen- 
ditures right now. 

But perhaps Mr Chidambaram has a surprise up his 
sleeve. Perhaps the highlight of the Budget will not be in 
its fiscal proposals, but in the broader policy initiatives he 
announces. For with Dr Manmohan Singh as prime min- 
ister, it is surely time to revert to his practice as finance 
minister of announcing the government's entire reform 
programme in the Budget speech. E 


BUSINESSWORLD 82 5 JULY 2004 


sindia.com 


"Y 


4 


j stop flights from! 


br being tough. Yet talk to them about their city and a smile creeps across their face. There are 
er 12,000 cabs in New York City and they're all capable of turning a ride into an adventure. 


ew York is famous for its cabs and its cab drivers. They're known for being loud, they're known af 
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njoy up to three complimentary nights at the Emirates 


itz Carlton New York for travel until 31st August. Over 70 destinations worldwide 


on-stop daily flights from Dubai to New York on the brand new Emirates Airbus A340-500. Private suites in First Class. 
00 channels of in-flight entertainment in all classes. 


Conditions apply. For more details contact your local travel agent or Emirates in Mumbai: 2879 7979, Delhi: 5531 4444, Chennai: 5583 444. 
Hyderabad: 5523 4444, Kerala: 0484-238 2829, Gujarat: 1-600-212020 (toll free), Karnataka: 1-600-447979 
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= CREATED TO EMPOWER, 
= DESIGNED TO THRILL. 


Born to exceed expectations, the new tri-band K700i comes with continuous video recording, cutting edge 3D Java gaming or 
large 1.8", 176x220 pixels TFT colour screen, an in-built Photo Light and can take up to 584 photos with its 4x zoom - all thanks to 
41MB memory. It's a radio/MP3 player, an organiser and your Internet browser with GPRS capability that lets you receive and re 
to e-mails from anywhere. It even helps you share moving images or data with ease with its Bluetooth™ wireless technology. Crea! 
to match your every need, the K700i is only limited by your imagination. Behold its power, embrace its beauty. 

* Dual Front Design (Camera Front & Phone Front) « Photo Light * QuickShare™ e Bluetoot 


« GPRS © 41MB Built-in Memory © Video Camera ¢ Integrated Camera * 1.8", 176x220 Pi 
TFT Colour Screen « 3D Java Gaming « MP3/MPEGA/Radio Player * E-mail e WAP 2.0 + M 
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* 40 Tone Polyphonic Ring Melodies « PIM Sync 





Put fun into your life with 
cool screensavers, ringtones, 
wallpapers and games! 
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BE SURE. BE SAFE. ALWAYS INSIST ON INDIA WARRANTY CARD. 
For further information, please call Sony Ericsson Cali Center at Delhi: 011-51615555, Bangalore: 080-57505555, Mumbai: 022-56995555 or visit: www.sonyeric: 
Authorised Distributor: Saiora international Limited North: Delhi: 51614326/51614327/26388580, Noida: 95120-2513903, Chandigarh: 2604639/2645627, Jalandhar: 
Jaipur: 2366481/2370023, Lucknow: 2788595/2788862, South: Chennai: 52139489/90/91, Bangalore: 25504003/25521659, Hyderabad: 27802073/27704287, Cochin: 237185C 
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lectrolux will prove it Rajeev Karwal is 
as good as he is believed to be 





The limits have stretched. 





Expand the boundaries. 


Shunning the incremental and going for the leap. Conventional 


© © o © 
boundaries have changed, limits are being pushed. At Pricol, Po 9 IENS 
we are equipped to take on the ever-changing business 
+ pricol + 


demands. 
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5 MANUFACTURING PLANTS «15 COLLABORATIONS . 4400 PEOPLE 


PREMIER INSTRUMENTS & CONTROLS LIMITED, 1087-A, Avanashi Road, Coimbatore - 641 037, India. 
Phone : (91) 422 2211520 Fax: (91) 422 2210028 E mail : city G pricol.co.in Website : www.pricol.com 
e Automotive Instruments & Accessories e Oil Pumps e Auto Fuel Cocks e Secondary Air Valves e Disc Brakes e Idle Speed Control Valves 


e Speed Sensors e Manifold Absolute Pressure Sensors e Vacuum Switching Valves e Data Acquisition & Control Systems e Fleet Management Systems 
e Road Speed Limiters e Engine Safety & Control Systems e Centralised Lubrication Systems e Remote Locking & Vehicle Security Systems 


Now, the more you call 123 from your Hutch phone, 
the higher your chances of winning a free trip to England 
to watch Rahul Dravid play in the ICC Champions Trophy, 
England 2004. 

Just dial 123, say 'jokes', 'horoscopes', 'ringtones', 
‘musicard’, 'cricket', ‘logos’, 'stocks', 'news' or 'dial-a-song'. 
= 50 customers with the highest usage get a 
2 night/3 day, all expense paid trip to England 





y 
y 
and an opportunity to watch y 
Rahul play. H U TCh 


= The next 123 customers get 
to meet Rahul in India. 
= The next 12300 customers get cool Hutch gifts. 
To find out if you are among the highest users, call 123. 
For more details visit www.hutch.co.in 
SO, are you dialing 123 already? 


Dial 123 say ‘jokes’ 
Win a trip to the 


ICC Champions Trophy 
England. 
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Dating and IM 


Q Your ‘IMHO...’ cover story 
article (BW, 28 June) was 
quite erroneous. It failed to 
reflect the true impact of 
instant messengers (IM) 
among today’s youth. The 
article suggests that the 
youth make the best possible use 
of IM, using it for education and other noble 
pursuits. But this kind of use only happens among a small 

number of IM users. Besides idle chatting, another use of IM is as a 
means to safely communicate with and attract members of the 
opposite sex. Without any direct interaction, youth can flirt and 
interact. In other words, a cheap date. 


Kinjal Nandy, Kolkata 


BAD TO THE BOARD | BW replies: Our columnist wanted to 
Ranjit Shastri's ‘Taking On The Board of | | highlight the abuses and malpractices 
Directors’ (BW, 28 June) should not | taking place in many corporate 

have been published in a magazine | boardrooms today. The issues he raised 
meantfor public readership. Theauthor | were dead serious — it was only the 
hasfullrighttogivesuchsermonsorad- | tone of the writing that was light- 

vise his clients with such information, | hearted. The intent of the column was 
but today the entire world isadvocating | to point out the areas where corporate 
good corporate governance, and in- | governance rules needed to be 

vestors are a worried lot. Articles like | tightened. Good corporate governance 
this only encourage unscrupulous peo- | is an issue very close to the hearts of 
ple to indulge in bad governance prac- | BW, and all its columnists. 

tices for personal gain. 

In the same issue, BW gives three 
pages to a discussion of good gover- 
nance in Asias Corporate Governance 
Challenge. Good corporate governance 
is the key to sustainable growth and en- 
hancement of shareholder value. BW 
should stop publishing such articles. 
Sanjiv Agarwal, via email 


GOVERNING BUSINESS 

I believe the fundamental difference 
between the West and the East is the 
quality of government machinery and 
the integrity of leaders (‘Asia’s Corporate 
Governance Challenge, BW, 28 June). 
Unless business and politics is de- 
linked, there cannot be any real corpo- 
rate governance and transparency that 
one would expect in a free society. 
Dipak Thakker, posted on BW website 


———————————————————————————^——A——^EER^——^———^ ARA——————————————————— ——————— ———— ——— 


CORRECTION 

In Countdown Begins’ (BW, 5 July) the 
article incorrectly stated that the US was 
planning to explore the solar system in 
collaboration with India. The US is inde- 
pendently planning to establish a moon 
base and explore further into the solar 
system; ifthis plan continues, India may 
become a partner in the future. 


€———Ó— ÓHRáÓ——P HM€Ó(à! 


Write in at 
editorcobworldmail.com 
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4 Karwal: Electrolux T" "n 
looks to him for a revival aps 





COVER STORY 





DILEEP PRAKASH 


EIS 


Reality Check 


Sceptics say Rajeev Karwal has a fine track record because he has been at the right place at the right time. But 
even they would admit that Electrolux Kelvinator isn't the right place to be in today; it has amassed losses of 
Rs 547.23 crore. As its CEO-MD, can Karwal turn the company around? That will be his real test. 





State Of Economy 


Last year was a bumper year for the economy across various 
sectors, and it's going to be a hard act to follow. A report on 
what the economy will look like in this financial year. 


BPO Taxation The CBDT's new move to tax MNCs 
could spell the death for high-end outsourcing. 


Ragaglitazar The time, en- 
ergy and resources that Dr. Reddy's 
Laboratories devoted to the drug dis- 
covery programme has paid off. Clin- 
ical results on a new class of com- 
pounds have been positive. 


4 Anji Reddy: The DRL chairman has 
kept the faith on clinical trials 
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| leaders that emerged from the first 












Testing Times 


After the first phase of corporatisa- 
tion, the business of pathology is at 
the crossroads once again. The six 


phase are left with less scope for 
differentiation in an extremely frag- 
mented business. They are now 
desparate for newer paths of 
growth. A look at the possibilities 
the Super Six are exploring. 


Sanmar with an R&D culture rooted in its chemicals 
division, the Sanmar Group has ventured into biotechnology. 


| SEZ Can India’s Rs 4,800-crore private special 


economic zone compete with its Chinese counterparts? 
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50 Media Magazines have figured out a new way to 
survive — and thrive — despite a decline in readership. 


54 | ttiam Systems The 
company has successfully executed 
the IP-licensing model, something 
unprecedented in India. How feasi- 
bleis this for companies in the cou- 
ntry that are used to the conventio- 
nal products and services route. 


ES 


Srini Rajam: Pioneering the 
IP-licensing model in India 





IN VOGUE 


«o! Novel Tech Activist 


Hari Kunzru is more than a celeb 
writer with two successful novels 
to his credit. A man offirm and ra- 
dical political views, the ex- Wired 
journalist possesses a fascinating 
mind and today's most celebrated 
take on tomorrow's technology. 


Kunzru: Creator of Leela, a > 
seductive computer virus 





64 Bookmark An outside perspective of India’s poten- 
tial that expands on the views of Swami Vivekananda. 


COMMENT 
27 Ashok V. Desai To stop corruption, 


civil servants who use judgement and force in 
our society need to be honest. 


ECONOMICS 2.0 
42 | Niranjan Rajadhyaksha Rise in 


interest rates will test whether the Indian model 
of economic growth is fitter or the Chinese one. 
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- 56 Subroto Bagchi There isa positive 


| change in the way the world sees India because 
+ ofouracademic gurus and the IT industry. 
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Asense of unease 


HERE are just a few days left for the presentation 

ofthe Union Budget, and there is a palpable sense 

of unease in corporate India. I met quite a few 

leading businessmen last week, and though they 

wouldn't say this in front of the television cam- 
eras, most of them think this government is more concerned 
about equity than about growth. The new government, they 
believe, has taken a single lesson to heart: that there is anger 
among large numbers of people about being left behind while 
the upper classes are getting richer. So the government may 
not worry too much if a percentage point or two is lopped off 
India’s growth rate, as long as it is seen to be doing something 
for the poor, especially those in the rural areas. 


This may be a rough and ready assessment of the situation, 
but there is no doubt that the general election results have al- 
tered political sensitivities at the 
Centre and in the states. Look at 
the Maharashtra government. It 
knows very well that imposing 
reservations on the private sec- 
tor will scare away investment 
from the state and thus hurt 
growth, but that hasnt pre- 
vented it from pressing ahead 
anyway. It is important to be 
seen to be doing something for 
the poor; it doesn’t matter if 
growth slows down as a result. 
As far as the Central government 
is concerned, it has already brought down our sights on 
growth. If the previous government was talking about an 8-9 
per cent growth rate, the current government is talking about 
a 7-8 per cent growth rate. The fear is that it may not be pas- 
sionate about achieving even this. 


i i 
Businessworld 





I hope Finance Minister P. Chidambaram will prove these 
fears wrong, and recast the growth-and-equity debate. Past 
data show that fast growth and fast reduction in poverty go 
hand in hand, whatever be their effects on equity. The rich 
might have got richer, but the poor have got richer too, even if 
not by the same margin. India needs to keep its economy 
growing fast if it is to eliminate poverty in our lifetime. An un- 
due obsession with equity will be counter-productive. 


This week's cover story is about the task before one of India's 
most keenly watched marketers, but by Friday, all eyes will be 
on how Chidambaram faces up to his task. 


lo 5 


TONY JOSEPH, EDITOR 
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industan Lever pioneered FMCG distribution in 

India in the 1940's. Over time we have benefited 
from a significantly wider reach than any other 
company. We are now reinventing distribution to 
strengthen our competitive advantage in the emerging 
consumer and market scenario. Our earlier focus was 
to drive wide availability, and enable easy access to 
our brands for consumers. We now seek to go well 
beyond this distribution paradigm. Our new approach 
is more holistic - touching consumers in multiple 
ways at the point-of-purchase and, more importantly, 
creating opportunities for consumers to receive brand 
messages and experience our brands. 
redefining our approach to the current channel 
. are also creating new distribution channel 
. features. 





1 Consumer Trends and Challe 
>The. consumer landscape i 
` Consumers today see an exci 

new categories, new bran 

~ and have increasing dis 
aspirations. They are se 

make these choices. A 

and our brands is the cro 

brands and SKUs. An 

SKUs, an increase of o 

With growing choice 

consumers to make inf 

retail environment is a 

get more discerning, the 
customise offerings an 
varying needs of shoppers 


Consumers are increasingl 
shopping. A typical house 
grocery requirements from four s 
with multiple visits during a mont 
up purchases. With greater desire to's 
children and on leisure, there is increasing pre 
time faced by many women. The growing prop 
of working women further fuels the desire for 
convenience. 


Consumers also increasingly want the shopping 
experience to be enjoyable. Shopping is no longer seen 
as a mundane chore, but is now a much more exciting 
and engaging prospect. Shopping malls, self-service 
stores, browsing and services are all emerging rapidly 
to fulfil this need for an enjoyable experience. The 
traditional retail stores are undergoing a dynamic 
churn as new formats and channels are emerging 
rapidly. 


We are 


Reinventing Distribution 


M. S. Banga 


Chairman, Hindustan Lever Limited 


A key challenge for companies is communication with 
consumers. Many urban consumers are now exposed 
to multiple and fragmented media vehicles - 
television, newspapers, magazines, hoardings, Internet 
~ all battling for their attention. On television alone, an 
average urban consumer is exposed to 350 to 400 
advertisements in a week. In rural India, the challenge 
is different, as neither print nor television reaches over 
4096 of the rural population. Creating direct consumer 
contact and communication at point-of-purchase thus 
assumes added importance for delivering brand 
messages and communication to both urban and rural 


consumers. 
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Reinventing Distribution 


Let me elaborate on how we are reinventing 
distribution and providing this 3-way convergence 
across multiple channels in rural and urban India. 








General Trade 
Traditionally, our approach in general trade has been 
to increase the reach of distribution and availability of 
our brands. Redistribution Stockists play a critical role 
in this and are our valuable partners in the 
distribution initiatives. There are several store formats 
in general trade, which have in the past been serviced 
with a uniform — one size fits all - approach as regards 
frequency of service, credit and other terms of trade. 
This is clearly not optimal in the new environment. 
We have thus segmented the general trade based on 
the channel characteristics, the relevant shopper 
behaviour and the channel dynamics. We now address 
each channel - grocery stores, chemists, wholesale, 
kiosks and general stores — with a differentiated mix of 
Services. We are reorienting the  stockists' 
infrastructure and systems to meet this new challenge 
and to provide relevant and differentiated service to 
each of the general trade channels. 


.We are also emphasising on making our brands 
prominently visible in the crowded stores. Our outlet 
-visibility programmes cover over 25,000 outlets in key 
© cities, deploying a large number of thirds: 
-` merchandisers and agencies to ensure sut 






of our products. Greater interaction i 
consumers and we are using the T 
=- a much higher level of direct 
Lakme Beauty Advisors in key 
and provide specific inform: 
facilitating an informed 
beauty solutions. Enc 
undertaking a similar in 
other brands where 
. promotions and provi 
many developing categ 
education and experien 
building our brands. 





Self-service Stores 
As the country develo 
develop rapidly, as exp 
Self-service stores and su 
a channel today, are fast e 
towns. In a city like Hyd 
service stores already accoun 





















is another key thrust. We are interacting with and 
providing experience to consumers in a number of 
innovative ways. For example, recently Sunsilk mobile 
salons at stores provided consumers an opportunity to 
have a great hair wash and try the new relaunched 
product. Similarly, the Dove Litmus test in stores 
demonstrates the brand's compelling benefit of 
mildness compared to other soaps. We also undertake 
in-store sampling for our range of Beverages and Food 
products like tea, coffee and soups. The self-service 
format is a great enabler for such increased interaction 
with consumers and we are fully leveraging this 
opportunity to drive trial and preference for our 
brands. 


PIONEERING NEW CHANNELS MEE 
All these initiatives build convergence of product 
availability; brand communication and brand 
experience in the current channels. But these current 
channels are somewhat constrained by the existing 
formats and business models. We therefore need to go 
further in creating touch points for our brands relevant 
to the scale and nature of the Indian consumer 
mi le arexth ‘eating a whole set of new 
e principles of holistic 
re across all consumer 
l India. 









nterprise opportunities 
ups, making them direct- 
Hindustan Lever. The 
. brand ambassadors for 
ig our products directly to 
ir homes. The awareness level 









branded FMCG market. Importe 
provides us with a great oppor 
interaction with consumers. Consumer 
touch and feel the products, and thus make inform 
choices. Further, this shopping environment trigger: 
greater impulse purchases for brands that are 
presented in an attractive manner. 












Hindustan Lever has proactively developed new 
capabilities in customer management and supply 
chain for partnering this emerging channel. We now 
have a business system in place that delivers 
excellence in customer service, while driving growth 
for us and our customers. In-store merchandising is a 


.. key enabler for our brands to stand out prominently 


and attract the attention of consumers. Customised 
activation to drive trial and preference for our brands 


ese villages is low as conventional 
reach these villages. Project Shakti is a 
ractive form of selling and engagement, 

hich “leverages a unique opportunity to 
communicate, demonstrate and provide experience of 
our brand benefits. Shakti Pracharini is a health, 
hygiene and wellness campaign for the rural 
community. Rural women are trained to spread 
awareness of good health and hygiene practices within 
the community. Similarly, our programme Lifebuoy 
Swasthya Chetna communicates the importance of 
handwash and personal hygiene. The experience is 
brought to life using an innovative glow-germ 
demonstration, which highlights that visible clean is 
not germ-free clean. This is one of our largest 
interactive programmes and has already covered over 
20 million rural children across seven states. 

















































Project Shakti dramatically shifts the paradigm in rural 
distribution and communication, touching very large 
number of rural Indians in a compelling manne 
enables us access to untapped markets and à 
huge opportunity. 


Hindustan Lever Network 

Direct Selling, one of the fastes 
already over Rs 2,300 crore 
growing at over 2096 per. 
Network, our Direct Sellin 
unique benefit of direct ¢ 
in urban India. Hindus 
range of customised off 
across Home & Person 
range, for example, hà 
regimes for different ty 
consumer's hair type 
Hindustan Lever Networ 
best-suited combination 
Similarly, for new produ 
consultant has the oppo 
teach consumers the best u 











Through Hindustan Lever Netwe 
presence in over 1,500 towns c 
urban population. Hindustan L 
already built a base of over 250,000. 





key driver for consultants in the Direc ing 


* 


business is the enterprise opportunity, an avenue for 


personal development and substantial income 
generation. Direct Selling enables personalised 
communication and customised solutions, through 
demonstrations and product trials, and this 
convergence provides a complete brand experience. 


Out-of-Home Opportunity 

Increasingly individuals and families in urban India 
are spending more time out of home - shopping. 
visiting malls, restaurants, fast food outlets, cinemas 
and travelling. This trend presents new opportunities 
of consumption. Growing out-of-home consumption is 






a global trend. In Europe, for example, food sales in 
out-of-home channels are growing three times faster 
than in grocery outlets. 


We are already the largest player in the hot beverages 
out-of-home segment, with a national presence of over 
15.000 tea and coffee vending points. We are 
expanding this aggressively, leveraging the increasing 
number of offices and a burgeoning services sector. We 
are also creating new touch points, through specially 
designed kiosks, to impact brand preference. We are 
setting up these in the education, entertainment, 
leisure and travel segments to catch consumers on the 
go. Our alliance with Pepsi will significantly 
strengthen our presence in the out-of-home channel. 
We recognise the vast potential and are exploiting the 
myriad opportunities that the out-of-home channel 
offers, presenting our Food and Beverages brands in a 
delightful manner to consumers everywhere, anytime. 


Health and Beauty Services 
Consumers have a universal need to look beautiful and 
feel good. They are increasingly seeking both products 
rvices- that il.this d. We have pioneered 
| and Ayush Therapy 
nity. 


s the trust of women 
ovide beauty services 
niversal desire to look 
fering, which provides 
uty services under the 
e brand. We currently 
ugh our franchisees 
service over 4 lakh 
ablished credibility as 
nd grooming services. 
expertise of trained 
ell designed interiors, 
es and an unmatched 
nd. The experience is 
ners see the Lakme brand 
is further strengthening 
he expert in beauty. 


A p Ayush helps consumers 
rediscover the age-old tradition of Ayurveda. The 
Avush Therapy Centre provides easy access to 
authentic Ayurvedic treatments and products, 
addressing the ever-growing concern for health among 
consumers. These centres have been established in 
association with the renowned Arya Vaidya Pharmacy, 


Coimbatore, and provide a unique branded experience. 


DELIVERING THROUGH PEOPLE 

We are reinventing distribution and creating new 
touch points through all these initiatives. These new 
channels have been seeded with the clear objective of 
widening our consumer base and providing a new 
platform for consumers to interact with our brands. 























































People and their skills are critical to the success of all 
these channel initiatives. We are therefore investing in 
building capability for training the large number of 
people involved in these initiatives. The training 
involves employees of Hindustan Lever and many 
others who are our channel partners. Over 300,000 
people, most of whom are our channel partners or 
franchisee employees, across the several channel 
initiatives require training to acquire relevant skills. 
We are training these large numbers across many 
locations — over 1,500 towns and thousands of villages. 


For the traditional channels, we are improving 
capabilities at the front end by developing skills for 
our stockist sales force. Project Dronacharya is our 
large-scale programme that continually imparts 
training to over 10,000 stockist salesmen. This is a 
programme of unparalleled scale and aims to 
significantly improve the skills and capability at our 
front end. 


. Lakme Salons depend on well-trained resources f. 
sustained delivery of service quality. Our 
here is to "hire for attitude and train for 
are setting up Lakme Training Acao 
metros, bringing in interna 
expertise. We are providing . 
inputs in beauty care, hair-sty 
beauticians and stylists. 
developmental inputs i 
customer service to our fré 





Training is also critical. 
We are training over 25 
through dedicated infras 
The training covers fu 
knowledge. We ar 
development inputs as | 
motivator for these entre 





In Project Shakti, we ar 
women from small villages 
distributors. Women with v 
being trained to become ent 
business, to communicate the bene 
and to effectively engage with consume: 
an easy task given the low literacy levels, se 
languages and the sheer scale and diversity of rura 
India. Our partnerships with NGOs and support from 
state governments facilitate these efforts. Significant 
on-ground infrastructure and committed resources 
position us well to meet the diverse and large training 
needs of this initiative. 


Training capability is a key building block for the 
company as the people across all our channel 
initiatives are critical towards delivering the 
convergence of product availability, brand 
. communication and brand experience. 
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CONCLUSION | 
Our new approach to distribution is holistic 
a 3-way convergence of product availability 
communication and brand experience. ' 
reinventing distribution - creating new channels and. 
wa nnels are serviced. We 
7 in training the large 
in these initiatives. 
are getting our brands 






















create significant 
opportunities, Our 
stockists and 6,000 sub- 
eople. In our current . 
cal retail trade which- 

ready involves a large. 
tiatives by thems 
sation: ortunities for peo; 
elwork.aims.to create over a millio 
roject Shakti aims to 

sed rural women as | 
ionomic independence. 
ature, are employment 
provide significant 
nnel initiatives are thus 
| the national interest and 
eneration. 
























Nas over time reinvented itself to stay 
of the FMCG industry. Our reinvention 
ion is built on an understanding of 





emerging consumer trends, the changing retail 


environment and the growth drivers for our brands. 
The distribution initiatives will deliver significant 
benefits to our consumers, our customers and to us, In 
the future, these will provide us an unbeatable 
competitive advantage, Our new approach to 
distribution will play a pivotal role in our growth and 
in realising the large potential of the Indian market. 
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N 8 July, as finance minister 
B Chidambaram presents 
the first budget of the new 
government, he will do so 
- just after the Indian economy has 
grown at a blistering 8.1 per cent. A 
» good monsoon led to agriculture recov- 
.. ering strongly from the drought of 2003. 
This, coupled with a strong demand 
from a growing US economy, the prin- 
cipal export market for Indian goods, 
/ meant that industry and services, too, 
, grew at a fast clip. Can the economy do 
" aswell this year? 
|. The crucial sector this year, as in the 
last year, will beagriculture. Most fore- 
casters agree the economy will grow at a 
—1.., much slower pace (See ‘GDP growth 
“\/ forecast for 2004-05’), simply because 
z, agriculture, having grown at 12.6 per 
«. 4 centin2003-04, cannot match that pace 
X / this year. The Met department has al- 
“ ready predicted a good monsoon. De- 
^ "x. spite that, CMIE estimates agriculture 
| x. Will grow at just around 2.7 per cent. 
v "However, the contribution of agricul- 
t 7 ture was substantial last year and will 
" continue to be so,” says Ajit Ranade, 
economist with the Aditya Birla group. 
That's because agriculture is still ex- 
pected to play as important a role as last 
x77 year, through its demand for goods from 
^A the other two sectors of the economy, 
especially manufacturing. "In fact, this 
year the impact of demand conditions 
in agriculture on the other two sectors is 














The growth picture 


V The state of the economy on the eve of the Budget 


likely to be even more," says 
N.R. Bhanumurthy of the In- 
stitute of Economic Growth. 

So if the economy is to 
keep growing at over 8 per 
cent, industry and services 
will have to grow much faster 
than last vear. Can they? 

The initial trends in man- 
ufacturing are encouraging. 
The Index of Industrial Pro- 
duction (IIP) has grown by 


Graphics: ANAND SINHA 


full percentage point higher 
than the previous year. That 
growth shows little signs of slowing 
down. More importantly, the capital 
goods component of the IIP has grown 
strongly too, signifying that some sec- 
tors of industry, at least, are in invest- 
ment mode. The IIP Capital Goods In- 
dex grew by 17 per cent in year on year 
terms in March and by 26 per cent in 
February. "The initial trends in the first 
few months of the year are encouraging 


as far as investment is concerned," says 


Subir Gokarn of Crisil. | 
Yet, despite those encouraging 
trends, analysts dont expect industry to 
grow very much faster than the last year 
— CMIE projects a growth rate in the 
value added for industry at 6.4 per cent 
compared with 6.5 per cent last year. So 
any additional growth impetus is un- 
likely to come from the manufacturing 
sector. This leaves services. The sector 


Interest rates are d. 
B. 8 z 10- year gon bond ned 09 
8t o s 
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6.8 per cent over 2003-04, a 











grew at 8.3 per cent in 2003-04 com- 
pared to 7.1 per cent the previous year. It 
is likely to show similar growth rates this 
year too. CMIE' projections are that the 
sector will grow by 7.9 per cent this year. 

So where does that leave GDP 
growth for the economy as a whole? Es- 
timates vary butthe consensus seems to 
be a growth rate just above 6.5 per cent 
for the year — still healthy, but far lower 
than last year. But analysts point to sev- 
eral uncertainties, especially on the 
price front. How real are those worries? 

"Inflation rates above 6 per cent def- 
initely tend to have a negative effect on 
GDP growth," says Ranade. Earlier this 
year, inflation rates exceeded that level 
— the wholesale price index growth for 
both January and February was over 6 
percent. But sincethen, they have eased 
off to under 5 per cent. The WPI in early 
June, though, rose by 5.5 per cent. 

There are some hopes that the worst 
on the prices front could be past us. 
Global oil prices have eased off from 
their highs of $40 a barrel to around $33 
a barrel. The global boom in commodity 
prices, driven by the Chinese economy's 
insatiable demand for raw materials, 


has softened with the slowing down of 


that economy. And the good monsoon 
has meant that prices of primary goods 
arent likely to spike. "In view of... rea- 
sonable level of food stocks coupled 
with the prospects for a good mon- 
soon... the price situation is unlikely to 
cause concern to macro sta- 
bility,” says the RBI Credit 
Policy issued in May. The 


d a i 4 wildcard here is oil prices. If 


the situation in the Middle 
East suddenly changes, then 
oil prices could rise again 
with an adverse impacts 
on inflation. 

More worrisome will be a 
rise in global interest rates. 
For months now, interna- 
tional financial markets have 
been preoccupied with a 
possible tightening of inter- 


est rates in the US — concerns which 
were justified when the Fed raised inter- 
est rates by 25 basis points on 30 June. 

What are the effects that rising global 
interest rates could have on the Indian 
economy? The first impact could be on 
Indian companies' borrowings abroad. 

The other big worry is that the Fed 
may have to raise rates much more 
sharply in the coming months as infla- 
tion gathers pace in the US economy. 
Such a sharp rise in rates could desta- 
bilise not only the US economy, the 
most important source of demand for 
Indian exports, but also global financial 
markets, leading to foreign investors 
withdrawing from emerging markets 
like India. So ironically, Chidambaram's 
biggest worry may be something he 
might not be able do much about. 

But there's another issue that is very 


nflation is off its high keys 


7 496 





much in his hands — the size of the 
deficit. "India's large fiscal imbalances 
pose a serious threat to sustained 
growth and development over the 
medium term," says a recent World 
Bank study. A recent paper by Nouriel 
Roubini of New York University and 
Richard Hemming of the IMF says that 
unless India fixes its fiscal problems, it 
may be much more vulnerable to a fi- 
nancial crisis, a la 1991, than is com- 
monly believed. 

Analysts point out that with the first 
quarter gone, the budget announce- 
ments themselves are unlikely to have 
much positive impact on the economy. 
" Negative pronouncements in the bud- 
get could have a greater impact on the 
economy, through an effect on capital 
spending, for instance," says Gokarn. 
"That could outweigh the impact of any 
positive announcements. " ad 

AVINASH CELESTINE 


THE TATA GROUP 


Provide a low-cost option, 
net a bigger market 


ATAN Tata is no card-carrying 
member of the Congress 
party, but what he is doing 
now could endear him to the new 
government. Like the government 
which wants its policies to benefit 
the masses, Tata’s recent focus has 
been on waking up his businesses to 
the huge opportunity presented by 
India’s growing middle class. 

Last week, unveiling the first of a 
chain of low-cost hotels, indiOne, in 
Bangalore, Tata said: “We believe 
that our companies should be in 
businesses to serve the biggest and 
fastest growing market segment in 
India — the middle class. We will, 
therefore, consciously evolve 
products and services to cater to the 
needs of this segment.” 

For a while, Tata has been talking 
of making a car that costs just 
Rs 1 lakh so that more Indians can 
afford to buy it. Another Tata group 
company, Voltas, made the first sub- 
Rs 10,000 air-conditioner and it also 
sells the cheapest refrigerator in the 
market, for Rs 4,990. Tata Tea 
markets low-priced branded tea, 
while Tata Chemicals will shortly 
launch a cheaper version of its salt in 
the rural markets. Now, a room at 
indiOne will cost just Rs 900 a night, 
a fifth of what it will cost at the 
group’s luxury chain, Taj Hotels. 

For the Tata group, there are two 
clear benefits of focussing on the 
Indian middle class. First and 
foremost, it will give it a ready 
market to sell its goods to. Earlier, 
Taj Hotels catered to only 5 per 
cent of the domestic 
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| tourism industry. Now, indiOne will 

| help the group address 40 per cent 

| of the market. The Rs 1-lakh car 

, intends to capture some share of the 

| two-wheeler industry that has been 

| growing at over 20 per cent for the 

| last few years. 

| Second, focussing on entirely 

| new markets is forcing a radical new 

| thinking in the organisation. The 

_ indiOne concept was put together by 

| the same employees who earlier 

. worked at the Taj Hotels. 

Voltas, which had earlier slipped 

_ to the fifth position in the air- 

| conditioners market, has been 

| helped by its low-cost machines to 

| climb back to the No. 2 spot. The 

| company has sold 16,000 machines 

in just three months, against a target 

of 10,000 for the whole year. 

Says ace management 

, consultant C.K. Prahalad, who 

| helped the Tatas with the indiOne 

, concept: "The new efforts are not 

merely incremental changes in 

thinking: it is a whole new way of 

doing things. That's going to define 

| the new future of the group." * 
T. SURENDAR 

















New thinking: 
Ratan Tata's 
focus is on the 
biggest market 
segment today 
— the Indian 
middle class 





HEMANT MISHRA 





The one thing they want 
to see in the Budget: 


| — "The acceptance of 
/ the Kelkar report on 


tax structure. This 
includes reduction of 
capital gains taxes." 





SURJIT S. BHALLA : ||: 
Director, Oxus Research : MES 


— direct taxes; in particu- : 
\ lar, reform of the direct : f 





"| will like to see a 
strong support from 
the finance minister 
for India's emerging 
opportunity areas in 
drugs, pharma and 
biotechnology. " 


Tax advice: will the FM take it? 





ILL finance minister 
P. Chidambaram 
implement the tax reforms 


recommended by the Kelkar 
Committee? In late 2002, it 
submitted two reports — one on 
direct taxes and another on indirect 
taxes — to the previous govern- 
ment. Kelkar's report recommended 
reducing the range of tax rates and 
removing many exemptions. The 
report had its critics and much of it 
was hardly revolutionary, but it did 
lay out a roadmap towards the 
elimination of the revenue deficit by 
2008, as required by the Fiscal 
Responsibility and Budget Manage- 
ment Act. Kelkar now heads a task 

^. force on the FRBM Act, whose 
recommendations will be taken on 
board by Chidambaram when he 
formulates his Budget for the year. 

Meanwhile, the original 
recommendations of the committee 
are not likely to be implemented to 
a great extent, say a range of 
industry insiders and tax experts 
that BW spoke with. "Poor man," 
said one of them of Chidambaram. 
"| don't envy him his job this year. 
The government is already 
committed to a range of expenditure 
programmes in areas like rural 
development and investment in 
agriculture. So Chidambaram has 
very little leeway." 

Given the constraints that he 
faces, experts say that the only big 
bang reforms that he will undertake 
this year are widening the service 
tax net and implementing VAT 
across the states. The bigger 
reforms would, perhaps, come in the 
next Budget in February. Ww 
AVINASH CELESTINE & ASHISH AGGARWAL 











WHAT THE REPORT SAID 


Expand coverage of service taxes 





Implement VAT a across states - 





Reduce the range of customs duties 
to just four (096, 1096, 2096, and 
higher duty rates up to 

150% for specific goods). 

Remove all exemptions 


Give excise duty exemptions for small 
scale industries only to small units with 
a turnover of Rs 50 lakh or less 


Reduce the number of export pro- 
motion schemes and have only two 
such plans: the Export Oriented Unit 
and Special Economic Zone schemes 








Reduce the number of personal 
income tax rates to just two 
(2096 and 3096) and increase the 
exemption limit to Rs 1 lakh 





Reduce the ceiling on housing loan 
interest payments which are 
deductible for tax from Rs 1.5 lakh 
to Rs 50,000 and provide interest 
subsidies instead 





Tax agricultural incomes 





Remove tax incentives on various 
small savings schemes immediately 





Reduce the corporate tax rate to 3096 
for domestic companies and 3596 for 
forei£n companies 


Eliminate minimum alternate tax 


Abolish wealth tax 


Remove exemptions under Sections 80 
IA and 80 IB for benefits on infrastruct- 
ure, telecom, SEZs and power over a 
period of three years 











Extend tax benefits to long-term capital 
gains exemptions on listed ed equity 





Remove tax holidays under ler Sections 
10A and 10B for all entities except 
manufacturing and computer 
software services 





Reduce depreciation rates 
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WILL IT HAPPEN? 





No - the FM may ; wait for more 
concrete negotiations at the 
World Trade Organisation before 
cutting duties. May reduce the 
peak tariff rate 


Unlikely 


Unlikely. SEZ tax incentives may 
be extended, especially for agro- 
processing zones 


Unlikely. The exemption limit 
may be raised, but not up to 
Rs 1 lakh this time 


No 


Rates may be reduced but 
surcharges may be applied 


No 
No 
No 


Likely 


No 


No 


R.A. MASHELKAR 
Director-general, CSIR 
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R.K. PACHAURI 
Director, TERI 

| “Compilation of state 
- GDP accounts, inclu- 
ding changes in natu- 
ral resource endow- 
ments and stocks. 
This will help capture 
the level of welfare.” 





PUSS LAPSE MPRPSOLOVPVOS ODOC RO LT LOADED ESO EUEEEee Ed ON ssecanseabecesrecces 


ADI GODREJ 

CMD, Godrej Con. Prod. 
“The one thing the FM 
should announce is 
the objective of intro- 
ducing a unified, all- 
encompassing VAT 
regime in India by 

April 2007.” 
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PRATHAP REDDY 
Chairman, Apollo 
"Policies that will 
impact the lower rung, 
especially farmers. My 
idea of such a policy 
would be education, 
health and universal 
health insurance." 





SOS EVRRETATERERRTRERATRAWRÓÉTASTTATARTRARTNATETAORORRTRTAFRATETATORAP OPE "^" TTA 


DEEPAK PURI 

MD, Moser Baer 

"The thing the FM has 
to address is the plight 
of the marginal farmer. 
They have no say, are 
financially weak, and 
dependent on season- 
al rains." 





*SARTPERTATRRARATARPARSRRERENSETRRTVAÉRERRrT!TOPATATTTTTMEARWWTRBEERO PP GOES ESOS 


B.V.R. SUBBU 
President, Hyundai Motor 
"The finance minister 
must ensure that effi- 
ciency of infrastructure 
spending is improved 
to significantly alter the 
country's GDP growth 
trajectory." 
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NANDAN NILEKANI 
CEO, Infosys 
Technologies 

“We expect the bud- 
get to address basic 
necessities such as 
education, drinking 
water and electricity 
for all Indians.” 














BANKS’ BOND MARKET OPERATIONS 


The end ofthe party 


ANKS will have to relearn the | 


art of making money the old- 





lending operations. The days 
when bond trading was contributing 
big money to profits seem to be over. 


| 


The carnage in June ended the worst 


quarter for bond markets in almost four 
years. Yields on the 10-year benchmark 
government bonds rose by around 64 
basis points during April-June. The last 


time such a price collapse was seen was | 


in the second quarter of 2000-01, when 
yields rose around 70 basis points. 


There were signs ofa crash in the air. — 
So the more alert players, mainly foreign _ 
and private banks, wound down their | 
positions during the period. Forone, the | 
US Fed was expected to hike the indica- | 
tive interest rates from 1 per cent for the - 


first time in four years. (It did so by 25 
basis points on 30 June.) In anticipation, 
investors were exiting emerging mar- 


kets. Global oil prices were at a high. In 
India, the elections did their bitto addto | 


the uncertainty. But public sector banks 


were buyers during the quarter, says | 
| trading portfolio was excluded.) It con- 
But even that could not stem the fall | 
| banks was likely to rise by 4.9 per cent if 


Ashish Ghiya of Derivium Capital. 


and some of them took a hit as a result. 


Those losses, however, may not be fully | 


reflected in the profit & loss statements 


for the quarter. Two years ago, the Re- | 














fashioned way — through | 





serve Bank of India had asked banks to 
build up so-called investment fluctua- 
tion reserves out of their gilt trading 
gains. By March 2003, there was Rs 7,600 
crore in them. "It's likely banks will now 
tap that and make good any loss they 
sustain in trading," says a bond trader. 
There's another way that interest 
rate changes impact the balance sheet. 
As interest rates move up, banks, which 
mostly advance short-term working 
capital loans, immediately start charg- 
ing higher interest rates from borrowers. 
On the other hand, to retain deposits, 
they would have to offer higher rates to 
customers. But that happens only over a 
longer period as deposits mature and 
are rolled over. "So the net impact on the 
bottomline may actually be marginally 
positive for the public sector banks," 
says D. Thyagarajan, head of financial 


| sector ratings at Crisil. 


So a falling bond market may not be 
all that bad for banks. Last year, an inter- 
nal RBI study looked at the benefits of a 
rise in interest rates on the core lending 
business of banks. (The impact on the 


cluded that the net interest income of 
interest rates rose by 200 basis points, 


with PSU banks benefitting most. — B 
AVINASH CELESTINE 





ROCHE’S OTC DRUGS BUSINESS SALE 


It might get tricky for Nicholas 


WISS MNC Roche is reportedly 
S in an advanced stage of talks 

to sell off its over-the-counter 
(OTC) drugs business to Germany's 
Bayer AG. This could be bad news for 
the Rs 1,269-crore Indian drugmaker 
Nicholas Piramal. In India, Nicholas 
markets a basket of drugs — includ- 
ing the popular vitamin Supradyn — 
under licence from Roche. Some of 
these come under Roche's OTC um- 
brella worldwide, although in India 
they still qualify as prescription drugs. 

Could a change in the ownership 
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of the business affect the arrange- 
ment between Nicholas and the new 
owner? Bayer has been keen on 
growing its pharma business in India 
and could well want to rethink the 
deal. Neither Roche’s India office, nor 
Nicholas would comment on whether 
the 25-year pact signed in 1993 al- 
lows for such a rethink. Even if it 
does, it is unlikely Nicholas will give 
up without a fight. Supradyn is its 
ninth-largest brand though its sales, 
at Rs 13.5 crore, are not large. L 
GAURI KAMATH 


<7 gets 


T'San idea whose time has not 
come. But if the Indian taxman 
has his way, he will dip into 
Uncle Sam's pocket to fill 
his coffers. The latest 
proposal being considered by 
taxmen is to levy a presump- 
tive tax (a flat tax levied in 
sectors that authorities 
, want to tax but not moni- 

. tor) on foreign BPO com- 
/ panies that do their ‘core 
. work in India. Intel gets 
its chip design done in 
India — that's core. GE 
customer com- 
plaints answered for its 
; electrical equipment — 
' well that’s non-core. 
| But why tax only people who are do- 
ing their core work here? The tax au- 
thorities contend that the work done in 
India is packaged and then resold at a 
huge street price in the US, therefore In- 
dia, too, should get its share of the loot. 
Thisis a horrible idea. If the government 
had set up a committee to prevent high- 
end work from coming to India, this is 
exactly what it would have 
recommended. This pro- 
posal, if implemented, 
will ensure that the Indian 
BPO industry will remain 
stuck at merely answering 
telephone calls for the 
foreseeable future. 

The taxmen are miss- 
ing the big picture. The tax 
holiday itself was a price 
paid by the Indian govern- 
mentto create an industry that has gone 
from zero to $3.6 billion in just five 
. years. There is every reason not to tax 
foreign BPO companies as long as the 
tax holiday is there. The Indian develop- 
ment centres of firms like Texas Instru- 
ments, Intel, Microsoft, GE and Oracle 
have spawned the Indian high-tech in- 
dustry that the world now so respects. 
What India gives up in taxes in the short 
term, it gains by the development of one 
. ofits most globally competitive indus- 
tries in the long term. We wanted chips, 
not potato chips. Well, now that we have 
it, we are ready to blow it. "The concept 
ofa presumptive tax on BPO services is 
untenable and without any basis. It is 
things like this that add to the confusion 
in the industry," says Mukesh Bhutani, 




















Income Tax Act 






A presumptive tax will mean a 
reversal of the policy 


Foreign companies say they 
cannot be taxed if their 
transactions with captive 
















The Conundrum 


BPO services 
enjoy tax holiday till 
2009 under Sections 
10A and 10B of the 


BPOs are at ‘arm’s length’ 
and the question of *core 
and ‘non core’ activi- 

ties does not 
arise 


BPO TAXATION 


softly... 


national tax director, Ernst & Young. 
The confusion began when the Cen- 
tral Board of Direct Taxes stated in a Jan- 
uary 2004 circular that where the whole 
or part of the "core revenue generating 
business activities" is performed in In- 
dia, a considerable portion ofthe profits 
of the foreign company from its cus- 
tomers abroad would be attributable to 
the Indian firm. The proposal to tax BPO 
outfits is unjust and the methods being 
put forward to do it are logically flawed. 
It is unjust because you can't change 
the rules of the game midway. BPO 
firms — including the foreign-owned 
ones — enjoy a tax holiday till 2009. This 
tax holiday itself could have been an in- 
centive for many MNCs to base their 
operations in India. In one stroke, a 
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Killing them 


The CBDT has a simple plan to prevent 
India from becoming a high-tech hub 


business decision involving millions of 


dollars is being made to look stupid. 
Consider the logic of taxing for- 
eign companies by trying to at- 
tribute part of their global profits 
to the Indian outfit through 
which they operate. As Samir 
Gandhi, tax partner, Deloitte 
Haskins & Sells, explains: 
"Take a chip developer, say, 
Intel, having a development 
centre in India to which out- 
sourcing is done by Intel US. 
Intel India is given a cost- 
plus remuneration of, say, 
$25 per hour. The chip de- 
veloped by Intel India is 
sold by Intel US to its cus- 
tomers abroad at a profit of 
$100 (profit that is attribut- 
able solely to Intel US). An ag- 
gressive revenue officer may at- 
tempt to tax a significant portion 
of the $100 too while computing In- 

dia's rightful share of tax." 

This is ridiculous. The profit of $100 
per chip comes from not just chip de- 
sign work in India, but also great manu- 

facturing, development of 
the market, and consumer 
marketing — none of 
which is done in India. To 
isolate design as the sole 
determinant of profit is to 
mistake a part for the 
whole. It is the whole that 
determines value, which is 
composed in the US and, 
so itis in the US that most 
ofthe tax ought to be paid. 
“Intel US will not get double taxation 
relief under mutual agreement proce- 
dure as the US revenue service obvi- 
ously will not agree that any portion of 
$100 can be taxed in India,” says 
Gandhi. In fact, Intel US would argue 
that its profit comes from its customers 
abroad and cannot be attributable to In- 
tel India, and thus it is not liable to be 
taxed in India in any circumstance. 

Indian tax authorities may have a 
point if they find that the transactions 
between the Indian subsidiary and the 
foreign parent are done at lower-than- 
arm's-length rates, which is the open 
market rate for the same transaction. If 
this is not the case, they should stop 
dreaming up ideas. E 

ASHISH AGGARWAL 








1 win Topper. 


Largest sold. Largest read. 


With the largest circulation figures of 4,92,892 
copies and the highest readership of over 
55 lakhs, Vanitha is now India's largest 
sold and largest read women's magazine. So 
get set to make Keralites dance to your tune. 


Source: ABC Jul-Dec '03 NRS '03 





India's largest sold and read womens fortnightly 
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MEDIA ROOM Trapped! 


UST when you thought the issue 





cz Speaking of magazines 







Tis that season when everyone is 

visiting key people in the new gov- 
emment. Star CEO Peter Mukerjea 
has already made his rounds at both 
10 Janpath, where Sonia Gandhi 
lives, and Shastri Bhavan, where the 
new information and broadcasting 
minister Jaipal Reddy is. Last week, 
Star group CEO Michelle Guthrie, 
who took over from James Murdoch 
late last year, was in India. But in- 
stead of clients and colleagues, she 
had a round of meetings lined up 
with the new minister and his team. 
There must some sense of déjà vu to 
these meetings. Remember, Reddy 
was the minister who put a spanner 
in the works when Star was to launch 
its DTH venture in April 1997. 


HILE magazines are trying to 

morph into event 
management and new media 
companies, newspapers are taking 
the best from magazines and books 
to hook readers and advertisers. 
After events, multiplexes, films, 
outdoor and the just announced 
Jagran TV, Dainik Jagran has just 
launched a monthly magazine 
Jagran Yatra. While is not unusual 
for language magazines to cover 
travel a la Lonely Planet, it is 
unusual for Hindi newspapers to. 
Yatra, has wide range of Indian and 
foreign destinations with details on 
how to get there, apex fares and all. 
Watch ou,t Outlook Traveller. 














and events, what about TV's 
increasing love for them. 
From one, the number of 
film awards alone has 
gone up to a dozen every 
year, each with the 
mandatory Amitabh 
2. Bachchan and family in 
i3 Ex the front row. Lodestar 
as Media did a study ex- 
ploring this question 
by looking at all kinds 
of events telecast on TV during Janu- 


ary 2003-March 2004. Some of the 


results are obvious; like film awards 
get the maximum TRPs. Screen 
Awards 2004 got 8.44 on the rating 
charts on Star Plus. The surprise was 
the Star Parivaar Awards 2003 that 
got 6.94. These are awards that Star 
Plus organises for, say, the best 
mom or bahu on its shows. Mumbai 
and Kolkata are the biggest event 
watchers. The biggest surprise, how- 
ever, according to the Lodestar re- 
search is that events are more effi- 
cient buys because they cost less 
than soaps, per rating point. 


NOTHER interesting piece of re- 

search to hit my desk this week 
was the PricewaterhouseCoopers 
Global Entertainment and Media 
Outlook 2004-08. There is good 
news for advertising in general and 
the Net in particular. Global adverti- 
sing spending is set to increase at 
5.3 per cent CAGR during 2004-08, 
rising to $412 billion in 2008 from 
$318 billion in 2003. Despite being 
the smallest of the six advertising 
media, the Internet will remain the 
fastest-growing. It will grow to a pro- 
jected $18.9 billion in 2008 with a 
12.7 per cent CAGR. “In India, tele- 
com investment will expand the In- 
ternet access, which will fuel the 
growth in Internet advertising spend- 
ing,” says Deepak Kapoor, the PwC 
India head. More good news for 
happy little dotcoms. n 

VANITA KOHLI-KHANDEKAR 
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was dead and buried, the Telecom 

Regulatory Authority of India (Trai) 
is making those CAS (conditional access 
system) noises again. This time chair- 
man Pradip Baijal let loose a comment 
on TRAP a system that separates pay 
channels from free-to-air channels. The 
catch is that every channel requires a 
TRAP that costs about Rs 350 each. It is 
addressable technology in its most rudi- 
mentary form and is on its way out else- 
where in the world. It makes almost no 
sense for India. 

If you are wondering why we are 
writing about this it is because Trai is 
about to make its final recommenda- 
tions on the disastrous CAS amend- 
mentto the Cable Bill. What will they be? 
"We are still confused on CAS," admits 
Baijal. He points out that unlike India, 
other markets saw pay TV after set-top- 
boxes (STBs) were in homes. That is all 
the more reason why mandating CAS in 
a messy cable 
market is asking 
for trouble. Baijal 
probably knows 
that. The Trai pa- 
per admits that 
nowhere in the 
world have STBs 
been mandated. 
So why not just lay 
down technical 
specifications and let the market do the 
rest. There is a clear parallel you could 
draw with digital cinema to prove that it 
will work. Because there was money to 
be made in installing a Rs 10-lakh-per- 
head system in theatres across India, 
Mukta Adlabs started doing it, and that 
prompted others. India is now the 
world's largest digital theatre country. 
Nobody mandated it. 

Why then are we insisting on decid- 
ing how, when, and at what price view- 
ers will get STBs. When business imper- 
atives demand it, someone or the other 
will seed the market with free boxes and 
even make money on it. “I don't have an 
argument to destroy your argument. 
Whatever we do (even TRAP) it will not 
be mandatory,” is all Baijal will say. E 

VANITA KOHLI-KHANDEKAR 





RAGAGLITAZAR 


Morale booster, yes 
profit booster, no 


T really means nothing in 
terms of immediate com- 
mercial benefits, but the re- 
cently-published clinical 
study of ragaglitazar is a tremen- 
dous psychological boost to the 
drug discovery programme of 
Dr. Reddy's Laboratories. This 
company was among the first (in 
the mid-nineties) in the world to 
put its money on a class of com- 
pounds called dual PPAR (Peroxi- 
. some Proliferator-Activated Re- 
/  ceptor) agonists. It was a time 
' when other big pharma firms 
were backing out of this area. 
Now the molecule is no longer in 
human trials, but the clinical re- 
sults vindicate the company's 
faith in the potential of this class. 
PPARs control the genes in- 
volved in carbohydrate and lipid 
regulation in the body. A PPAR œ 
agonist increases High Density 
- Lipid (HDL) cholesterol and 
PPAR y agonist increases the ab- 
sorption of glucose into the mus- 
cle and fatty tissue. So a PPAR y agonist 
helps in the treatment of Type II dia- 
betes and a PPAR c agonist helps pre- 


D. RAVINDER REDDY 


cholesterol levels. A dual PPAR agonist 

helps control both diseases, but there is 

no such compound in the market yet. 
So Ragaglitazar could have been the 


first, if the clinical trials had continued. | 


But Novo Nordsik, to whom Dr. Reddy's 
HE Rs 3,600-crore consumer 
T durables major Videocon Inter- 
national is licensing yet another 
brand to be launched soon in the In- 
dian market. After having brought in 
brands like Toshiba, Sansui and Akai, 
Videocon is now licensing the Hyundai 
brand from the $15-billion Hyundai 
Electronics Industries to launch 
durables in India. Globally, Hyundai 
sells durables like colour televisions, 








Did Novo Nordisk pull the plug too early on Anji 
Reddy's pet project? 


had licensed the drug, discontinued its | 
human trials after reports of cancer in | 
| ratsand mice. 
vent cardiovascular disease due to high | 


However, the journal Diabetes Care 


has now published the results of the | 


clinical study on 171 volunteers in the 


| US with Type II diabetes. The results 
show that the drug really works on hu- | 
| with a bit ofluck. 
showed side-effects (weight gain and 


man beings, although the patients 








VIDEOCON INTERNATIONAL | 
More the merrier 


| 
PCs set-top boxes and VCD players. 
The multi-brand strategy is part of 
Videocon's plan to optimise its manu- 
facturing capacities. Currently it has 
the capacity to manufacture 5.2 mil- 
lion TVs and 2.4 million ACs. Hyundai's 
branded durables will help piggyback 
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anaemia) normally associated with 
such drugs. 

As is normally the case in such stud- 
ies, some volunteers received placebo, 
some others a widely-used PPAR y ago- 
nist called pioglitazone and the third set 
received ragalitazar. Those who re- 
ceived ragaglitazar showed sig- 
nificant reductions in their blood 
glucose, Low Density Lipid (LDL) 
cholesterol and triglycerides, and 
increases in HDL cholesterol lev- 
els. This is the first published clin- 
ical study on dual PPAR agonists, 
and it is enough proof about the 
dual activity of ragaglitazar. 

This does not mean that ra- 
gaglitazar is going to come back. 
For this, Novo Nordisk has to dis- 
cover why the drug causes cancer 
in rats and mice, and then prove 
that this mechanism is not valid 
in human beings. Even if they do 
that, ragaglitazar may have to 
compete with other similar 
drugs. Merck and Bristol Myers 
Squibb are jointly developing an- 
other dual PPAR agonist called 
muraglitazar. This compound is 
in Phase II clinical trials, and 
could reach the market in two or 
three years if all goes well. As- 
traZeneca too has a compound 
under development. 

Dr. Reddy'sitselfhas two com- 
pounds in development. A PPAR c ago- 
nist is in Phase I clinical trials. A second 


| compound, now in preclinical trials, 


acts on three PPARs: o, y and 8. 

While we wait for these compounds 
to reach the market or drop out of trials, 
Indian drug researchers can at least 
dream of discovering a blockbuster — 

e 
P.HARI 


more brands to its manufacturing facil- 

ities in Maharashtra and Gujarat. 
Though the size of the deal is not 
known yet, sources say that Videocon 
will be sourcing technology from 
Hyundai, and will manufacture the 
products at its own plants across the 
country. Videocon is also expected to 
pay its partner a 5 per cent royalty for 
using its name. E 
NANDINI VAISH 


TRAVEL AGENCIES 


An unkind cut 


HERE will the travel 
agents in India go from 
here? For about 70 per 
cent of the 12,000-odd 
agents that depend solely on commis- 
sions, the future looks bleak with the im- 
minent cut in the commissions on in- 
ternational airline tickets from 7 per 
cent now to 5 per cent from September. 
Faced with rising losses and threat from 
no-frills airlines, full service carriers like 
Lufthansa and KLM, which handle 
- three-fourths of the West-bound traffic, 
are unlikely to cave in to the travel 
agents' demand to keep the commis- 
sion at current levels. Just three years 
ago, the commission was 9 per cent. 
“The smaller agents have very few 
choices. Many of them will be forced to 
simply close shop,” says Balbir S. Mayal, 
president of the Travel Agents Associa- 
tion of India. “The 3,000-4,000 agents 
who form the two associations [Taai 
and Travel Agents’ Federation of India], 
have outstanding debt of nearly 
Rs 10,000 crore in the market, employ 
30,000 people, and currently account 80 


per cent of the airlines’ business,” 
says Ashwini Kakkar, 
CEO, Thomas Cook. But 
costs being what they are, 
after the cut the big agents will 
be less willing to share the 
smaller pie they'll be left with. 
And in the not-too-distant 
future, the industry is 
likely to move from 
a commission- to 
a service fee- 
based struc- 
ture. Airlines 
have already 
made that 
shift in Eu- 
rope and the 
US. . “If the 
commissions 
keep falling, 
they [agents] will have to look at other 
revenue streams," says Meher Bhan- 
dara, general manager, TCI India. The 
agents will have to offer value-added 
services like visas, documentations, ho- 
tel bookings and holiday bookings — for 




















a fee. At present, such services are 
often offered gratis to those buying 
airline tickets. Even for the 30-40% of 
the agents that charge for them, 
value-added services account for 
just 10% of their revenues. 
One way to add revenue 
streams is to offer more 
products. For instance, sub- 
agents working for bigger agen- 
cies like TCI sell tickets for Eurail, 
Japan rail or cruise lines. Here, 
they make more money (7-10%) 
as compared to 2% in selling an 
airline ticket. The big agent makes 
2-3% after costs and discounts 
and pass on only 2%. In the 
hy DONS run, they could even 
4, become travel consul- 
a tants and charge 
customers for in- 
formation as in 
Switzerland. 
In the end, is 
the agent going to 
stay in business? Says the 
CEO of a leading travel agency: “I think, 
yes. But somebody has to pay for his ser- 
vices. In the short run, airlines will have 
to pick up the tab. If airlines stop, then 
customers will have to.” e 
RANJU SARKAR 





Does this picture 
tell a story? 


OW things change. Ratan 

Tata beaming with the Dae- 

woo truck in the background 
in Korea. In the 1990s, Daewoo was 
one of the first MNCs to enter India. 
And now, Tata Motors had acquired 
the beleaguered chaebol's truck 
business. Lock, stock and brand. 

The point is that the nature of ac- 
quisitions is a measure of globalisa- 
tion. Companies start at customer 
lists, plants and then move up to 
brands. In the last three years, Indian 
companies have made around 120 
global acquisitions, only few of them 
are brands. Most were like ONGC, 
which acquired two oil fields in Sudan 
or like Reliance, which bought Flag 
Telecom. But the process has begun. 
It will, inshallah, snowball. n 





ASHISH SAHI 
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VES TY SUM 


EVEN IN BLIND TESTS, 
BUSINESS CLASS TRAVELLERS WOULD FAIL TO TELL THE DIFFERENCE. 


There is one car that comes closest to business class travel on the ground. The Tata Indigo. In fact its longer 

wheelbase, semi-monovolume front design, independent 3-link rear suspension and generous seating make it 

more spacious and comfortable than any other car in its class. Just ask any one of the 40,000 proud owners of ey 

the best selling sedan in the country. Or else, if you need that business class experience, just take a test drive. Spoil yourself 
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A MOTORS Visit us at www.tatamotors.com For assistance or queries on our passenger car range, call our toll-free number: 1600-225552. Accessories shown are not part of standard equipment 








TEN years after they started courting, the 
Financial Times and Business Standard 


finally tied the knot in September 2003. 
FT, a part of the £4.04-billion Pearson 
group finally took a 13.85 per cent stake 
in BS, for an estimated Rs 14 crore — the 
first investment by a foreign publisher in 
an Indian firm. FT editor and publisher 
(Asia-Pacific), John Ridding, spoke to 
BW's Vanita Kohli-Khandekar on its In- 
dia and Asia strategy. Excerpts: 


SANJIT KUNDU 


INTERVIEW/JOHN RIDDING EDITOR, FT (ASIA-PACIFIC) 


Together, at last 


w On the Business Standard deal 

It's the centrepiece of our Asia-Pacific 
strategy and consistent with our global 
strategy of working with a strong local 
partner. BS presents us with a strategic 
platform to build a business in India. 


m On what the two can do together 
There is a strong and growing market 


for news about India. And, there is a | 


small but growing market of business- 
men going abroad who are looking for 
news of what’s happening there. So 
there is plenty of room for a locally- and 
globally-focussed newspaper. What BS 
brings is distribution, its expertise in lo- 
cal news, and a commercial under- 
standing of India. What FT brings is a 
tremendous amount of international 
coverage of business and finance 
through its network of 500 reporters. 


E On what that means in actual working 
We will be sending journalists from FT 
to the BS newsroom, and doing joint ad- 
vertising and marketing. Later on, 
someone from FT will be working here 
permanently. 














& On why just 13.85 per cent 

We are both happy with the 13.85 per 
cent. It gives BS capital to expand. It is 
not a question of whether it is ‘here or 
there’, this is the first time an interna- 
tional paper has bought a stake in an In- 
dian daily; we have paid hard cash. So it 
isasymbol of our commitment. 


m On Frs Asia-Pacific strategy 

We entered the region in September 
2003 and are at 31,000 copies. Our over- 
all numbers are less than that of our 
main rivals, The Asian Wall Street Jour- 
nal and The International Herald Tri- 
bune. But they correspond to our focus 
on quality. 


m On India versus China 

India and China are the two most fasci- 
nating economies in the world. We are 
not allowed to print in either. However, 
in China we launched a successful on- 
line service in Chinese and now have 
40,000 registered users. There is huge 
potential for growth because, like India, 
China has a corporate sector that needs 
independent, quality information. W 











| EE is a great brand and has a 
| / lot of potential. I would have 
| liked to continue if given 
complete operating freedom." 
That's Sunil Khanna for you. The 
seventh head of Subhash Chan- 
dra's 12-year old Zee TV has just 
put in his papers. That is not 
surprising. As soon as Khanna 
took over from the current head 
of Times TV, Apurva Purohit 

in December 2003, the bets 
were on when he would 
quit. Media punters 
gave him more than 
the average two years 
that Zee heads have 
hung on to their jobs. 
After all, hed been 








| ZEE TELEFILMS 


~ Another one bites the dust 













with Zee for 10 years, the last few as 
CEO of Zee- Turner. But Khanna sur- 
prised everyone by quitting within 
six months of taking over as head of 
the groups flagship channel. Since 
he’s been with Zee for so long, and so 
many others before him had 

quit, wasn't it obvious that he 

wouldn't get operating free- 





dom? Khanna is quiet on that. 
Insiders point out that Zee- 
Turner had no one from 
the Chandra clan to take 
over the reins. When will 
one of Indias largest 
broadcasting firms get a 
long-lastingchief?f Wl 
VANITA-KOHLI- 

KHANDEKAR 


DINESH KRISHNAN 
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Mandira 
to Mickey 
Walt Disney 


T Company (In- 


dia) is a cool guy. At 
MAX, Rajat Jain brought Mandira 
Bedi to cricket. Will he remain as 
cool in a company notorious for its 
bureaucracy? When the $27-billion 
Disney’s JV with the Modis ended 
disastrously last year, everyone ex- 
pected the former to set up shop on 
its own quickly. But Disney is ago- 
nising over everything, so much so 
there are murmurs of impatience 
from senior Star India managers 
who are negotiating a distribution 
agreement. “My first job is to put to- 
gether ateam,” is all Jain has to say. 

VANITA KOHLI-KHANDEKAR 


HE new head of 





NOKIA 








mega pixel camera for 

ultra sharp pictures 

and 65,536 colour mega screen 
for vivid colour images 
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MOVEMENTS 
New beginning 
at New Vernon 


HE brain behind HDFC Mutual 
T Fund is joining New Vernon Capi- 

tal, a US-based institutional in- 
vestor. Sanjoy Bhattacharya has had 
an extremely successful stint at HDFC 
Mutual, which he joined in July 2000. 
HDFC is now the third largest mutual 
fund company in the country. The total 
amount of funds under its manage- 
ment has increased from Rs 700 
crore to Rs 15,777 crore (Bhat- 
tacharya directly managed Rs 2,700 
crore of this corpus) in the four years 
that he spent as the fund's chief in- 
vestment officer. The move comes as 
sources in HDFC Mutual say that Bhat- 
tacharya had had enough of the quar- 
terly pressure of the mutual fund busi- 
ness and being judged on the basis of 
daily net asset value. 

For someone who believes in value 
investing and has faith in Warren Buf- 
fet's investing style, the New Vernon as- 
signment would be an exact fit. "It is 
more of a buy and hold investor," says 
afund manager. New Vernon has an in- 
teresting structure for its Indian opera- 
tions. It will have two funds, one that 
will invest in listed securities and the 
other in private equity. Bhattacharya 
will head the $100-million listed secu- 
rities fund while Rajiv Sahney, former 
managing director of the Indian opera- 
tions of AntFactory (an incubator that 
walked the earth during the dotcom 
era) will handle private equity. E 


ms. SHISHIR PRASAD 





HEMANT MISHRA 


INTERVIEW/E. ASHLEY WILLS 


“We can't bully India" 


There is barely a month to go 

for the WTO's general council 
meeting in end July. Some 
framework on an agricul- 
tural deal is expected there, 
with a lot more talks on ex- 
port subsidies, and all eyes are 
on the big five farming areas 
— Australia, Brazil, the EU, 
India and the US. In this con- 
text, assistant US Trade Rep- 
resentative, ambassador E. 
Ashley Wills' visit to India was 
significant. Gina S. Krishnan 
caught up with him in Mum- 
bai, where he was meeting in- 
dustry associations after a se- 
ries of ‘talks’ with bureaucrats 
in Delhi. 


e What was the agenda of 
your visit? 

To meet the Indian leader- 
ship to discussWTO negotia- 
tions so that we can agree on 
a broad framework for the 
general council meeting. 
Once that's done, only the 
numbers need to be put in (on tariff re- 
ductions) for the talks to go forward. 
Hopefully, the talks can get concluded 
in early 2005. The idea was to gauge the 
attitude ofthe leadership. 


SANJIT KUNDU 


m And how do you regard this visit? 
The government is new, but it has out- 


standing individuals in key economic | 
| distorting domestic support, if other de- 


ministries. They are clever representa- 
tives of India's interest. And I would be 
presumptuous to assume that we can in 
any way bully or force India to accept 
what we say. India and America have 
$18 billion worth of trade and India has 
a $9 billion surplus. Our agricultural 
products form a very small part of im- 


ports by India, only $80 million worth of | 


almonds! We hope trade with India will 
increase to a large extent. 


m Agriculture issues have stalled WTO 
negotiations. What's the way forward? 
Agriculture is important and sensitive 
for all countries. Obviously, developed 
countries want more tariff cuts and we 
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understand that developing countries 
need to protect a number of sensitive 
products. Tariffs in America are already 
lower than those of developing coun- 


tries. What we want is that tariffs should 


be kept on some sensitive products, and 
lowered substantially in others. In ex- 


| change, we are prepared to eliminate all 


subsidies, and almost all trade which is 


veloped countries and European coun- 
tries also do it. 

We also need to promise our agricul- 
ture community a bigger market if we 
take away all subsidies. But we are will- 


| ingtodothat. Tariff barriers affect South- 
| South trade more than they affect North- 


South trade. If more trade happens, it 
can only improve world welfare. WTO 
can only go forward if all countries agree; 


|! if India, South Africa, China, Brazil or 


Nigeria do not agree, it can't. What we 
say is let us keep negotiations open; 
maybe we will not arrive at the best deal 
now, but let us keep cutting tariffs. More 
trade is better for citizens. ES 
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INDIA-PAKISTAN TALKS 


The K word 


Kashmir is no longer a delicately avoided subject. It 
figures prominently in talks between the two nations 


| 










Onward ho! India's foreign secretary Shashank (R) and his Pakistani 
counterpart, Riaz Khokar in New Delhi 


Asia — the Jammu and Kashmir issue. 
For the first time, India devoted an 
entire morning to discuss J&K with Pak- 


S the foreign secretaries of | 
India and Pakistan wrap- | 
ped up their talks last | 
week, there was every in- | 
dication that the two 
countries had made their first serious | 
effort to tackle the hostilities that have | 
bedevilled their relationship since 1947. 

Put it down to the changed interna- 
tional climate after the 9/11 terrorist 
strike on the World Trade Center. Or 
maybe it’s the realisation that peace 
pays huge dividends in a world where 
countries are increasingly being judged 
by their economic prowess. 

Whatever the reasons, the resumed | 
dialogue struck the most positive note | 
in India-Pakistan relations since the for- | 
eign secretaries last met six years ago. | 





clearly looking at the possibility of soft- 
ening borders — both along the inter- 


people from both sides. 
Two radical proposals show how far 





gar to Muzaffarabad in Pakistan Occu- 
pied Kashmir and 
the other is a 
bus from Su- 

chetgarh in 
Jammu to Sialkot. 
Both would connect 


Apart from agreements on a slew of nu- | sensitive areas, 
clear, military and conventional confi- | which are prone to 
dence-building measures, the mostsig- | terrorist strikes. 


nificant progress in the talks was both | 
sides' willingness to move away from 
stated positions and look afresh at the 
single biggest obstacle to peace in South | 


The proposals 
are a measure of In- 
dias confidence that 
Pakistan is on board on 
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istan. While a ‘end’ solution to the prob- | 
lem is nowhere in sight still, Indianowis | 


national boundary and along the Line of | 
Control — to allow freer movement for | 


India has come. One is a bus from Srina- | 


REUTERS 





"m 


the terrorism issue. This feeling arises 
from several things. One, cross-border 
infiltration levels are down this year, de- 
spite summer being the peak season for 
terrorism. Two, Pakistan is under close 
surveillance by the international com- 
munity, particularly the US, on its sup- 
port to terrorist groups. Three, last years 
assassination attempts on President 
Musharraf seem to have prompted him 
to do a serious weeding out of terrorists 
and their sympathisers from the Pak- 
istani army and establishment. 
However, as usual, the devil is in the 
detail. India and Pakistan were not able 
to agree on the kind of documentation 
that would make the buses operational. 
India is insisting on passports while 
Pakistan wants UN documents or the 
old rahadari system of travel docu- 
ments issued by district commissioners. 
The use of a passport as a travel docu- 
ment would mean tacit acceptance of 
the LoC as a border, which explains Pak- 
istan's objections to India’s proposals. 
The two countries have postponed 
the inevitable by leaving it to a technical 
committee to sort out these details. No 
date has been set for this committee to 
meet. What is significant, however, is 
that the Indian proposal arose from a 
demand made by Kashmiri groups and 
parties, including the ruling PDP and 


| the Hurriyat Conference. Interestingly, 


the demand was reiterated to Pakistan's 
foreign secretary Riaz Khokhar by the 
Hurriyat moderate leader, Mirwaiz 
Omar Farooq, when they met this time 
in Delhi. As another measure of India's 
goodwill, and in a departure from the 
past, New Delhi allowed the Hurriyat 
leadership, both the moderates as well 
as hardliners, free access to Khokhar. 
Despite the token references to the 
UN Charter and the Shimla Agreement 
in the joint statement issued at the end 
of the talks, it was clear that the mind- 
set on both sides has changed. Pakis- 
tan may have mentioned 
. . tripartite talks, but 
— 9» it seems to have 
/ accepted that the 
— demand fora ple- 
L7 biscite is no longer 
relevant. And India 
showed that was no 
longer afraid of the 
/ K-word. x 
ARATI R. JERATH 






Ashok V. Desai is 
consultant editor of 
The Telegraph 


You must 
have 
public 
servants 
who 
admit 
only 
upright 
members 
and who 
throw 
out the 
dishonest 
amongst 
them 











PRIME minister must lead the 
nation; and to lead, he must 
communicate. This was the ra- 
tionale of Manmohan Singh's 
speech. It came none too soon, 
and I hope there will be many more. But to be 
effective it must be well-crafted, and there was 
much in his speech that could have been omit- 
ted. Whatever came out of the Common Mini- 
mum Programme could have been left there, 
and the anodyne references to other countries 
could have been left to the foreign minister to 
make. The point of this first speech was to con- 
vey his message and lay out his agenda; in be- 
tween the bland and worthy utterances, he did 
say what he wanted to say. I thought that he 
wanted, particularly, to convey three things. 
First, the poor and the deprived mattered. Eco- 
nomic growth did not automatically benefit 
everyone; it was the government's duty to help 
people and communities that did not have a 
share in the growth or who were in distress. Sec- 
ond, only the government can build up infra- 
structure and make sure that people get social 
services. Hence government cannot be wished 
away. It has to be there, and it is now time to 
make it work efficiently. And finally, those that 
are pained by the dismal standards of our poli- 
tics should come forward and take part in pub- 
liclife. Thatiswhat he had done, and he wanted 
many more ofus to join him. 

No prolonged debate is necessary about 
what the government should do or not do. But 
there is such despair with the government's 
ability to do anything efficiently or honestly 
that we have stopped the government from do- 
ing even things that governments routinely do 
elsewhere. In many industrial countries, citi- 
zens pay an annual television licence fee, or a 
vehicle registration fee. We haye abolished both 
because they bred so much corruption. 

Where the government has to be involved, 
we try to prevent corruption by banning con- 
tact between the government servant and the 
citizen. Prime ministers and chief ministers 
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Corruption can 
be prevented 


have often promised to end licence-permit raj. 
Chandrababu Naidu spread a wide area net- 
work over his state, making it possible to trans- 
act business with the government over the Net, 
without encountering a bureaucrat. 

This solution is fine where the government 
servant is not required to exercise his judge- 
ment or authority; babus can sell stamps, and 
young people on contract can photograph a 
person and issue a driving licence. But they 
cannot judge his driving skills without getting 
into a car and watching him drive. A revenue 
officer cannot stop a businessman from cheat- 
ing on taxes without asking him questions, ex- 
amining his books or asking how he got money 
for his son's wedding. If the government gets a 
bridge built, its engineer will have to inspect it 
to make sure it will not collapse. The govern- 
ment cannot be run without exercise of judg- 
ment, and often, of compulsion. And ifit is to be 
free of corruption, the civil servants who use 
judgement and force must be honest. 

The most common device to keep people 
honest is to impose checks on them. That is 
what the comptroller and auditor general is 
supposed to do. That, come to think of it, is also 
what the Parliament is supposed to do. To 
these, Manmohan Singh would like to add 
public-spirited citizens to keep a watch over 
public servants. But these ex-post checks are 
highly fallible. There is usually a convergence of 
interest between the corrupt official or minister 
and the man who bribes him. It is in the interest 
of both to conceal corruption. Hence all that 
greater surveillance can do is to generate more 
suspicion, fear and paralysis. 

If you want an honest government, you 
have to have public servants who are innately 
honest, who admit only upright members and 
who throw out the dishonest amongst them for 
the ignominy they bring upon public service. 
What the prime minister should look for is a re- 
construction of the civil service, and a set of 
ex-ante rules to prevent arbitrary and poten- 
tially corrupt ministerial decisions. »* 
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rwal 


T’s 1.30 in the afternoon when Ra- 
jeev Karwal loses his cool. Sitting 
in the backseat of a Toyota 
Corolla, en route to Delhi from 
Electrolux's plant at Shahjahan- 
pur, Rajasthan, we have been 
grilling the Electrolux Kelvinator 
(EKL) CEO and managing director for 
over an hour. Karwal has maintained his 
unflappable demeanour so far, but the 
question about his autocratic style of 
management gets his goat. We tell him 
what a former colleague had to say 
about Karwals management style: 
"Theres only one way of looking at 
things — his way. There's no scope for 
difference of opinion." Karwal bristles: 
"Who are these people? I have a job to 
do. I'm in a hurry. If people don't per- 


5. form, they go." He gets so agitated that 


| " h his normally neatly-combed hair falls to 

strengths form an unruly mop on his forehead. 
Sets a manic pace at Karwal does not lose his cool easily. 
"iir otn t wait for Certainly not in public. Never before a 
journalist. It was a rare public outburst 
Brings tremendous from a man who has crafted his pub- 
focus to branding and lic image over a decade. "He's very 
a ae conscious of his image. He 
Builds lasting works hard on his relation- 
relationships with weaknesses ships,” says Ajay Kapila, 
the trade Micro-manages. Yet Karwal’s deputy at LG 
Makes strategic to delegate sales and Electronics for two years 
moves based on marketing functions and now the marketing 
clearly-defined goals Stubborn about own we director of JK Indus- 
convictions. — BE tries. Karwal's back- 
Autocratic at times es | slapping behaviour, 
Control freak. Can E. his always-smiling 
clash with function e face and his accessi- 
v | o bility have made him 
Takes systemic ed the media's delight. Yet, 
failures very hard t6 for that brief moment in 
7 the car, he let it all slip. He 
recovers himself quickly 
enough. Getting down from 
the car, he apologises: "I'm 

sorry if I was rude." 

A few days later, he's at a studio 
in Gurgaon's DLF Phase III for this is- 


Karwal’s 


Photographs: DILEEP PRAKASH 
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Hes built up a huge reputation. But is the task of 
turning around Electrolux Kelvinator too tough even 
for him? By Rajeev Dubey & Nandini Vaish 


ups: cover shoot, Our 


WR hoto editor thinks hes 





E rari dog ‘too pisi : 
Nut because of the lighting. 
- He has a few suggestions 


on the shots too, and 
poses effortlessly in front 
of the camera for more 
than an hour. 


What t acta 


has going for it 
X Has the backing of | 
parent, is getting. an 

| additional Rs 200 cr 


Sales: in Qi 2004 
have grown 32% 


| marketing head, is 
s top management 
team is in place 


Has shut ntión-rem- 


nerative plants & cut — 


. mit that Karwal was in- 


, Barring the sales and ^ strumental in ensuring | 


So, when LG entered In- | 


dia in 1997, Karwal, then | | 
= the head of marketing at - 
` Mire (makers of Onida), 
. was the obvious choice. 


Even his worst critics ad- 


an aggressive entry for 
LG in India, at times | 
even  over-shadowing 
LG'sfirebrand managing - 
director K.R. Kim, who | 
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anahtara eer. Sen ve 
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Such image-building workforce by 2,000 was still learning. the | 
craft coupled with some Is the fastest-growing  TOPes in the Indian mar- 
back-breaking work have in the 354-litre-plus  . ket. During the 36 mon- 

. helped this most famous refrigerator on i ths he spent at LG, the | 


. graduate of Institute of 


Management Technology-Ghaziabad 
go from strength to strength in his 20- | 


year career. "He has a history of creating 


brands. He is a brand himself,” says | 


Kapila. Certainly, the 41-year-old Kar- 
wal has made himself heard above the 
cacophony of the consumer durable in- 
dustry, where managers are nearly as in- 
distinguishable as the durables they sell. 
After all, when it comes to talking 
about himself, Karwal doesn't believe in 
being modest. He lists his achieve- 
ments... Onida’s ascent, LG's remarkable 
entry, Philips’ revival... "You aren't ex- 
actly humble, are you?” we ask him. 
. “Who will talk about them if 1 don't?" he 
< says with a deadpan expression. 
. To his detractors, however, Karwal 


right place at the right time. 

_ His stars first shone with the ascent 
Onida television and the ‘Neigh- 

Envy, Owner's Pride’ campaign. 





-< has been plain lucky, having been in the - 





| DVD players. —— TO TTE and that hes not any 

| Now, asthe MD ofthe - D UL PIS oser o Grow his de= . 
| f- ; products have peen E 8 i 
| Rs 322.33-crore. Indian relegated to the back tractors- wrong. 

| subsidiary of the world's of the shop His poise is disrupted 


+ company grew from nil | 
to. Rs 1,200 crore. Karwal persuaded Kim: 


to agree to crucial decisions like decen- 
tralisation of power to sales branches 
and building volumes rather than mar- 
gins. He carried the halo with him to 
Philips. LG went on to 
grow four times after Kar- 
wals departure. But by 


black on the back ofa 3 
new emphasis on quick ” 
product introductions in 
colour televisions and 
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must chang 
M its concept-to-launch 


then, he was already a = time is 2 months more 
celebrated man: His 36- © than its peers’ 
month stint as vice-presi- EH €— 
dent (consumer elec- g “aterial costs are 
; m . gm 40-156 higher than 
tronics) at Philips India {H is competitors 
| also coincided with that — 44 
business getting into $ Has withdrawn 


c= Kelvinator, its best- 
= selling brand 


Has accumulated 
losses of Rs 547 cr 


| pany) issuccessful or not," Karwal says, 










| largest appliance company, the $17 5: : 
billion AB Electrolux, the sales and mat 
_ keting veteran heads anorganisation{or : 
the first time in his career. | 
But for Karwal, the deep-in-tl 
EKL M turn 1 out: 














hype. A failure would, of course, blow 
away the aura. | | 
Thatisnt hidden from Karwal. “W 

terloo?" he counters a questio 

the industry sees his currer 

ment. "People say lr th ( 
ation. Time has told and time will t 
what | am worth... whether it (the come 











picking a couple of red cherries from a 
tray before reclining into. the swivel 
chair. We are now sitting in histhirdfloor |... 
office at Gurgaon's Glow ^ 
bal Business Park. 

But what could be 
worrying him is that 
even now, 16 months 
into the job, the story 
could easily swing either 
of the two ways. —— suc- 
cess or failure. Ask Kar- 
wal. He would have obvi- 
ously preferred to shut- 
his critics up: Pokehima ^ 
bit and he admits the- 
task athandi isenormous 
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only bya om surprisingly humble, words: “Self-doubts do 

crop up. But they must arise. They are the feed for the days 
- ahead,” he says, when asked whether he fears failure. 

Pad ——EKLhasincurrednetlossesin the last three years of opera- 

L^", tions, the last under Karwal's leadership. The total accumu- 

B lated losses are Rs 547.23 crore. The topline, too, has shrunk 

| from Rs 472.68 crore in 2002 to Rs 322.33 crore in 2003 (though 

| in the first quarter ended 31 March 2004, it rose to Rs 97.56 

| crore from Rs 65.45 crore in the same quarter last year). Oncea 

| leader (33 per cent share) in India’s 2.6-million-unit refrigera- 

| tor market, EKL's total marketshare has slipped from 16.7 per 


risen in the 351-litre-plus segment in the first quarter). EKL is 
| now the fifth largest refrigerator company in the country (re- 


| more, in line with AB Electrolux's global strategy to promote 
E the Electrolux brand, EKL has taken a conscious decision to 
B. pull out Kelvinator, its most successful brand in India till date 
B (See'TheSobbing Penguin’). Needless to mention, EKLs other 
I brands in India— Allwyn, Voltas, Maharaja and Intron — have 
| already been given a quiet burial. 


L TOW Karwal' reputation is at stake. He has no option but 
<À N to revive EKL. After all, he joined it with a larger-than-life 
| image. He worked with his team in candle light (when LG's 
E plant at Greater Noida had still not got a generator) late into 
| the night to finish a sales report. He persuaded them to carry 
' through LG's nationwide brand launch (setting up branches, 
B appointing dealers and advertising) within four months when 

the industry norm was two years. In fact, stories about his bru- 
_ tal energy are lore across Onida, LG and Philips. “He brought 
| youthful energy to the company,” says Karwal's former boss, 
ES Philips India managing director K. Ramachandran. As one ex- 
$ colleague explains, Karwal brings a sense of urgency to the 
. smallest of things. "His meetings must end in a conclusion, 


| wal's average working day is 12-14 hours long. 
- Yet, his working style can also be 
| disruptive, as many managers have 
discovered. In fact, as one former col- | De 
| league puts it: "Its not easy to work with | 
| him. Ina small measure, you have to be 
E areflection of him." Actually, depend- 
- ing on which side of the relationship 
E you are with Karwal, you could either 
B end up getting complete freedom of | 
| operation — if he trusts you — or your 
freedom could be choked. That's be- 
= cause Karwal carries strong convic- 
$ tions from the days he spends in the 
8 market— meeting dealers, distributors 
B and customers. Those opposed to his 
B opinion are faced with sweet convinc- 
1 ingand salesmanship followed by pres- 
sure of authority even aggression. 
| "When he's convinced about his point, 
ihe can be stubborn to the extent of be- | 
. ing irrational,” says a former colleague. 
E But what if the manager defies his au- 


É centto 12.7 percent since Karwal took over (though share has | 


- frigerators account for 96 per cent of EKLs revenues). Whats | 


. never [be] open-ended. For him, there's no tomorrow." Kar- | 
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thority even after Karwal has reasoned out his point of view? 
"He's quick to understand when someone does not subscribe 
to the same values. He would do anything. He won't wait for 
tomorrow. He can be very disruptive when he wants to be," 
says another executive, who has faced Karwal's wrath. 

Former colleagues say Karwal uses his temper very strate- 
gically. That he rarely wastes energy on non-productive things 
such as losing temper. "I do that out of frustration when peo- 
ple don't even try their best," says Karwal, admitting he can 
shout for good reason. He can also be nasty when he wants to. 
"Even a receptionist can do a better job than you," he recently 
told a senior manager in public, forcing him to quit soon after. 

Some of that frustration is the by-product of his almost ra- 
bid reaction to the smallest of failures, say, leaflets not reach- 
ing in time for a local product promotion. "He takes systemic 
failure very hard. For any repeat failures, often it's a time of 
reckoning,” says one ex-colleague in Mumbai. A failure mani- 
fests in some hard questioning and in apprising himself of 
steps that have to be taken to prevent it in the future. For in- 
stance, after dealer conferences, he often calls an impromptu 
meeting at the venue itself to discuss successes and failures. 
Typically, Karwal never forgets what couldn't be achieved. 

It is such attention to detail that has made him a super- 
salesman. The problem is that the moment Karwal-the-CEO 
morphs into Karwal-the-salesman, he treads into the territory 
of EKUs marketing and sales head. "He involves himself in 
every small thing. That leaves you with no freedom to do your 
job,” says a former sales head. That could explain why EKL lost 
vice-president (sales and marketing) Rajesh Puri in January 
this year and two other regional heads within 3-4 months of 
Karwal's joining. Some say that's because he can junk months 
of market research to go purely by his gut feel. Now, hardcore 
marketers see little wrong with that. “There is a sense you get 
when you are in the market which you can never get from 


| market research,” says Ganesh Mahalingam, former head of 


marketing, LG India. Obviously, those at the receiving end 
consider this as intrusion into their territory. 

Point is, till date, sales continues to 
be Karwal's first love. His senior-most 
marketing executive today is Sanjeev 
Wadhwa, general manager (market- 
ing). “In July, I will travel to dealer out- 
lets for 22 days," says Karwal as he flips 
open his Sony Ericsson cameraphone 
to display the pictures he shot while 
traveling. A refrigerator door was not 
aligned properly at one dealer's, at an- 
other dealer's a refrigerator had a dent, 
and at a third dealer's, the Electrolux 
logo was smudged. Karwal will pass on 
all these details via email attachments 
to his marketing team. 

The question is: has Karwal even 
grown from being a salesman to being a 
CEO? His previous boss, Philips' Ra- 
machandran says this as a natural evo- 
lution of a manager. “It’s only natural 
that at that age (Karwal was 37 when he 
joined Philips as head of the consumer 
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But Karwal has his own reasons for not taking the Ko- 
reans head-on right now. Especially in the volumes 
game that they seem to have mastered so well. LG's re- 
frigerator sales have gone up from 3.95 lakh units in 
, 2002 to 6.30 lakh units in 2003. While Samsung has 
grown from 1.42 lakh units to 2.34 lakh units in the 
same period. Such volumes are inversely proportional to 
prices. EKLcan hardly afford a price war right now. After all, 
it's still incurring losses (first quarter loss: Rs 25.96 crore). 
And the Koreans are already many times larger than EKL is. If 
LG can achieve its Rs 7,000-crore target this year, it would be 
20 times the size of EKL. Samsung, too, would humble the In- 
dian subsidiary of the world's largest consumer appliance 
company in sheer size. Even Whirlpool is two-and-a-half 
times the size of EKL today. 
Karwal's interim gameplan is simple. The worst-case sce- 
nario: guard marketshare at its current level (12.7 per cent). *1 
don't want to drop marketshare beyond a point. Not beyond 
the current level," says Karwal. And the best-case scenario: 
improve it without engaging in a price war. Both of which are 
difficult given that competition is engaged in a brutal fight to 
grab marketshare. 
The situation is particularly difficult because of the state 
EKL is in today. It's not as if Karwal doesn't want to fight the Ko- 
reans. Those who know him well say he would be itching to 
take his rivals head-on. "You cant belittle Rajeev. He has a pos- 
itive ego," says a former deputy. Competitors know that well 
enough. "They will surely get into mass-volume products and 
expand the market,” says EG’ marketing director Anil Arora. 
Only, Karwal isnt given to rash bravado. "He will not invest ei- 
ther in time or resources where he hasn't clearly defined the 
gains," says a former colleague. 
After all, at this point in time, EKL is not strong enough to 
sustain a bloodbath. Karwal is constrained by EKUs legacy — a 
longer time to market and high cost structure. We'll come to 
those later. First, consider whether Karwal can overcome the 
most daunting task at hand. That of increasing visibility of his 
product in the front of the shop. 

Over time, for lack of sales and for lack of attention from 
the company itself, EKU’s product range had got relegated to 
the back of the retail shop. And, at the same time, stocks had 
mounted at the factory and in the distribution chain, demor- 
alising the trade channel. 

Naturally, bringing his product displays to the shop fronts 
is the most serious challenge for Karwal. That may not be too 
difficult as this is considered the area that he is most compe- 
tent at. One of the greatest strengths of this career salesman is 
his ability to get along with the trade. He maintains direct con- 
tact with a majority of the dealers and travels extensively to 
keep in touch with the trade. For instance, when BPL ernbar- 
goed its dealers from tying up with LG, it was Karwal's rela- 
tions that carried LG through in the marketplace. 

Thats a trait that he, perhaps, developed in the formative 
years of his life, when he had to move schools often as his fa- 
ther worked in the armed forces. “I had to make new friends 
everywhere,” says Karwal. The process continues even today, 
as he often initiates non-durables players into the industry, 
who, in turn, remain loyal to him. Says Onida Group chairman 
and managing director Gulu Mirchandani, with whom Kar- 











































































electronics business) the dominant functional experience will 
be in one area. That does not mean he wasn't knowledgeable 
in other areas. He managed all functions of the business as any 
other business head would do.” 

At EKL, Karwal has the opportunity to prove that he has 
graduated from a super-salesman to a CEO. A revival could go 
down as the most spectacular turnaround in the durables in- 
dustry. And Karwal, in turn, would have proved his detractors 
wrong. A failure would most certainly devalue ‘Brand Karwal' 


Can Karwal Revive Electrolux? 


The most conspicuous feature of Karwal's revival plan for EKL 
is that it does not envisage engaging fierce industry rivals like 
LG (which has a 22.9 per cent marketshare), Whirlpool (22.2 
per cent share) and Samsung (8.9 per cent) in a fight to reclaim 
marketshare. Not for now. Not until 2006. That is when EKL 
plans to launch its biggest assault on capturing marketshare 
after having set its house in order. By that time, hopefully, re- 
turned to the black. Is that sensible? " [Going] niche is a defen- 
sive strategy. How can you dominate the market as a niche 
player?" asks Jagdeep Kapoor, managing director, Samsika 
Marketing Consultants. 
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INTERVIEW/HANS STRÁBERG 
Quality time for India 


The world's largest home appliance maker AB Electrolux 
needs India and China badly. Today, 9196 of its $17.5-bil- 
lion revenues come from Europe and the Americas, 
which are showing negative growth. Asia accounts for 
only 4% of its global revenues. And India just 0.4%. 

The company knows it paid little attention to its In- 
dian subsidiary in the past. Today, India’s performance is 
reviewed via at least two tele and video conferences every 
month and a sector board review every quarter. BW met 
AB Electrolux’ global president and CEO Hans Strüberg. 
Excerpts from the interview. 


E Electrolux isn't aggressive in India. Why? 

I'm confident about India. We are looking at profitable 
growth, not just growth. The company has to be prof- 
itable in the long run. We have to be mindful of what the 
brand stands for. It's not marketshare at any cost. 

Of course, we are not satisfied with the profitability 
of the company but... we are now looking towards ex- 
panding our product line. We are very confident that 
there will be a shakeout. We will be No. 3 in the market. 





El Aggressiveness must be seen relative to others in 
the market. The Koreans are growing fast here. 

I’m not knowledgeable about competition. In the lower 
category I don't think anybody can make money on 
those prices. I've seen that fail in several parts of the 
world. That's why we are not doing that. I don't think we 
will be left behind. You have to look at our strategy — to 
develop products as per the consumer's requirement. 
The products are offered through the correct channel; 
we support that product through the correct channel. 





E Why did you choose a single brand at the 
expense of good local brands like Kelvinator? 
We have acquired a number of companies over- 
seas. Also, very good brands. It's very expensive to 
build too many brands. By 2007-08, Electrolux will 
be the major brand, with two-thirds of our sales. 


W Why do you have an expat CFO at EKL? 

It's not a good idea to leave local organisations on 
their own. You need to have a mixture of locals and 
expats to have the knowledge of the local market 
and also of the Electrolux network. We have a cou- 
ple of expats in India to ensure that the local man- 
agement has access to the Electrolux network. 


Ej That wasn't done before Mr Karwal's tenure... 
We should have done a better job of offering access 
_ to international management. It's regrettable that 
we didn't do it then. The important thing is that we 
are doing it the Electrolux way now. 





wal worked for eight years: “He has a good idea of distribution 
and he has built relations with dealers by attracting a lot of 
new people (dealers) into the industry.” 

Still, Karwal is yet to satisfy everyone. A few multi-brand 
outlets complain they have neither met Karwal in person nor 
has EKL improved its delivery schedule to them. Says Ajay 
Sharma of Sameer Electronics, a durables store in south Delhi: 
“Neither models nor product catalogues are available. The 
company just doesnt take any interest. You ask them for a par- 
ticular model, and they send something else.” The focus, obvi- 
ously, is on exclusive outlets first. 

His relations with a few other dealers hit a nadir when, 
soon after taking charge, Karwal launched a massive drive to 
recover money from the defaulting dealers. Today, EKL is en- 
gaged in over five debt recovery suits against its dealers coun- 
trywide. "Only the best dealers should survive in this business. 
Ultimately, we are not here to do charity," he says. 

His efforts to regain EKLs position in shop fronts is in- 
spired by what is being internally called a guerrilla tactic. A 
plan that may help grow marketshare, at worst maintain it, 
without indulging in a price war. EKL has identified high 
turnover outlets in each town and city in the country. Last 
month, Karwal and his team began targeting them to not only 
get them to stock more EKL products, but also to display them 
at prominent locations within the shop. 

One of Karwal's biggest handicaps is that EKL’s concept- 
to-launch time is longer than that of its industry peers. Today, 
it takes EKL 8-12 months to introduce a new refrigerator or 
washing machine into the market. Major competitors like LG 
take 8-11 months to bring a new product into the market. The 
difference is that more often than not competitors do it 
around the eighth month, while EKL does it round the 12th. 
Globally, Sony takes even less — 4-6 months. Delayed product 
introductions prevent EKL from exploiting first-to-market ad- 
vantages like premium pricing for a novel product till such 
time as a me-too product is introduced by a rival. 

Hence, EKL is now working on quicker concept-to-launch 
targets with a cycle time reduction of at least 30 per cent. Says 





BUSINESSWORLD 36 12 JULY 2004 












Refrigerators | bh. s 


Electrolux’s executive vice-president (industrial and technical 
operations), Vilas Divadkar: "You have to follow a cycle time. 
For that, a modular approach and flexibility are key." The 
problemis that it would take EKL about a year to achieve cycle 
times that are in the 8-month range. : 

The other thing Karwal is trying to do is create awareness 
around the brand by introducing unique features in the refrig- 
erators. One of the results is Tamanna, the refrigerator with an 
FM radio, an alarm clock and digital message recording facil- 
ity. Among the others are Bijlee, a refrigerator that runs on bat- 
tery for up to 12 hours (incidentally, Onida had a black & white 
TV with a battery back-up, while LG once considered launch- 
ing a CTV with a battery pack), a mid-size refrigerator with a 
water dispenser, and a refrigerator that opens with a pedal. In- 
side the refrigerators, EKL has introduced new features like 
open-door alarm, spill-proof trays, retractable can-holders, 
medicine box and a glass holder. “These features have been 
introduced by listening to the consumer's voice,” says Hans 
Straberg, Electrolux's global CEO, as he shows you one refrig- 
erator after another at the company’s Shahjahanpur plant. 

Competitors, however, consider these as mere gimmicks. 
“He's trying to break the ineptitude of the company with such 
products,” says LG's Arora. Others like Samsika’s Kapoor at- 
tack the ‘Nurturing hope, nourishing life’ campaign EKL has 
just introduced. “An average consumer does not understand 
words like nurturing and nourishing. Those ads don't break 
the clutter. It's difficult to recall and remember." Karwal de- 
fends his campaign. "It's a much wider platform. Other people 
sometimes miss the point," he says. 

The results of EKL's latest innovations — most of which are 
too recent to have penetrated deep into the country — and 
campaigns are yet to send manufacturing into an overdrive. 
“Bijlee isn't moving. It's too expensive (at Rs 13,000, almost 
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Can Electrolux become No. 3 in durables? 
5 Marketshare in India (96) 


Marketshare in India (%) 
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twice the price of a normal re- 
frigerator)," says Rohit Sharma 
of SR Electronics, an outlet in 
south Delhi. But lower sales and 
higher cycle times aren't the only 
reason why that isn't happening. 

For all of Karwal's efforts at 
sales and marketing, if EKL is 
unable to realign its cost struc- 
ture, revival should be the last 
thing he can expect. After all, the 
key reason for mounting losses 
isits bill of material cost, which is 
10-15 per cent higher than the 
38-40 per cent that the industry 
leaders operate at. "The direct 
material cost is high. It has been 
historically high. Actions are be- 
ing taken to bring it down," says 
EKLs expatriate chief financial 
officer Paul Gelardi. Manufac- 
turing head Divadkar says EKL 
has seta target to reduce costs by 
5-10 per cent in the current year. 

Gelardi assures us that by 
Electrolux standards, EKL is 
stingy in direct material costs. But market developments indi- 
cate a 5-10 per cent cost reduction may not be ambitious 
enough to outsmart competition. In January-May 2004, for in- 
stance, thanks to competition, the refrigerator and washing 
machine markets shrunk 10 per cent and 8.8 per cent in value, 
even while they grew in volumes. A 10 per cent cost reduction 
may not be enough to ensure EKLS revival. At best, it can neu- 
tralise the price cuts. 
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LEARLY, Karwal will have to give as much attention to the 

cost structure as sales and marketing. For instance, while 
the industry trend is to get compressors — as much as other 
components — delivered tax-paid to the factory, EKL pays 4 
per cent central sales tax on the compressors bought from 
BPL. Some of these add up to EKUs higher material cost per 
unit of refrigerator produced. A factor that will be key in decid- 
ing whether Karwal can take EKL anywhere near market lead- 
ership in Indias consumer appliances business. 

For the moment, the world's largest consumer appliance 
companyis backing its Indian arm to do that. As fora message, 
this one is as clear as it gets. “If we are under-represented in In- 
dia — and, of course, today we are as per our global market- 
share (20 per cent) — that would not be acceptable," says AB 
Electrolux's senior executive vice-president Johan Bygge, 
whom Karwal reports to. 

Karwal does not see this as impossible. “We have the con- 
viction that Electrolux can find its entitlement. I think the bat- 
tles in the market are won first in the mind and then in the 
market place," he says bravely. In his mind Karwal is clear; los- 
ingis not an option. !-» 
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HE copious smear of vibhuthi 
on his forehead proclaims 
M.S. Sekhar' religious bear- 
ings. He is deeply interested in 
spirituality, and is an accom- 
plished mridangam player. 
The Sanmar Group, where he manages 
the speciality chemicals business, is tra- 
ditional, too. It has sizeable businesses 
in centuries-old shipping and cement 
industries. The company management 
is media-shy, and thinks long and hard 
before taking risks. So, do you expect 
Sanmar to venture into biotechnology, 
an area where many ‘modern’ compa- 
nies have burnt their fingers? 

Sanmar must have thought long 
enough before taking the plunge, yet it 
did not begin the way many other 
biotechnology companies did. It first 
started chemical services, in some ways 
an extension of its work in the speciality 
chemicals. Then it extended this busi- 
ness by acquiring Bangalore Genei, a life 
sciences company in Bangalore. In a 
month or two Sanmar will diversify fur- 
ther into clinical research, which will 
complete the portfolio in biotechnol- 











blocks and closures, with even the tech- 
nological successes struggling to make 
profits. Such suffering is common in the 
global biotech arena, and has no bear- 
ingon thelong-term future ofthe indus- 
try in India, but let us stick to our story 
for the moment. 

Sanmar started chemistry contract 
research about a year and a half ago. 
Sanmars speciality chemicals division 
that started in 1991, had matured by 
then. This was a good way to enter an 
R&D-driven knowledge industry. India 
had a reputation for good chemistry, 
and the world market was growing. In 18 
months, Sanmar built up a good chem- 
istry lab near Chennai, a Rs6 crore busi- 
ness that now makes profits. 

The biology business was tougher to 
crack. Biologists with industrial experi- 
ence are harder to find in India. The 
global biology services market is also 
small. Products are the mainstay of this 
business, and biotechnology product 
development in India (or anywhere) is 
fraught with dangers and pitfalls a new 
company in a fledgling industry cannot 
afford easily. You could ask Shantha 
Biotech or Bharath Biotech. So Sanmar 
decided to enter this field through an 


ogy. It has not invested too much, andis | acquisition. In December 2003, it ac- 


already making operational profits. 
Only one Indian biotechnology 
company, Biocon, 
then will have San- 
mar's breadth. Inci- 
dentally, Biocon, too, 
had grown at a leisurely pace be- 
fore taking off steeply. The story 
of other biotech ventures in 
India is one of large invest- 
ments and heavy losses, road- 
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quired the first modern biotechnology 
company in India. 
Bangalore Genei was set 
up in 1989 by P. Babu, a 
physicist-turned-biologist. It 
had grown  agonisingly 
slowly till the acquisition, 
but had been making profits 
for some time. For a small 
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company (Rs 12 crore in 2003-04), Ban- 
galore Genei had a good portfolio of 
products. It made tools for biology re- 
search, immunochemicals, DNA diag- 
nostic chemicals and so on. But the 
company was concentrating almost ex- 
clusively on the Indian market because 
it lacked the resources to sell in the over- 
seas markets. It could not invest too 
much on research either. 

Just before the acquisition, Sanmar 
hired Swaminathan Subramaniam to 
head the research business. Subrama- 
niam, who was the chief operating offi- 
cer of Aurigene, a drug discovery com- 
pany in Bangalore, was also closely 
involved in the setting up of Dr. Reddy's 
drug discovery research. 

After the acquisition, Bangalore 
Genei has stepped up research and 
started attacking foreign markets. It 
launched a DNA-based kit for diagnos- 
ing Human Papilloma Virus (HPV) in- 
fection, which causes cervical cancer. 
This is the first HPV kit in India that am- 
plifies DNA in the sample; hence it is 
more sensitive. A DNA-based TB diag- 
nostic kit is about to be launched as well. 

Sanmar will launch clinical research 
services ina few months’ time. By then it 
will have a broad repertoire: chemistry 
and biology skills, clinical research ser- 
vices, good labs — and profitable busi- 
nesses. Yet it may wait for a while before 
launching its own programme of drug 
discovery, the ultimate goal of any 
biotechnology company. Sanmar's key 
strength in services is that it does not 
compete with the pharma companies; it 
does not wanttolosethisadvantage. Bi 


Even as the Indian biotech sector goes 
big time, one company goes slow and 
steady to win the all important race 
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Nikhil Gandhi, director, MiSEZ: “Il want to make MiSEZ the next Singapore.” 


SUPRIYA KURANE 


HEN you type the words 
‘special economic zones’ 
on Google.com, it takes a 
fraction of a second for 
the search engine to 
throw up 707,000 results. 
The first result is on Indian SEZs. Next 
up is information on Chinese, Indone- 
sian and Iranian SEZs. 

If this ‘one up’ makes you feel smug, 





here is a reality check: though there are | 
21 notified greenfield SEZs in the coun- | 


try, not one of them is operational. The 


ones that call themselves SEZs are, in | 
fact, export processing zones that have | 
been converted into SEZs over the past | 
four years-like the ones at Kandla and | 
Noida. The Indian SEZ sector has so far | 


been a non-starter. Last year, the com- 


merce ministry publicly admitted that | 
most SEZ projects were bogged down | 


due to delays in land acquisition. 

That's the grim reality. But things 
might change in a few months. The SEZ 
Act is waiting to be tabled this parlia- 


mentary session. And the Ministry of | 
Commerce is taking a specialinterestin | 


it. As soon as Kamal Nath, minister of 
commerce and industry, came on board 


he started working on a special package . 





The first private, greenfield special 
economic zone is coming up near 
Mumbai. Does this late-starter have 
the resources to compete globally? 


for SEZs that would be announced in | 


next month's Exim Policy. But till then, 
Indian exports would still be battling 
cheaper products from China. Sample 
this: Chinese SEZs have attracted about 


$71 billion of foreign direct investment | 


and their share of the country's exports 
is 40 per cent, adding up to $12 billion. 


Armed with preferential policies to | 


attract foreign capital, boost export-ori- 
ented production and market-driven 
activity, the first Chinese SEZ was set up 
in Shenzen in 1980. It has achieved a 
phenomenal 38 per cent compounded 
annual growth in its output from incep- 
tion to 2003. Today China has five SEZs, 
including one spanning the entire 
province of Hainan. It has also opened 
up several coastal cities and inland ar- 
eas to foreign investment. In addition, a 
large number of free trade zones, tech- 
nological and economic development 
zones, and hi-tech industrial zones have 
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come up, all with the aim of production 
for export, import of technology, and 
further spread of economic develop- 
ment into inland areas. Now, that's 
tough competition! 

Most private developers are appar- 


| ently waiting for the Exim Policy and the 


special incentive package to nudge 
them out of ennui. But there is one pri- 


| vate developer who has already made 


some headway. As you read this, the first 
private sector greenfield SEZ is waiting 
to be born. This ground-breaker, the 
Mumbai integrated special economic 
zone (MiSEZ), is being promoted by a 
consortium of Sea King Infrastructure, 
Cidco, and the Hiranandani Group. 

The model is simple: adopt a liberal 
economic framework and provide 
integrated infrastructure at competitive 
prices, exactly like what China did 
twenty years ago. The first phase of 
construction — expected to begin by 

















the end of 2004 — will cover a total area 
. 0f 2,576 hectares with an investment 
. of Rs 4,800 crore. 

Forty-six global consultants have al- 
ready done surveys and groundwork. 
Financial closure is expected by Sep- 
tember 2004. A special purpose vehicle 
has been formed to handle the concep- 
“tualisation, planning, commissioning 
and marketing of the MiSEZ. Interna- 
tional SEZ experts like Parsons Brinck- 
erhoff and the Singapore-based Jurong 
Township have been appointed as pro- 
ject management consultants to draw 
up a master plan. By the end of July, 
MiSEZ plans to invite global tenders for 
m building the entire infrastructure, and 


biggies like L&T and Tata group are ex- 


a ` pected to line up with bids. 


close the name of the company yet. 
Tenants are lining up too. Already, 
152 companies in business process out- 
.. sourcing, biotechnology, information 
ON tochntllogy and bid M HE have 


A $ | covering 8002. acres of iid: The reason 


everyone is queuing up even before 


j "e construction has begun is the location 
. — close to Mumbai, Jawaharlal Nehru 


Port, the international airport, and 
highways. Plus, there are proposals to 


build another international airport, in | 


Navi Mumbai, and a trans-harbour link. 
There are also talks of building a cargo 
and charter airport within the SEZ that 
would levy no aviation fuel tax — one 
reason why air freight from the Dubai 
SEZ is extremely competitive. 

Tenants are also enthused by the fact 
that MiSEZ will have a municipality of 
its own, presided by a special develop- 
ment commissioner. IL&FS, co-devel- 
opers and financiers of the project, are 
- “in charge of the infrastructure develop- 

~ ment within the SEZ. "We have to take 
care ‘of various aspects like usq 


Pradesh, we had to develop every infra- 
structure facility and sell them off sepa- 
1 ely — the [Visakha] port was sold to [a 
consortium of] J.M. Baxi and Dubai Port 





gotiations are currently on with . 
rational major for operating the | 
ssion for the first five | 
uce world-class opera- | 
s, efficiency and corpo- | 
ge mance’ Nikhil Gandhi, chair- | 
Uo f Sea King Infrastructure and - 

i diiettot. of MiSEZ, is not ready to dis- 


i 
| 
| 
| Infrastructure, Cidco and 
| 
f 
| 


e a An a aaa tà de a Aa ta tede t e T VH) ani e — — spares 


and the water supply was sold to L&T. 
Since everyone knows where Mumbai - 
is, we will be able to give it to a single op- 
erator,” says a senior IL&FS official. 


OW the MiSEZ came into being is 





SEZ in Positra in Gujarat, near his pri- 
vately-owned Pipavav port. Chinese- 
format SEZs had already set an example 
in boosting foreign trade and the exis- 
tent government was reform-oriented. 


Gandhi managed to sell the idea to the | 


then commerce minister Arun Jaitley. 
In 2000, the government introduced 


the concept of SEZs — specifically de- 


lineated duty-free enclaves that are to 
be deemed foreign territory for the pur- 
pose of trade operations, duties and tar- 
iffs. Foreign investment was to be al- 


 lowed till 100 per cent, income tax was 


exempted, single-window clearances 


-were introduced, and a host preferential 
policies and tax breaks were announced 


for SEZ developers and tenants. 


The Positra SEZ was poised to take - 


off five years back. But Gandhi changed 


` his mind because of bureaucratic delays 
in Gujarat, changing policies, andanun- 
stable political climate. He moved out of 
Positra and into Mumbai last year. He 





| THE DEVELOPERS: A 
| consortium led by Sea King — 


Hiranandani group 


— M E AN anemone Aa rebat tenn Ar RS NAA ne ptem ett n m PU NAE Hear 


| THE PLACE: In Navi iurar, 
| next to Jawaharlal Nehru Port. 
| The first phase will cover 2,500 
hectares; the total; 14,000 ha 


Fence ee qutt ette tui Tana tr) rerit ume Pte e tht rii singen ev ne e nen well b A n e P dH AN A n 


PROJECT COST: Rs 4,850 crore 
TARGET INDUSTRIES: 
Healthcare parks, business 
process outsourcing companies, 
IT, micro-electronics, offshore 

. financial units (which can lend at 
global rates) and foreign varsities 
DEADLINE: To be completed | 
in 40 months from end- 2e | 
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STATUS: Surveys ; and Saenger | 
| complete; construction contracts 
| to be awarded by September — | 
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quite a tale. About seven years ago, | 
Nikhil Gandhi wanted to build an | 


| used 10,000 hectares of land owned by 
Sea King Infrastructure to create the M a» 
haMumbai SEZ. The state-owned Cidco 
wanted to build a NaviMumbai SEZ too 
near the Jawaharlal Nehru Port. The Sea 
King-led consortium put in a bid and- 


won that contract. Since the two SEZs. 


were adjacent and being developed by 
the same company, they were clubbed 
and developed as the MiSEZ. The total. 
area added upto 14,000 hectares. : 

“The clubbing is aimed at integrat 


ing the development of the two SEZs to D 


provide world-class infrastructure and” 


| services for business, living, learning, — 


recreation and healthcare — justlikethe — 
Chinese model. The clubbing will facili- 
tate substantial savings in costs ofinfra- 
structure, utilities, services, [and on] ad-. - 
ministrative and overhead expenses. 
The tenants will get a wider unit loca- 
tion choice," says Rajendra Singh, chair- 
man, MahaMumbai SEZ. 

But the journey hasnt been easy. Af- 
ter the Positra debacle, finance compa- - 
nies were wary of putting large sums in .- 
an SEZ, the government seemed to be _ 
shifting feet on enacting the policy, and 
other private players weren't coming 


forward with project proposals. 


“Initially, it wasn't too easy to rat 
money,” says Gandhi. It took a while i 


tutions of the potential of the sector and 
only after that the money flowed in. 
IL&FS has roped in foreign financial i in- 
stitutions like Asian Development Bank | 
and International Finance Corporation, 

as well as domestic financial institu- — 
tions like IDBI, IDFC, HDFC and 24. 


other banks to raise debt worth Rs 1,000. 
crore so far. The consortium will putin =- 


equity worth Rs 1,250 crore. What's 
more, since offshore banking units are 
allowed in SEZs, the developers would 
have access to finance at international 
rates once these units come up. 

The first phase will involve building 
industrial parks, roads and utility ser- 
vices. An international convention cen- 
tre, three five-star hotels, and two golf 
courses are also planned. 

And here is the latest buzz. A Holly- 
wood studio is believed to have tied up 
with an Indian production house to set. - 
up a studio within the MiSEZ. Now, | 
that's something to watch out for. One - 
wonders if they will put up a 'Bolly/Hol- 
lywood' sign on a hilltop nearby. B 





ey niranjan rajadhyaksh 








economics 2 





You can email Niranjan 
Rajadhyaksha at 
niranjan r&hotmail.com 


Soaring 
interest 
rates 
could 
beget 
new 
winners 
and 
losers in 
the global 
growth 
game 





India's meat, 
China's poison 





S the era of cheap money finally over? 
Both economists and the bond markets 
seem pretty sure that global interest 


rates now have no way to go but up. But | 


how far up — a few basis points or sev- 

eral percentage points? The current discus- 

sions seem to be largely centred on the modest 

possibility that central banks will push up rates 
a bit to keep resurgent inflation under control. 

There is another, more long-term possibil- 


ity, however. James Grant, one of the world's | 


savviest interest-rate analysts, says in a recent 
article: "Interest rates will be rising for the next 
quarter century." The Economist, too, has asked 
whether the world is reverting back to the 1970s 
mix of high inflation and high interest rates. A 
rise in interest rates over the next generation 
could shift the balance of power between 
savers and borrowers. It could also completely 
change the rules of the global growth game — 
and define the next round of winners 
and losers. 

If indeed the jump in the price of capital is 
not temporary, it then is worth speculating 
what 25 long years of expensive money (if we go 
along with Grant's forecast) will mean for India 
and China. 

This column has argued for long that India 
has along-term advantage over China, because 
it uses capital more efficiently. It squeezes out 
more growth for every dollar it invests. China 
has been investing around 46 per cent of its 
GDP to grow at around 9 per cent a year. India's 








modest investment rate of24 percenthasgiven | 


ita growth rate of 6 per cent or so. It is this effi- 


ciency that could help India eventually catch | 


up and overtake its more dynamic neighbour. 
Neither India nor China is heavily depen- 
dent on foreign debt. Also, both have large for- 
eign exchange reserves. So, the immediate re- 
action to a jump in global interest rates — 
money flowing out of emerging markets and 
into the developed ones — will not wreck the 
Indian and Chinese economies. We are unlikely 





to see a repeat of what happened in Latin | 
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America in the early 1980s and Mexico in 1994. 
The US Federal Bank had pushed up interest 
rates, capital fled from these regions and their 
economies collapsed. 

So, the issue here is not whether it will be In- 
dia or China that is more likely to collapse after 
global interest rates go up; both seem remote 
possibilities. The issue is slightly more long- 
term. Which of these two models of economic 
growth is more likely to succeed if interest rates 
stay high for a really long period of time? 

High interest rates are the way markets tell 
us that capital is scarce. China has steamed 
ahead in such a spectacular fashion at a time 
when capital was abundant (or, in other words, 
global interest rates were low). This has helped 
it brush two huge problems under the carpet — 
the lack of profits in many of its new invest- 
ments and the inefficiency of its financial sec- 
tor. Both these could be exposed if capital gets 
scarce. India, in contrast, has far better prof- 
itability ratios and its financial sector is in better 
shape than its Chinese counterpart’s. 

Therole ofa healthy banking system is criti- 
cal. Banks sit at the centre of the capital alloca- 
tion circle. They take money from depositors 
and lend it for all sorts of economic activity. 
China has a terribly inefficient banking sector; 
over half its loans have gone bad. This means 
that most of the money lent by China's 
banks has flowed into the drain. India's banks 
have allocated capital with far more sense, 
though they have perhaps been overcautious 
in recent years. 

The ability to allocate capital in better ways 
and use it efficiently is where India scores over 
China. It is these two critical advantages that 
will give it an opportunity to move ahead of its 
main Asian competitor when the interest-rate 
cycle turns. 

Of course, this thesis ignores two important 
facts — the well-proven ability of China's gov- 
ernment to adjust to new circumstances and 
the well-proven ability of India's government to 
blow up its chances. 5 
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N industry that grew wings 
when the winds of liberalisa- 
tion started blowing in the 
1990s is looking for new skies. 
After going through a phase of 
corporatisation, the business 
of pathology is on the hunt once again: 
this time, for newer modes of growth. 

Its a business with high margins and 
low entry barriers. A conservative esti- 
mate would put gross margins at about 
50 per cent. There is no licensing re- 
quirement — one only needs to follow 
the Shop and Establishment Act. No 
wonder then that in a country as big as 
India, there are an estimated 30,000 
path labs. And as can be expected, it's an 
intensely competitive field. 

In this jostling ground, there are just 
six players that have come out on top 
riding the wave of corporatisation — 
SRL Ranbaxy, Metropolis, Dr Lal's 
Pathology, Pathnet India, Wellspring 
and Thyrocare. The six rode different 









vessels — some were pharmaceutical | 
corporates who got interested in this | 


segment, some were older players who 


got organised and expanded, and some | 


were foreign players who wanted a toe- 
hold in the Indian market. 
They have a lot in common too. All 


have brought in systems to streamline : 


operations; they have expanded their 
reach; and all (except Thyrocare, which 


focuses on thyroid-related tests) have | 
expanded the menu oftests offered. The | The Roads Taken 
bunch also stands apart from the crowd | 
on another aspect: quality. All have | 


earned accreditations from well-ac- | 


cepted authorities (except Thyrocare). 


But today there are fewer scopes for | 
differentiation. Acting as roadblocks to | 
growth are the lack ofa health insurance | 
infrastructure and regulations. Frag- | 
mentation also ensures that each player | 
tries to pull the others down. “The last | 


few years have seen a blood bath in the 
pathology business,” says Girish Mehta, 

















Vidur Kaushik 


Incorporated 1996 
Laboratories 10 
Collection centres 500 
Turnover N.A. 


Tests menu 4,000 


Dr Arvind lal 


Incorporated 1949 
Laboratories 10 
Collection centres 250 
Turnover Rs 40 crore 
Tests menu 1,400 


vice-president (path ol- 
ogy labs), Nicholas Pira- — | 
mal. Hence the desper- | 
ate search for new roads. | 
But before welookatwhat | 
the top six players are ex- | 
ploring, we need to havea | 
view of the routes that 
brought them here and the 
problems they faced on the way. 


Dr Lal's: Not surprisingly, the shakeout | 


ofthe 1990s started when one ofthe old- 
est corporatised lab chains in the coun- 
try, Dr Lals Pathology Laboratory, 


started expanding beyond the National | 
Capital Region. Today, it has 250 collec- | 


tion centres across the country (half of 
them in the NCR). It offers 1,400 tests 
and services clinical trials too. 

Dr Arvind Lal, managing director 


and himself a pathologist, rues the un- | 


dercutting brought about by fragmenta- 
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SRL Ranbaxy: Organic growth at breakneck speed 


Tests done 25,000 - 30,000 
in a day 


Clinical trials/ 
claim support 


Specialist institute/ N-A. 
test referrals 


1576 


N.A. 


Patient referrals 


Dr. Lal's Pathology Labs: First corporatised lab chain 


Tests done 10,000. 
in a day 


Clinical trials/ 1596 
claim support 


Specialist institute/ 3096 
test referrals 


Patient referrals 70% 


tion. He points out that a simple blood 
sugar test can cost as low as Rs 30 at a 
small neighbourhood lab, but Rs 120 at 
a top-notch lab. “How it is being done is 
by pressing into service outdated, man- 
ual testing machines, compromising on 
reagents, and employing technicians in 
place of pathologists," explains Dr Lal. 
Apart from an accreditation from 
NABL, Dr Lal's has got certification from 
the College of American Pathologists 
(CAP) — the best-recognised endorse- 
ment — for the second year in a row. 
With a turnover of about Rs 40 crore, 
Dr Lal's accepts only SRL Ranbaxy as 





Six players have 
emerged clear 
winners from 
the first wave of 
 COrporatisation. 
But starved of 
options in an 
increasingly 
unruly market, 








for ways to grow. 
By Gina S. Krishnan 


competition in the organised segment. 
SRL Ranbaxy: It's owned by Malvin- 
der Mohan Singh and Shivinder Mohan 
. Singh, scions of the Ranbaxy group. In 
-.1996, it brought in the first foreign 
player in the segment — Specialty Labo- 
ratories of US. But Specialty pulled out 
. ofthe 50:50 joint venture in 2001, and 
— then the Singh brothers bought out the 

- Stake from Ranbaxy for Rs 14.35 crore. 





Today a professional CEO — Vidur - | 
Kaushik — is in charge. SRL has pres- _ 
ence in 360 cities and towns in India and - 


the Middle East. The company’s Bio 
Repository has over 20,000 sample dis- 
ease profiles and epidemiological data 
of regions. "We have both CAP and 
NABL accreditation for the central lab 
and want to cover each lab," says 

Sumedha Sahni, director (operations). 
SRLhas also developed its own intel- 
lectual property — it now markets its 
own tests for, say, Pyrexia of Unknown 
Origin, a low-grade persistent fever. In- 
novation has also happened in product 
mix: a Rs 1,100 package covers 53 tests 
for diseases ranging from anaemia and 

.. tuberculosis to meningitis. 

>: It works directly with doctors in 
medical management of diseases like 
HIV/ AIDS. Explains Kaushik: “A pathol- 
: ogy! lab works like a knowledge tree. It 
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identifies a problem, assists the doctor 
in treatment, and monitors progress of 


the patient." The idea is to tap all chan- 
nels — walk-in patients, doctor and 
hospital referrals, clinical trials, claims 
support and its own panel of tests. 

With ambitions to be counted 
among the top global players — Quest 
of US leads the global industry with a 
topline of $4.8 billion — Kaushik bets 
the next big path lab chain will come 
from South Asia. He wants to make sure 
it’s his company. 

Metropolis: When Dr Sushil Shah, 
managing director, started Metropolis 
in 1981 (name changed in 1996) as a re- 
ferrallab for hospitals, it offered a menu 
of just 60-100 tests in biochemistry and 
haematology and used to get about 250 
tests from hospitals in Mumbai and 
about 1,000 referrals from other labs. 

Cut to the present: Metropolis has 
branches in Mumbai, Chennai, Thris- 
sur, Kochi, Jaipur, Bangalore, Delhi and 
Dubai (three more are coming up at Hy- 
derabad, Pune and Ahmedabad within 
a month). It also reaches out through 43 
| franchisees and referring hospitals, and 
3,000 labs. A separate division has been 
set up to conduct tests for clinical trials, 


Apart from this, Metropolis manages 


path labs at the Malar Hospital in Chen- 


nai, Gulf Medical College Hospital in Aj- 


man, UAE, and the M.S. Ramaiah | 


Memorial Hospital in Bangalore. 
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| have another two labs in the NCR. 


“Eighty per cent of our work is still 
specialised," says Dr Shah. The planis to 
have a three-tier system: a primary tier 
(doing about 100 basic tests a day) of 
labs for towns like Kochi; a secondary 
tier churning out routine and spe- 
cialised tests, and managing hospital 
labs in places like Bangalore and Jaipur; 
and a tertiary tier in Mumbai and Chen- 
nai offering super-specialised tests. 

It has an NABL tag and is working to- 
wards CAP certification. The cost of that 
puts pressure on margins. "My annual 
costs go up by Rs 2.5 crore in maintain- 
ing infrastructure. If the internal rate of 
return is not at least 15 per cent, can't be 
in the business,” says Shah. His limited 
but loyal clientele brought in a topline of > 
Rs 22 crore last year; the current finan- — 
cial is expected to yield Rs 40 crore. 

Pathnet: After the exit of Specialty of 
US, Pathnet India is the only plaver in 
India with a foreign shareholder. The 
company started in 2001 as a joint ven- 
ture between Gribbles, an Australian 
pathology chain, and Dr. Reddy’s, with 
the former holding a 51 per cent stake. 
These three years have been sluggish-— — 
it has just 32 collection centres that are 
serviced from a central lab in Gurgaon 
Even a disruptive pricing strategy ha 
helped much. It also manages two hos- 
pital labs (Jeevan Mal and Sahgal's! that 
also work as satellite labs. The plan is to 









































Unlike the others, Pathnet wants to 

follow only Australian quality guide- 
. lines, not Indian. Also, clinical trials 
..-.. "don'tfigure in its business plan. 
. A Thislate entrant considers 2003 as 
its first year of operations. The previous 
years, it says, went in testing the waters. 
Indeed, the company threw out its first 
team after two years and appointed 
David Thomson, a Gribbles veteran 
from the Malaysian market, as manag- 
ing director last October. The market in 
Malaysia, where Gribbles commands 
three-fourths of the hospital referral 
segment, is as fragmented as India's. 

Thomson has raised the company's 
turnover growth target by 20 per cent 
and projected break-even by 2005. 

Thyrocare: Set up in 1996 by Bhabha 
Atomic Research Centre scientists, this 
chain has joined the leaders table 
through a mastery of logistics. With a fo- 
. cuson thyroid-related diseases and a 
roster of only 126 tests, Thyrocare tests 
samples brought in from 545 collection 
| centres across the country at its singular 

~ lab in Thane. The lab, which is open 
around the clock, takes two hours from 
the moment a flight lands with the sam- 
ples to churn out the results. To tighten 
its supply chain even further, Thyrocare 
is soon moving to a plot just 2 km from 
the Mumbai airport. 

“T used the Web-server model, with 
franchisees and distributors as entre- 
preneurs," says Dr A. Velumani, manag- 
ing director. Each of his franchisees ser- 
vices 10-20 laboratories in its area and a 
minimum of 10 doctors each. Right 
now, only places with air connectivity 
are being addressed. In the next two 
years, Dr Velumani wants to service 
places within three hours from airports. 

The large volumes, aided by the fact 
that 70 per cent of its business comes 
from the three main thyroid tests of T3, 
T4 and TSH, have allowed Thyrocare to 
bring down costs of the reagents by 
more than half. 


Wellspring: The Nicholas Piramal- | 


promoted lab chain started like most of 
Piramal businesses — through acquisi- 
tions. It started in 1998 with the buyout 
of Tribedi & Roy in Kolkata, and now has 
NABL-accredited labs in Kolkata, Mum- 
bai and Pune; its Udaipur and Banga- 
. lorefacilities are being assessed. 


————— s- 


Upon acquisition, NPIL takes over | 
marketing and branding, but leaves op- | 


erational freedom to the doctors with | 


whom it inks joint ventures. “We co- 


brand with doctors because people | 
want a face to repose trust in,” says | 


Mehta. Wellspring has promoted three | 


centres of excellence — for histopathol- | 


ogy and immunohistopathology in 
Mumbai with Dr Anita Borges, for cyto- 
genetics with Dr Avinash Padke and Dr 
Hema Purandre, and for molecular biol- 
ogy with Dr Ajit Golwalkar. 

The company is constantly looking 
out for acquisitions. "At any point of 
time, we are talking to six or seven play- 
ers," says Mehta. 





Paths Ahead 


The implementation of these well- 
crafted strategies have brought the mar- 
ket leaders this far. But what other scope 
for differentiation is there? 

First comes quality. "In India you can 
still differentiate on quality. Everywhere 
else, it's a given," says Mehta of Well- 
spring. If they don't have it already, all 
leading players want to be accredited at 
the highest level, by CAP SRL, Metropo- 


lis and Dr Lal's have been pleading with | 


the government for making NABL ac- 
creditation mandatory for all labs. So far 
they have only faced red tape. 

This would help separate the leaders 
from the laggards, but what differenti- 
ates one leader from another? 

Dr Lal, like the other leaders, has 
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| whatis keeping them on the hunt. 
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used the Internet to fling his services 
wider. As a part of the National Pathol- 
ogy Grid, his lab has a network of collec- 
tion and processing centres across the 
country connected through an IT back- 
bone. Results can be checked by the pa- 
tient on the Internet, using an assigned 
password — saving time and money. 
Another option is to grow beyond 
India. SRL already has a presence in the 
Middle East, a region where the rev- 
enue-per-relationship in this business 
is much higher than in India. Even Me- 
tropolis is looking at expanding to Africa 
and the Middle East. "We will tap the Eu- 


ropean market through a referral lab in 
the Middle East" says Shah. Dr 
Velumani of Thyrocare wants to shore 
up volumes through China; he is going 
to Shanghai soon to check out the 
prospects. Wellspring’s Kolkata facility, 
which gets about 1,000 walk-ins a day, 
conducts tests for hospitals and individ- 
uals from Bangladesh too. 

SRL has stepped the farthest — into 
offshoring. It gets three to five loads of 
samples every week from the National 
Health Service of the UK. SRL takes ad- 
vantage of the time differential to get the 


reports in on time, online. 


These plans will keep the Super Six 
engaged for a while. But how long till a 
seventh one joins their league? That's 
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New Nokia 6820. Get used to saying more. 


Meng t 
Words flow so easily on the two-handed integrated messaging keypad of the Nokia 6820, you could just i LG ^ SS » 
go on and on, be it on SMS, MMS! or emailt. Elegant and compact in design, it's also enhanced with features < A eae 


such as triband for global roaming, EDGE for higher performance, mobile email for connectivity on the ~~} 
go, and Bluetooth™? wireless technology for convenience. And don't just say more, do more - get organised 
with Personal Information Management (PIM), improve productivity with presence-enhanced contacts?, 
and enjoy a multimedia experience! with the integrated camera, video and voice recorders, and 
xHTML! for richer browsing. Once you've started on the Nokia 6820, there'll be no stopping you. 
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Goa in January this year. It may not 
sound exciting, but it helps Cyber Media 
offer a package to advertisers just like 
Dainik Jagran or The Times of India do. 
Then there are other things, like becom- 
ing a ‘content BPO’, as director Shyam 
Malhotra puts it. In plain English, that 
means Cyber Media makes good money 
by translating dictionaries, editing, con- 
verting books to CD format, and so on. 
Delhi Press Magazines, which brings 
out Grihshobha and Saras Salil, among 
other titles, has another happy story to 
tell. They find that adding more titles 
helps growth. “Every ABC (Audit Bureau 
Of Circulation) we go down by 1-2 per 
cent, yet there have been no casualties. 
In fact, over the last two years, we have 


| eas like travel, investing and (later this 
o year) interiors, mean it can offer a bun- 
HY arent magazines | dle of titles to advertisers to get a larger 
dead? On the face of it, it | share of spends. The real cream, how- 
seems inevitable: people | ever, came from books like Outlook 
have less time and more | Traveller Weekend Breaks from Delhi , 
options, so they read less; | among a series of five such books. Each 
therefore, the readership | adds about half a crore to the topline, 
of magazines is going down. Every year, | according to estimates. Outlook pub- 
magazines fight for their share of the _ lisher Maheshwer Peri will launch five 
whole print ad pie, which is anyway | more Outlook Traveller guides in the 
shrinking. All that is evident in the | coming months. 
charts on this page. But surprisingly, | There are still other answers to beat- 
magazines have managed to wrench | ing the declining reader interest. 
back some of their ad share. What's | Pradeep Gupta's Gurgaon-based Cyber 

I 

| 
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more, most magazine publishers are | Media, too, saw revenues jump by 38 
actually seeing average topline growth | per cent to Rs 58 crore in 2003-04, More 
of 30-35 per cent. To do that, they are importantly, just about 53 per cent of | 
using a formula that has worked for | this came from the advertising that its . 
magazines worldwide — extendingthe | nine magazines get. (In the previo 
properties of the mother brand to | year, 62 percent ofits revenues came : 
events, specialised products like CDs, | from ads.) The rest came from CDs, ` 
websites, books, and (surprisingly) | eventsandother brand extensions. 
more magazines. The idea isto get peo- | Take for example the CIO confer- 
ple looking for information on the same | ence Cyber Media organised in 
subject, say healthcare, through differ- 
ent media that retain 
the same qualities of the 
mother brand. 

Take the  Delhi- 
based Outlook Group. 










D—— ORA 


d mai meli is declining. 






53. 3 54 
ee 


Brand extensions to ar- 800 
. 600 | | 
Magazines 400 


are having 
a good time 
even though 
readership 
is down. 
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added eight titles,” says president | 
Paresh Nath. Vikatan Group, the Chen- 
nai-based publishers of the popular 
Anand Vikatan (Tamil) has seen its aver- 
age circulation growth of 40 per cent 
(from 2001) just about matched by a 
growth of 37 per cent in advertising rev- 
enues. Some of this has come from in- 
creasing the cover price and ad rates, 
says managing director Srinivasan B. Yet 
the rest of the growth came from its ven- 
ture into television software, which 
will bring in a third of its projected 
Rs 50-crore revenues in March 2005. A 
new books division will "double our cur- 
rent turnover in the next five years," says 
Srinivasan. He is also looking at Hindi 
and English versions of Anand Vikatan. 
The list could go on. What's more, 
this is prompting more titles and com- 
panies to join what should be a shrink- 
ing market. There is Bennett, Coleman's 
. joint venture with BBC Magazines, that 
.- plans to bring in over 60 special- 
ised titles like Top Gear into India. 
 :Exchange4media, a media portal, 


T launched Pitch and Franchise Plus ear- 


lier this year. Its weekly, Impact, hit the 
stands last week. Then there is Agency- 
faqs’ fortnightly, The Brand Reporter 
and ITA’s monthly, GR8, among a host of 
other recently-launched titles. 


The results are evident. According to | 





Chitralekhas associate publisher Bharat | 


Kapadia, three years ago magazines got 
17 percent of the estimated total of 
Rs 4,000-crore advertising 
spend on print. That 
dipped to 7 per 
cent in 2002. It 
has finally sta- ^ 
bilised at around - 
11 per cent. This, - 
too, when .print's 
share in total adver- 
tising has been going 
down. So, how come 
magazines are gaining 3 
back their ad share when 
other numbers often in- 
dicate trouble? Maybe it's 
because when we look only 
at numbers, the story can 
sometimes be skewed. 

Take readership, for exam- 
ple. NRS (the National Reader- 
ship Survey) or IRS (Indian Read- 
ership Survey) don't manage to capture 
all the reasons for the fall. For example, 


a copy of India Today sold at 
Rs 15 in 1992, and it still does. However, 
as incomes go up, people buy their own 
copies, rather than borrow. Take the 
other metric used to measure maga- 
zines health — circulation. Most maga- 
zine publishers point to several flaws. All 
of these, they claim, stem from the fact 
that ABC treats magazines like newspa- 
pers even though the economics and lo- 
gistics for the two are totally different. “If 
The Times of India goes to a hotel, it does 
it through a hawker, and the sale gets 
certified (by ABC). 
sell in bulk to the same hotel or through 
subscriptions, itis not counted as circu- 
lation," says Peri of Outlook. There are 
many such issues with these surveys, 
Predictably, publishers have protested. 
Some have taken NRS to court while 
others like Living Media and Hathway 
have already withdrawn from ABC. 

But that is a different battle which 
publishers will fight with ABC and NRS 
through the Association of Indian Mag- 
azines, a body formed last year. The big 
point is, publishers cannot easily ramp- 
up numbers and use them to sell their 
audience to advertisers like they used to. 

Of course, faulty metrics only partly 
explain the fall in readership. There are 
many other generic factors, like the rise 
of television. "General interest maga- 
zines like India Today and Outlook are 
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Neighbours 


Outlook and India Today, like others, 
are expanding into travel publications 
as well as other brand extensions 
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losing ground as most people find it 
easy to replace them, because the cost 
per contact on TV is cheaper for the au- 
dience that goes to these magazines,” 
says Manish Porwal, general manager 
(investments and new initiatives) at 
Starcom, a media buying company. 
Against this backdrop, magazines’ 
steady advertising revenues and growth 
from extensions does stand out. 

So what happened? A combination 
of things, really. While adspend has 
fallen in categories like films, in spe- 
cialised areas like health or business it 
has actually grown (See '...Ad Revenues 
Are Increasing). The readers of spe- 
cialised magazines are largely price in- 
sensitive, with high purchasing power 
— the type who pick up their own copy 
for the pleasure of reading or for knowl- 
edge. For example, the typical reader of 
Intelligent CHIP Computing pays Rs 100 
for this geeky magazine. He is not likely 
to stop reading it if the price increases by 
Rs 10. This new reader is a great target 
for those who advertise cars, phones, 
and other expensive products. 

, In addition to growth of special in- 
terest publications, marketing's return 
to brand building has helped. Cyber - 


| Media's Malhotra explains that for the 


last two years, advertisers were busy 
fighting price wars, so tactical commu- 
nications (point-of-purchase posters, 
etc.) were more important. But now 
many categories are back into brand- 
building mode. This is where Arpita 


Menon, head of Lodestar Media, thinks 


magazines have a role to play. Tradi- 
tionally, magazines offer a longer shelf 


life for an ad, and a classier image. 


All this will, however, just help print 
brands hold their own, and 
maybe grow a little. But 
what could really drive 

' substantial growth is 
"something the Indian 
market has arguably 
never seen — consolida- 
tion. Mergers and acquisi- 
tions is the way large pub- 
lishers like Conde Nast in the 
US have grown. Indian maga- 
' zine publishers may require far 
f more than just falling readership 
to push them to acquire brands — 
like lots of margin pressure, some 
balance sheets coated in red and the 
courage to give up equity. B 
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OR vears technology firms in | 
India have debated how they | 
can move up the value chain. 
- Most technology firms in India, | 
: ^. Such as Wipro, HCL and | 
. MindTree, are services firms. 
: [onm jointly develop products | 
Such as routers and semiconductors | 





erty (IP) in such a model rests with the 
client. The firms are only paid for their 
resources — time and material — which 
- limits their ability to charge a premium 
_. for IP Also, services is a linear model: 
revenues grow directly in proportion to 
- the number of people employed. 
So, why don’t these firms develop 
their own products that can be sold in 
= their own brand name? After all, the 
= -products business is more lucrative, be- 
inga non-linear model. The firm doesn't 
need an army of programmers to de- 
velop the product and if it is successful it 


can earn far higher returns than from | 


__- services. A few technology firms, such as 
5. SakenandFutureSoft have tried to build 
-< products, with only moderate success. 


-. with their clients. The intellectual prop- | 








.. The fact remains that India has no suc- | 





panies away from this model. 


Now, a three-year old company, It- | 


tiam Systems, is trying out a model 
which falis somewhere in between 





cessful true-blue tech product com- | 
pany. Lack of risk capital, high chance of | 
: failure (only one in 10 product compa- | 
nies is commercially successful) and | 
very high investments have kept com- | 
| its IP and royalties. 


these two extremes of the services and | 
the product business. Launched in April | 
2001 (see 'Cool Rider, BW, 23 April | 
2001), Ittiam is a digital signal processor : 
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So far we 've had services companies 
and products companies. Ittiam 
Systems is India's first technoolgy 
firm to be based on IP licensing. Is 


its model viable? 


(DSP) systems software firm: dttiam’s 
engineers (a team of 110) design appli- 
cations such as streaming video, 


portable media player, digital still cam- | 
era and so on, which run on DSP (chips | 
| which go into a variety of devices like 


mobile phones, digital cameras, Inter- 
net modems and network devices). The 
team also has a silicon IP design using 
which semiconductor companies can 
manufacture chips that go into wireless 
LAN devices. Among its 40 customers 
are names like Sony, Premier, VEO and 
semi-conductor firms like TI, ST Micro- 
electronics and Silicon Labs. 

Ittiams line of work is not new; there 
are dozens of companies in India that 
design applications for DSPs. But its 
model certainly is. Ittiam does not pro- 
vide services to technology firms; in- 
stead, it licenses its intellectual property 
to clients for which it earns royalties, In 
2003-04, Ittiam earned a revenue of $4.8 
million with a net profit of $1.03 million. 
Theentire revenue came from licensing 


Just like a product firm, the IP firm 
develops its own solution but, unlike a 


product firm, it does not sell to the end. 


customer. Instead, it licenses the solu- 
tions — technology building blocks — 
to another firm which uses them to cre- 
ate a product for the end customer. For 
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example, one of Ittiam' clients is Pre- 
mier. Image. Corporation, a Taiwan- 


` based consumer electronic. company. 


Premier recently launched a digital 
camcorder, priced $199-299. This prod- 
uct has several pieces of software writ- 
ten by Ittiam’s engineers which run ap- 
plications like MPEGA video, MP3 audio 


and MP4 video and audio synchronisa- 


tion. For every unit of that product sold, 


_ Premier pays a royalty to Ittiam. In the 
services model, Premier would have 


employed Ittiam engineers for a project 
lasting about six months ora year for de- 
veloping an application and kept the IP 
rights to that application. 

IP licensing is not a new phenome- 
non. Even the services firms Wipro, HCL 
and MindTree have licensed their IP to 
clients. But the difference is that for 
these firms, IP licensing brings in only a 
part of the revenue. Ittiam is, perhaps, 
the first technology firm in India which 
is 100 per cent driven by IP licensing. 


The Company 
In terms of volumes, this year Ittiam ex- 


 pects a million end products — digital 


cameras, video players and wireless 


| LAN devices — in the market which will 
carry its technology. Of the $4. 8million 
revenue earned by the company last 
| year, 5 per cent came from royalty. This 


year the royalty component will double. 
The royalty model is more profitable 
than the services one because royalty 
directly impacts a company's bottom- 
line since the company has to create the 
technology only once. 

In fact, thanks to the income from 
royalties Ittiam has not had to raise any 
more money after the initial $5 million 
that it received in 2001 from Global 
Technology Ventures. That, and the fact 
that the entire development effort of the 
firm is based in India. Chairman and 
CEO Srini Rajam says that if Ittiam were 
based in the US, to do the same amount 
of work (110 employees, 40 customers 
and 18 patents) it would have had to 
raise several times that amount. “An IP 
licensing company takes at least 5-7 
years to break even,” says Rajam. 

So how has Ittiam managed to be- 
come profitable in just three years? 
Apart from the cost advantage of being 
based in India (only three employees, 
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looking after sales and marketing, are 
outside India), it is also a result of It- 
tiam's development strategy. 

In the DSP universe, Ittiam is fo- 
cussed on three major product lines: 


digital audio video, wireless LAN, and | 


voice and video over Internet protocol 
(VOIP). The company follows a "swiss- 
army knife approach to development”. 
For example, Ittiam has created a refer- 


ence design for a digital media player | 


which can be used to make a digital still 
camera, a portable media player or even 
a network camera. This versatile refer- 
ence design helps in spreading the de- 
velopment costs over a wide spectrum 
of products and customers. 


The Model 


So why haven't there been more IP li- 
censing firms? Even worldwide, the 


number of pure IP firms is very few. Will | 
to invest in manufacturing, sales, mar- 


Strauss, who runs an online market re- 
search firm dedicated to the DSP indus- 
try called Forward Concepts, estimates 


to Ittiams. In the silicon IP busi- 
ness the number is just 16. The 
reason is that the IP business, 
though profitable, is not really 
scaleable. The largest IP licensing 
firm in the world — ARM — has a 
turnover of just $150 million. Why 
is that so? 
Lets compare the IP model with 
the product business. The life of an IP 
is limited by the lifecycle of the cus- 
tomer' products. So if Sony is sell- 
ing a particular model of digi- 
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Ittiam's software in it, the 
lifecycle of that model is 

2-3 years. 

means that Ittiam will 

have to keep looking 

for new technologies 
to license. 
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the addressable 
market between a 
product firm and IP 


Banking on 
royalties: “The IP 
model values 
intellectual capital 
which a services 
model doesn’t do 
full justice to,” says 
Srini Rajam 
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that there are about 25 DSP software | 
firms which follow a model similar | 


tal TV which has a piece of | 


Which | 
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Even the size of | 
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_TTTIAM SYSTEMS 


firm is very different. Ittiam estimates its 
total addressable market size to be 


| $1 billion, the size of the consumer de- 
| vices which carry that IP is about $1 tril- 


lion. Take royalties, for example. A sim- 
ple DSP sells for about $15-20, of which 
the royalty value may be just 5-10 per 
cent. Which is why not many investors 
like this model. “If you want to create a 
Rs 1,000-crore company in a hurry, 
then the IP model is not the right model. 
It will take some time to get there,” 
says Rajam. 

But while the size of the IP business 


| is much smaller than that of the prod- 


ucts market, the technology investment 
in the business remains the same. Both 
IP and product firms invest the same 
way in R&D — predicting the road-map, 
filing for patents and investing for the 


| future. Where it differs from the product 


business is that an IP firm does not have 


keting, and distribution. 

The other issue in the IP business is 
predictability. Ittiam's business model 
depends on a combination of licensing 
fee and royalties. It takes 2-3 years to de- 
velop a solution that can be licensed. 
Royalties flow in after the products hit 
the market. Once the product goes out 
of the market, income from royalties 
stop. Then again, not every licence may 
result in income from royalty as some of 
the products may never go into mass 
production. In fact, Rajam says that in 
Ittiam's steady state, the income from 
royalty will be capped at one-third 
of revenue. 

But even then Rajam feels that the 
model is good for India. "It allows you to 
leverage Indias strength, which is India's 
intellectual capabilities. You work on 
creating new algorithms, designs and 
applications, and at the same time you 
avoid the logistical headache, which is 
supply chain, distribution, logistics and 
so on. The IP model values intellectual 
capital which a service model doesn't do 
full justice to. The IP model is attractive 
when you want to have an expert team 
which is small." 

At this stage, Ittiam's numbers sup- 
port Rajams claims. He is aiming to 
close 2007 with a turnover of 
$25 million-30 million with 250-300 
people. That means a per capita pro- 
ductivity of $100,000, which is double 
that of a typical IT service firms. » 
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The author is co-founder 
& chief operating officer at 
MindTree Consulting. 


There is 

a change 
in the 
way the 
world 
sees 
India, 
thanks 

to our 
academic 
gurus 
and the IT 
industry 


roto bagchi 


Made in India: 
a paradigm shift 


OME weeks ago I met Sajjan Jindal, | 








managing director of Jindal Vijayana- 
gar Steel, and his wife Sangita — an 
easy-going, no-chips-on-the-shoul- 
der couple. It was late at night and 
what started as a social conversation took a life 





of its own. Jindal Steel in Bellary, Karnataka, is | 
one of India's modern steel plants. Sajjan's ex- | 


perience in making world-class steel and sell- 


ing it in a highly competitive global market has _ 


gone through three stages. He told me about 
the phases — something that every educated 
person in India needs to know about. 


In the first stage, buyers were wary of mak- | 
ing public the fact that they sourced steel from | 


India. They required of Sajjan that the ingots 
not bear the 'Made in India' mark. Then came a 
stage when they reluctantly accepted that the 
Jindals would put those words on the ingot. 


Now, the tables have completely turned. Sajjan | 











Indians are now seen as people who can make 
intelligent movies for global consumption. The 
talk of Indian fare is of course incomplete with- 
out a mention of Bend It Like Beckham. Not 
to be outdone, Broadway recently presented 
A.R. Rahmans musical, Bombay Dreams. 

My daughters study English at the Rutgers 
University. Sometime back there was huge ex- 


| citementatthe campus — guess who was com- 





Jindal says that not only are they able to proudly | 


imprint the country-of-origin mark on the in- 
got, the phrase ‘Made in India’ actually helps 
them get a premium because of perceived 
quality. How did this transformation happen? 
To Sajjan, the steel has remained the same. 
Per contra, buyer mindset has changed. Behind 
the transformation is the role played by India's 
information technology (IT) industry. Sajjan 
told me that thanks to the brand image created 
by the IT industry, today it is universally per- 


ceived that Indians are smart people. Iftheycan | 


write software, why not make steel? The main- 
streaming of India is happening — in many 
other very interesting and unusual ways. 

Last year, my wife and I went to see Mon- 
soon Weddingin a predominantly ‘WASP’ (whi- 
te Anglo-Saxon Protestant) theatre near Prince- 
ton. Apart from one other Indian gentleman, 


only Caucasians filled the theatre. They were | 


having the most loudly-expressed fun, and as 
we went back after the movie I overheard 
dozens of folks commenting that Mira Nair's 
was not just an Indian theme — Monsoon Wed- 





| 


ding had nudged at the hearts of many others. | 
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ing? Jhumpa Lahiri. She was coming to spend a 
day with the faculty and students, and talk abo- 
ut her work. People like Arundhati Roy, Vikram 
Seth and she are whispering to the world that 
Indians can write fiction for a global audience. 

‘Made in India’ is a state of mind. Today, the 
subliminal suggestion of that phrase has to do 
with intellect and universalism. It is making in- 
roads into the psyche of ordinary people, and 
the indelibility of that impression is happening 
in many ‘white space situations’. The value of 
their experiences is defining the collective con- 
sciousness of India. In all these, there is a sense 
I get of India touching the tipping point. This is 
a position in space and time at which a replica- 
ble idea becomes viral. There is no stopping the 
idea beyond the tipping point. 

Malcolm Gladwell, in his book, The Tipping 
Point, says that reaching this point is usually a 
function of three things: the role played by 
‘connectors’, the stickiness of an idea and the 
context itself. Connectors are people yielding 
disproportionately large impact, and they 
influence other people's thinking. The teach- 
ing-consulting variety of Indians has played a 


| huge role in the last two decades as connectors. 


They have occupied a position of being credi- 
ble and unbiased because it comes with a ‘guru’ 
tag. People like the late Sumantra Ghoshal, 
C.K. Prahalad, Vijay Govindarajan, Jagdish 
Sheth, Marti Subramanyam and Raghu Garud 
have had a huge influence on the thinking 
world. People like them in academia have 
established that Indians are intelligent, 
analytical, strategically competent and capable 
at the global level. E. 














And then Volkswagen had a car. 
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Who knows what the inspiration was for the VW beetle? What we do know is that 
every great work of design there is a trigger, a bolt from the blue, a divine spark wt 


the idea just appears. If you've experienced a similar moment, enter your design for 
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"Industrial Design *Lifestyle Products Design *Furniture Design *Interface Design 
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on and partnerships write to: designexcellenceGbworldmail.com 
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HALF-clad pixellated figure 
dancing in jerky QuickTime 
is not what you would ex- 
pect on the website of a lit- 
erary celebrity. Not on the 
website of a British author, 
who is the darling of the es- 


tablishment and the winner of some of | 


its more worthy awards. 

The enticing little figure gyrating on 
the screen is as real or unreal as the wor- 
Ids she inhabits. For this is Leela Zahir, 
Bollywood starlet and deadly computer 
virus rolled into one, who is a central fig- 
ure in Transmission, Hari Kunzrus sec- 
ond novel that is becoming the latest 
literary sensation. And it is she who 
admits you into the quirky world of Hari 
Kunzru, cyberworld chronicler, spinner 
of yarns, and high-profile activist. 

Kunzru is a techie all right. The web- 
site where Leela gyrates is his creation. 


That’s the first surprise about this man 
who set the wires crackling two years 
ago with a £1.2-million advance he got 
for a two-book deal. The Impressionist, 
his celebrated first novel, would fool you 
completely. The picaresque tale set in 
the declining years of the Raj was reas- 
suringly old world, in style and content. 
In the sepia-tinted world of debauched 
nawabs, English half-breeds and run- 
away brides, there was nary a cable in 
sight, much less a computer chip. 
Transmission, his second novel that 
has put him back in the hot type, brings 
out the essential Kunzru. He is a techie 
all right. In this story of globalisation 





and alienation, of public relations gob- 
bledygook and corporate hucksters, 
technology is at the heart of the story. It 
is not merely the background; it is the 
conduit that brings together Indian 
geeks, Silicon Valley, Bollywood starlets 
and western corporate slickers. This is a 
new genre — Wi-Fi or wireless fiction. 
Tech-based, it is witty and satirical, a tale 
told by a pro — an ex- Wired journalist 
whose well-crafted stories on cyborgs 
and the Valley are among the more cited 
pieces of reportage on the cyberworld. 
"I have a dark technological past," 
confesses the clipped-accented Kunzru, 
who sounds very much the British acad- 


^| WAS TOLD IN NO UNCERTAIN TERMS THAT THERE WOULD BE NO 
DIGITAL HAVE-NOTS, ONLY HAVE-LATERS. THEY HAD THIS KIND OF 
TRICKLE-DOWN THEORY... THE WHOLE THING WAS AN ABSURDITY” 
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emic he very nearly became. He was at 
Warwick University preparing for a doc- 
torate in philosophy when he switched 
circuits in 1992. A familiarity with the In- 
ternet landed him a job with the British 
edition of Wired. "The only thing people 
wanted me to write about was this new 
thing called the Net, and that became 
my bread and butter for a while." 

Why does he callit a dark past? That's 
because Kunzru’s politics have gone 
through a pretty drastic re-program- 
ming since then. “Its politics were not 
visible to me at that time,” he explains 
over a long afternoon of deconstructing 
his involvement with technology. In the 
early 1990s, Wired was seen in the UK as 
a kind of counter-cultural publication, 
and Kunzru was clearly captivated by its 
aura of hope and promise. "It was kind 
ofamusing, a few years down the line, to 
find that the agenda which emerged in 
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HARI KUNZRU BELIEVES IN 


GLOBALIZATION, A WORLD WITHOUT BORDER: 
TRANSMISSION, HE UNLEASHES A SEDUCTIVE 


TO MAKE HIS POINT. BY LATHA JISI 


its pages was a libertarian one.” 
Disillusionment began to set in, in 
the mid-1990s. “I used to be at these se- 
nior editorial meetings where they see- 
med to uncritically promote this thing 
called the ‘digital revolution’. Surely not 
possible with 50 per cent of the world’s 
population not having made a phone 
call in their lives? But I was told in no un- 
certain terms that there would be no di- 
gital have-nots, only have-laters.” Kun- 
zru is particularly sceptical of the kind of 
trickle-down theory they espoused, 
which appeared to him a complete re- 
fusal to see the world as it really was. 
What happened from 1997 onwards 
was the New Economy razzamatazz 
and the notion that an economy based 
on information would be one of infinite 
abundance. “That’s when I began to rea- 
lise that the whole thing was an absur- 
dity and that their beliefs were not my 
beliefs at all.” By then he had begun to 
write for the Left-wing Mute, a British te- 
chnology and culture magazine which 
made his position untenable. So when 
the British edition of Wired folded, it 
happily resolved the contradictions. 
The legacy of those times is evident 
in his latest book. The irrational exuber- 
ance that characterised the dotcom 
boom is captured in his portrayal of Guy 
Swift, the master of branding gobbledy- 
gook and head of Tomorrow, a branding 
outfit. Swift is a merciless synthesis of 
the people who promoted companies 
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like boo.com in the heady 1990s. “Heisa 
charlatan; he makes nothing but earns 
millions,” says Kunzru, reminiscing 
about his visits to Silicon Valley where he 
was sent to “get injections of Wired 
DNA. 

The humour makes this tale of love 
and viruses highly entertaining — and 
trendy. Bombay Dreams is a smash hit 
on Broadway and theWest End, London 
is swinging to South Asian bands and 
theres a certain cachet attached to Bol- 
lywood movies now. And yet, Transmis- 
sion comes across as an activist's mani- 
festo, subtle at one level, strident at 
others. If the soullessness of a techno- 
logy-driven world emerges as the core of 
the book, there are several other strands 
in the story of Arjun Mehta, a geek from 
Noida who is body-shopped to Silicon 

'alley. When his dreams of making it big 
in the US come crashing down, Mehta 
creates the computer virus, leela, nam- 
ed after the Bollywood star of his yearn- 
ing, and sends it into the world on a 
course of devastation that he could not 
have even imagined. These strands deal 
with the tyranny of machines and tech- 
nology, the hierarchy of movement that 
is governed by an unfair global technoc- 
racy — and about alienation and dis- 
tance — even as technology brings dif- 
ferent cultures together. 

Arjun Mehta in Transmission is the 
symbol of this immigrant urge, a Third 
World innocent in the sophisticated en- 


vogue 


virons of Silicon Valley. Movement is a 
recurring theme with Kunzru. “If we are 
going to have free movement of money 
and information, it seems to me that we 
need to promote free movement of peo- 
ple as well. At the moment, the rich 
world is able to concentrate capital be- 
hind high tariff and immigration walls 
and prevent poor people from getting a 
share,” he says. The outsourcing contro- 
versy has clearly sharpened his position. 
“We're in an American-election year, 
and both Bush and Kerry are talking 
about American jobs, and that decodes 
as tariffs. At the same time they are pre- 
pared to batter open protectionist 
regimes in smaller states to get new 
markets for their companies. That's be- 
yond unfair; it creates situations where 
livelihoods are completely destroyed." 
His politics describes a fairly wide 
arc across the liberal spectrum. He is 
one of the patrons of the Guantanamo 
Human Rights Commission. The Com- 
mission, which puts pressure on the US 
and British administration to end 
the unlawful detention of pris- ^. . 
oners in the secretive high-se- ~ 
curity camp in Cuba, is a cam- 
paign aimed to end all forms of 
internment without trial. 
Kunzru is a also a strong 
voice in support of immi- 
grant rights. That was a stand 
made famous by his stunning 
refusal of the John Llewellyn 
Rhys Prize last year because the 
sponsor was The Mail on Sunday, 
which is given to immigrant-bash- 
ing of the worst kind. Kunzru was 
pilloried by the establishment 
for what was termed a public- 
ity stunt but his rejoinder was 
firm. “Our global system pro- 
motes the free movement of 
people to follow capital, which 
concentrates itself behind 




















“IF WE HAVE FREE MOVEMENT OF MONEY AND 
INFORMATION, WE NEED FREE MOVEMENT OF 
PEOPLE AS WELL. THE RICH WORLD ERECTS 
HIGH TARIFF AND IMMIGRATION WALLS TO 
PREVENT THE POOR FROM GETTING A SHARE” 





tightly-controlled borders while the 
hungry masses look in, their appetites 
whetted by satellite TV images of the 
consumer wealth they are denied,” he 
wrote at the time. "Wouldn't you jump a 
train or hidein alorry fora chance to live 
on the other side of the border? I know I 
would." Does that make him an activist? 
Kunzru is not certain. "I am more inter- 
ested in being an artist than doing com- 
munity work. It is one thing to talk and 
to generate words, and it is another 
thing to produce results. And politics is 
actually about producing changes." 

He is even less sure whether some of 
his radical positions make him a 
Marxist. He admits: "Sometimes I find 
myself so angry with the way rich coun- 
tries prosecute their interests that I 
could imagine myself pressing for a rad- 
ical solution like a revolutionary. 
The next minute I have to remind 
myself exactly what that means 
— the violence and sufferings 
that would involve. Then I 
fall back upon a liberal po- 
sition, and find that in- 
adequate when I see 
the British govern- 
ment failing to moder- 

|, ate the US in any way." 
But the anger is not 
evident in Transmis- 
sion. Kunzru uses hu- 
mour and biting satire to 
make his point — primarily 
through Leela, the pixellated 
dancer who pops up on 
computer screens across 


ANTHONY LAWRENCE 


"Leela was a step beyond all of 
this. She could take on new forms 
at will, never staying stable for 
long enough to be scanned and 
recognised. Each generation 
produced an entirely new Leela, 
her organs rearranged, mutated, 
hidden under a novel layer 

of encryption" — Transmission 


the world, leaving an incre- 
dible trail of havoc. 
Everything breaks down — 
from water filtration plants 
to airport security, traffic 
control, international 
banking and corporate net- 
works. Leela.exe and its 
mutations are the worst 
nightmares of our net- 
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worked world come true. 

Some might find Kunzrus stance 
anti-tech, or ambivalent at best. Take, 
for instance, a passage that evokes the 
worst fears of people who distrust com- 
puters in general. In the wake of the 
destruction wreaked by the leela virus: 
"Citizens started to look with suspicion 
at the computers on their desk. These 
machines which had always terrorized 
them in small ways — by crashing, 
hanging, demanding meaningless up- 
grades or simply scolding them in the 
persona of an annoying cartoon paper 
clip — were now revealed to harbour 
something more sinister, something 
with an agenda." 

In the aftermath of the latest Welch- 
ia worm attack, Transmission could be 
the apocalypse of the Information Age. 
But Kunzru protests this view. He is not 
anti-tech; rather his criticism of tech- 
nology comes from engagement, not 
disconnection. And Kunzru sees him- 
self as “a translator, one who makes the 
engineering of the cyberworld under- 
stood by the lay reader”. He is, after all, a 
contributor to the cutting edge music 
magazine, Wallpaper, and to Mute. 

And as a keen student of urban soci- 
ology, Kunzru is excited about such 
things as the ‘natural language’ in spam 
messages. He even likes to apply the MS 
Word auto-summarizer to his literary 
outpouring (including the entire text of 
Impressionist) to see what comes up. 

This is the kind of zany humour that 
one finds on his website. If you click on 
‘Personal details’, it instantly takes you 
to the genome browser of the Sanger 
Institute. The site lists eight species 
apart from humans; curious visitors can 
pick one, from fruitfly to zebrafish, and 
access data that provides automatic 
annotation on its metazoan genomes. 

Is there a message? Kunzru remains 
cryptic. "It's as deep as you can get,” he 
says. Leela, meanwhile, continues to gy- 
rate to the click of Kunzru fans. x 
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BROWSING 


Deepak Puri 
MD, Moser Baer 


Iam reading THE DAVINCI CODE by 
Dan Brown, an excellent thriller. I am 
a great fan ofthe traditional who- 
dunits (Agatha Christie and Conan 
Doyle) as well as the new thriller writ- 
ers like Jeffrey Archer, Ken Follett and 
Tom Clancy. I read both fiction, 
which is more pleasurable, and non- 
fiction. In the former I tend to favour 
historical adventure series. 
Whenever I feel low, I dip into 
James Herriot's books on the life of a 
small-town veterinarian, and P G. 
Wodehouse. As for management 
books, I read them in the office. I be- 
lieve that a good manager is one who 
has time on his hands. I am also a 
slow reader; I like to savour the book. 
There's also the sheer pleasure of 
holding books, that's why I am 
against E-books. My books are usu- 
ally bought from Foyle’s or Borders. Bi 


ALERT 
Bullying In The Workplace 


By Helen Richards & Sheila Freeman 
(Leads Press) 





THIS one's for the 
Aussies. Prepare to 
find yourself in the 
middle of alien em- 
ployee policies, legis- 
lation, and even coun- 
sellors. The already 
un-exciting topic is 
made even duller through real- 
life anecdotes that, despite 
being succinct, manage to put 
you to sleep. Recommended only 
for insomniacs and hapless vic- 
tims of bullying. 








Wake up! 


DILIP RAOTE 


Though it is not for Indian 


substance of what 
Varma has to say, it is essential 
reference material for interna- 


tional companies, HR firms that are | 
_ and they learned to muddle through. 


recruiting Indian talent for global com- 
panies, and marketing professionals 
who want to launch products or set up 
bases in India. 

"India is a difficult country to char- 
acterise," says Varma. Any foreigner 
whos passed through the country or 
even those who lived here for several 
years will agree. For over two millen- 
nia, foreigners have despaired of try- 
ing to characterise India in 
neat black-and-white logi- 
cal compartments. 

"In analysing a people 
who have been in the cru- 
cible of history for millen- 
nia, no picture can be 
starkly black or white. Not 
everything can be right 
and not everything wrong. 
The challenge is to draw a 
balance sheet calculated 


readers who already know the | 
Pavan | 
| The Persians, Greeks, Turks, Portuguese, 











on the foundational strengths of 


| a people, and to essay the argument 
HIS is a landmark book. | 


that in spite of the obvious weaknesses, 

the strengths will prevail," says Varma. 
In other words, India is a good mar- 

ket. This has been known for millennia. 


French, Dutch and the British set the 
ball rolling. They came, they conquered 


After independence, the competi- 
tion has been for markets. Fashion, Hol- 
lywood, cars, computers, toothpaste, 
fast food — you name it, there was a for- 
eign presence in India. Hardly any for- 
eign product has flopped except 
through incompetent management. 

The Brits brought together the di- 
verse Indian kingdoms into a single en- 
tity, set up infrastruc- 





BEING INDIAN 


Ihe Truth About 
Why The Twenty- 
First Century Will Be 
India’s 


By Pavan K. Varma 








UST-IN-TIME, kanban, jidoka, 
kaizen... We've heard about them 
all. And we have heard about them 
fora long time now. They were all 
made famous by the Toyota Motor Cor- 
poration or, specifically, the Toyota Pro- 
duction System (TPS), which cuts flab 
and slack out of the company faster 
(and much more permanently) than li- 
posuction could ever hope to. 

The Toyota Way by Jeffrey K. Liker is 
one more book on the amazingly 
efficient way in which Toyota minds 
its business. On the face of it, ithas come 
15 years too late. So, does the material 
that lies between the covers corroborate 
the late-comer impression? 

Yes and no. Yes, because you cannot 
have any meaningful discussion about 
Toyota's manufacturing principles with- 
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SELECTION 


It's their 


out discussing its manufacturing 
processes, and, to that extent it is repeti- 
tive. No, because the book goes well be- 
yond the processes themselves and into 
their underlying philosophy. 

Liker has observed Toyota from 
close quarters for 20 years. What he has 
done is derive 14 management princi- 
ples that underpin TPS, though people 
at Toyota have been following them for 
the last 40 years or more without really 
having spelt them out. 

The 14 Toyota Way principles can be 
divided into four sets. The first set fo- 


The future is ours 


ture for permanent occupation and 
united the Indian elites through the 
English language. When the Brits had 
fulfilled their purpose, they were dis- 
carded. Who won? In historical terms, 
the victory belonged to the natives. In- 
dias conquerors were good in 100-me- 
tre sprints; Indians are unbeatable in 
1,000-km walks. 

Varmas book is an elaboration of 


this simple truth. Indians win in the long | 


term because they are elementary Dar- 
winians. “Survival is the imperative of 


the present; salvation is the promise of | 


the future,” Varma points out. “In a cut- 
throat world, the immediate task is to 


get on with the job, to reach a desired | 


goal, to finesse an obstacle. The pre- 
mium is on pragmatism and agility, the 
capacity to seize an opportunity when it 
comes, and to profit when possible." 


| 





Therefore, the characteristics of In- | 


dians are aspirations to prosper, the 
worship of money and power, servility 
which produces the ‘lick up and kick 
down' syndrome, and corruption. In- 
dian moralising is merely a cover for an 
intense materialistic pursuit. 

Varma's advantage is that he has 
lived abroad for long. He has an out- 
sider's perspective. His book is an ex- 





whole culture, silly 


cusses on the long term, often at the 
cost of short-term fiscal prudence. 
The second asserts that if you get the 


process right, the right results will fol- | 


low. The third 
spells out the im- 
portance of people 
in the organisation 
and partners in the 
business. The last 
set deals with 
problem solving. 
In 1950, Japan 
was a war-ravaged, 


14 MANAGEMENT PRINCIPLES 
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BOOKMARK 








PAVAN VARMA is a diplomat 
and writer. He has served in 
Moscow, Nicosia, and in New 
York at the Indian mission to 
the UN. He is now director of 
the Nehru Centre in London. 
He has written books on 
Mirza Ghalib, Krishna and 
the Indian middle class 


point, he comes to a self-de- 
struct conclusion. “The 
twenty-first century should 
see the dream of every Indian 
.. to see their country as a ma- 
jor power come true. Buta po- 
tential global power must un- 
derstand what makes its 
people tick.” 

If Indians, especially the ruling 
classes, understand what makes their 
countrymen tick, then they will have to 
start identifying their strengths and 
weaknesses. Efforts will be made to 
weaken weaknesses and strengthen 
strengths. That is, Indians will develop a 
black-and-white mindset, or linear 
thinking. When linear thinking com- 
bines with global ambitions, you get 
short-lived empires. 

Varmas book is thought-provoking. 
It calls for a discussion on Indian 
strengths and weaknesses, so that nei- 
ther the one nor the other is sup- 
pressed. But the real market for this 
book is abroad. World attention is 
increasingly focussed on India's materi- 
alistic aspirations. Corporations stra- 
tegising for the Indian market want 
human stories. Varma's book gives 
them pointers. LJ 








trapolation of what SwamiVivekananda | 
expressed over a 100 years ago. In short: 
"Wake up, goddamn Indians! Dont you | 
see that the future belongs to you?" 

Vivekananda was the first to get an 
outside perspective on India and to rant | 
about the Indian mindset, the 
parochialism, hypocrisy, and the slow 
pace of social reform. Many Indians 
later emulated him by looking inside 
from outside. Varma is the latest. 

But Vivekananda missed a crucial 
point, as does Varma. India has survived | 
because Indians are like that only. | 
Throughout history India has been a 
globalised civilisation. It has absorbed 
things from everywhere, as can be seen | 
from its architecture, places of worship, | 
languages, arts, poetry, technology, etc. | 
Indians have awesome survival skills 
because they globalised in ancient 
times. And because Varma misses this 





| ways can deliver this kind of result, it 
would make since for others to follow 
them, right? 

That is where the catch lies. Toyota's 
DNA has two strands: the TPS and the 
Toyota Way, that is the processes, and 
the system or philosophy. The problem 
is most of those who have tried to follow 





shortage-prone country. Toyota was try- 
ing to benchmark its productivity 





against that of Ford Motor Company | in Toyota's treadmarks have stressed the 
which, with its mass production meth- | processes but not the principles, miss- 
THE ods, was then the | ing the fact that without the latter, the 
TOYOTA WAY best in the class. | former cannot deliver. 

Fifty years later, | It is easy to relate TPS and TheToyota 
14 Management Toyota is the most | Way to manufacturing. For those who 
Principles profitable car man- | want to apply it to services organisa- 
By Jeffrey K. Liker ufacturer world- | tions, the third and final part of the book 
(Tata McGraw wide, and is on its | charts a fairly detailed course. The trick, 
Hill) way to overtaking | asalways, lies in the implementation. Wi 
Pages: 330; Ford as the world 
vcs Rs 250 No. 2. If Toyota's PERIIT MIERA 
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— itis expected to be 2 per cent — and its ap- 


HAT the education cess will be imposed is | 
certain. The only uncertainty is about the rate | 


21 Money down the cesspit 


| 
| 


plicability. The Common Minimum Progra- | 
mme (CMP) mentions a cess on all central | 


taxes. That means not just corporate taxes, but also per- 
| With 250 universities, including the doomed and deemed 
certainty, therefore, whether the cess will be extended to 
| one plugs expenditure on what masquerades as vocation- 
Finance Minister P Chidambaram has argued this is a | 


sonal income tax and central indirect taxes. There is un- 
state indirect taxes. 


cess — not a surcharge. Unlike a surcharge which goes 
into the black hole that is the Consolidated Fund of India, 
acess should be earmarked through a separate public ac- 
count. Hypothetically, this increases transparency and 
accountability, ensuring that 
funds are not diverted for other 
purposes. But because money 
is fungible, this argument sho- 
uld not be pushed very hard. 

It is possible that cess- 
funded expenditure on educa- 
tion is accompanied by curtail- 
ment of the normal education 
budget, which is hardly desir- 
able. The danger, in the case of 
the education cess, is that there 
wont even be a separate public 
account. Receipts flow into the 
Consolidated Fund and, despi- 
te parliamentary scrutiny, are 
spent on dubious purposes. 
Let us not forget that Mr Chi- 
dambaram is identified with 
the Fifth Pay Commission, and 


the Left is known to have met the PM with demands fora | 
| tively. Both the CMP and Prime Minister Manmohan 
| Singh in his speech to the nation have harped on public- 


Sixth Pay Commission. As Mr Chidambaram knows well, 
dreams often turn to nightmares. 


Let us ask why this cess is being imposed. Cesses, sur- | 
charges and taxes are required to boost revenue, and the | 
FM needs to reduce fiscal and revenue deficits (as a per- | 
centage of GDP) by 0.5 per cent per year. Driven by rev- | 


enue compulsions, other authorities in history had also 
resorted to innovative forms of revenue gathering. Em- 
peror Vespasian imposed a tax on urine, and Czar Peter 
the Great taxed beards! The UPA will argue this cess isn't 





Had the UPA been serious 
about improving outcomes, it 
would have junked the idea of 
cess and thought innovatively 








that arbitrary. The CMP wants public expenditure on edu- | 
cation to increase to 6 per cent of GDP which, it states, will | 


be facilitated by the cess. Perhaps. 

But look at what else the CMP says the cess will be 
used for. While the extra money will be used to improve 
basic education, the CMP has also earmarked half of the 
increased outlay (6 per cent of GDP) for secondary and 


higher education. Anyone who has a cursory familiarity | 





with the English language will accept that the CMP justifi- 
es use of cess for basic education. But if expenditure on hi- 
gher education is going to increase, the money should 
come from elsewhere. Based on a 2 per cent rate, the cess 
may result in something like Rs 2,500 crore a year. The 
HRD ministry's plan is to give every university Rs 5 crore. 


ones, that's a clean Rs 1,250 crore gone. And by the time 


al education, precious little will be left for basic education. 

All said and done, the Central government has no 
means to ensure improvements in basic education. It's 
a state and, increasingly, a local body subject. Impro- 
vements in outcome shouldn't be confused with in- 
creased government expendi- 
ture. Had they been identical, 
basic education after 57 years 
of independence wouldn't 
have been in the sorry state it is 
in today. 

Itis a pity that after having 
experienced the bulk of the 57 
years of wrong governance, the 
Congress has an HRD minister 
who can't differentiate betwe- 
en outcomes and expenditure. 
For Arjun Singh, higher salaries 
to government school-teach- 
ers who don't teach (with or 
without a Sixth Pay Commissi- 
on) appears to mean increased 
public expenditure on educati- 
on. Had the UPA been serious 
about improving outcomes, it 
would have junked the idea of cess and thought innova- 


ANTHONY LAWRENCE 


private partnerships. And everyone knows that owing to 
leakages and administrative costs, public expenditure is 
inefficient. The UPA interprets its mandate as a switch in 
investment from physical capital to human capital. 

Instead of the cess, why not mandate the corporate 
sector (private or public) to spend the same amount 
on basic education, rural health, drinking water, se- 
wage treatment, sanitation, etc in the country's most 
backward districts? Even if personal incomes or central 
indirect taxes are brought into the ambit of the cess, ex- 
emptions can be allowed for any activity within this pre- 
determined menu. 

Compulsion to make people cough up more is best 
avoided. But if there has to be compulsion, this is a far 
better way of doing things than the hare-brained idea of 
an education cess. bal 
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D A better way. § 


BU. T 


For the quickest route to the airport, take a left here. 
B Ud 


At midnight this one way system goes the other way. 
Ct a is 
Watch your step, the foyer floor is a little slippery. 


If you are here... 


„take the Oita Expressway to get here. 


Here's your chance to get to know it better too. 


With more people in more places you can always count on our in-depth 
knowledge to deliver on time, every time, without wasting time. From now till 31st 
July every DHL Express shipment sent within Asia Pacific gives you a chance of winning a 
pair of return flights to any Asia Pacific destination of your choice. And there are 50 pairs of 
tickets to be won! So why wait? Visit www.winflights.dhl.com or Call 24-hour Toll Free 
1600 111 345 or 3030 0345 for complete details. 








BU SI nessv | or ] | 


ARY 
CIS 


. Chidambaram 
has shifted the 
unt focus to the 


Tuy v^ primary sector. 
e giant / Now he needs 


cking © | O fix the 


bund 


your i 3 delivery system 
v | Am p _ 










- 










oney : fi 
ing A 

own 
e 
ain 


ok Desai, “ > 
ek Debroy "NS 
1 Omkar 
swami on 
Budget 






7 d 


psi 
É a 
z A 
y A. 
EN 









INDIA’S LARGEST SELLING 
DIICIMECC MACA 








Comfort makes the journey special. The new Chevrolet Tavera is designed to make every moment on the roa 


cooling, to a sophisticated suspension and thoughtful storage spaces, comes together to make your driv 


ERGOMAX SEATING TRAC SYSTEM ADVANCE! 
Maximises cabin comfort, Triple Row Air Conditioning Indepei 
with more legroom, System, with two evaporator spring 
elbowroom & optimum units, for quick and uniform anti-roll b. 
back, lumbar and . cooling in all three ride quz 

hi 





rows of seating. 





thigh-support seats. 


*5.year/150,000km warranty (whichever is earlier) on the engine is a limited period offer. In addition to a 2-year/50,000km standard warranty on the car. 


www.gm.co.in or www.chevrolet.co.in 
insist on GM Genuine Accessories from our authorised dealers. 48 service outlets in 41 cities. 24-hour service assistance helpline - 9628011099 in 10 select cities: 


nearest city from there. Colours and specifications are subject to change without prior notice. Colours shown may not match the actual colours due to printing limitations. Features m 
dealer for details. Chevrolet Tavera is a passenger vehicle and has been manufactured using technology from Isuzu Motors Ltd., Japan. Chevrolet is a registered trademark of General Motc 


CHEVROLET 


mm —À, 


For a special journey 
called life. 





elight. Everything, right from the generous cabin space and lavish 


'e, it is a little indulgent. But then your family is well worth it. 


, ' i 7 
Isuzu's diesel expertise ina | 5 5-year/150,000km 
2.5L Direct Injection Turbo l imi" 1.5 warranty on the engine, 
Diesel powerplant that gives | . LAC KM | besides a standard 






ample low-end torque, for 
instant pedal power. 


2-year/50,000km 
warranty on the car. 





TAVERA 


THE COMFORTABLE FAMILY CAR. 


Email: customer.connect@gm.com 


kata, Bangalore, Chennai, Hyderabad, Lucknow, Kanpur and Ahmedabad. For assistance at location outside of these 10 cities, prefix the helpline number with the STD code of the 
shown will vary by model and may not be part of standard equipment. Chevrolet Tavera is available in SS, LT & LS variants with seating options of 7-10 passengers. Please check with your 
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Safer Skies 


Q Recently I travelled from 
Hyderabad to Bangalore on 
Air Deccan. As I settled down 
in my seat, the engines 
started. But they stopped 
immediately. There were 
some more trials, but the 


engines refused to co-operate. This 





went on for about half an hour. Suddenly, the engines 
started with irregular beats and the craft rolled onto the runway. Just 
when it was about to take off, there were spurts from the engine and it 
appeared to stall. But, somehow, it took off and landed safely. I can bet 
that there was not a single person on that flight who did not pray. 
Low-cost airlines are much needed. You can cut meals, aisles, 
executive class, crew, but you cannot compromise on safety. It is good 
to pay half price to go from Point A to Point B, provided you reach 


Point B at the end of it. 
M.N. Ravinarayan, Bangalore 


THE UNCLEAR CAREER PATH 
I could not agree more with Mr Bagchi 
(‘Day Trading On the Job Front’, BW, 28 
June) about the need to develop depth 
and perspective by spending long 
periods in a single company. But how 
many Indian software companies have 
a clear career path for techies? Given 
the bucketloads of people they recruit 
each year, the management's 
perception of programming as an 
assembly-line job, and the intense peer 
and family pressure to ‘make it, even 
the most dogged person generally 
gives up after a couple of years. 

In large groups of employees, it is 
impossible for a typical Indian middle 
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manager to measure one persons 
contribution. The average techie can 
forget leverage; nothing he does seems 
to have any impact. So he decides that 
he might as well make some money by 
frequently switching jobs. 

Management alone is not to blame 
— the lack of an established 'tech' 
culture and plain middle-class greed 
play a part as well. If India is to move 
up the value chain and increase its 
world marketshare from 1 per cent, 
techies need to be re-assured that they 
can have a satisfying career without 
moving into management. 
Ramaswamy, via email 


MARKETING PRANKS 

Omkar Goswami's column hit the spot 
(‘Mass Marketing Is Out Of Ideas, BW, 
2] June). I have a variety of strategies to 
counter annoying tele-marketing. The 
most successful one involves getting 
the personal mobile numbers of the 
CEOs of companies that initiate tele- 
marketing. Have them handy, and 
when you get a call, pass the number 
on to the marketing person and ask 
them to call there — at 6 a.m. 

Veeresh Malik, Delhi 


Write in at 
editor@bworldmail.com 


HSBC Asset Management 


There's a better way to earn 
a second income 





HSBC MIP Regular Plan and Savings Plan. Two ways that aim to boost your income and make your money work well for you. The right 


blend of debt with upto 15% and 25% exposure in equity, these plans are backed by world class investment management services 


HSBC MIP 


(An open ended fund. Monthly income is not assured 


and is subject to availability of distributable surplus) Features that make HSBC Asset Management's MIP a sound option for a second income 


HSBC Mutual Fund HSBC 
www.assetmanagement.hsbc.co.in 


Issued by HSBC Asset Management (India) Private Limited 








and a unique investment philosophy, evolved over 25 years of managing money globally. 
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The New Deal 


HEN was the last time you saw leading 

businessmen, economists and journalists 

sitting around seriously discussing rural 

poverty, primary education, water man- 

agement and self-help groups, rather 
than Sensex gyrations, tariff reductions and the combined fis- 
cal deficit as a percentage of GDP? Finance Minister P. Chi- 
dambaram has taken national economic discourse by the 
scruff of its neck, and turned it completely around. This Bud- 
get, he seems to have convinced everyone, is about real people, 
not just about numbers. 


Is this good or bad? Good, I would say, and for a simple reason. 
Reform of the government's industrial and fiscal policies is a 
job that is three-quarters done. There are still some serious 
matters to be attended to, but the fact is that 1990s-style re- 
forms has come up against the law of diminishing returns. 
There is only so much growth 
you can squeeze out by fine-tun- 
ing an industrial policy here and 
a fiscal measure there. On the 
other hand, there are easy, early 
gains to be had from taking re- 


Businessworld 


forms to sectors where it hasn't Chidambaram | 
been taken before. Like agricul- focustothe | 
: 7 mary sector. 
ture. Orthe government itself. The pi gre 
mre g fix the 


delivery system 


- 


Chidambaram gives the impres- 
sion that his government wants 
to take reforms to agriculture, 
not just spend more money on it. 
Now he will have to follow up his impressive intentions with in- 
cisive thinking and decisive action. For example, will he dis- 
mantle the minimum support price framework, which distorts 
the markets and prevents Indian farmers from diversifying into 
more crops? Also, rather than just say how much money he will 
spend on this or that, will he spell out the outcomes he will 
guarantee? How much, for instance, can we expect real literacy 
rates to go up by, if we allow him to spend a few thousand more 
crores on education? Governments should hold themselves 
accountable for results, not just the spending. 


f. ah. o 





Which brings me to the one serious disappointment with this 
Budget. There is nothing in it to suggest that governance itself is 
being reformed. Without doing that, a lot of the money that the 
government intends to spend might as well be poured down 
the drain. Turn to page 38 to read about the futility of most gov- 
ernment spending today. It's your money! 


-— 


le 5 


TONY JOSEPH, EDITOR 
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LD adversaries in power and 
new adversaries in telecom, 


the Tata and Reliance groups, 

are at it again. This time the battle is 
over a 60,000-km undersea fibre optic 
network, Tyco Global Network (TGN). 
VSNL, now owned by the Tatas, and Re- 
liance are locked in a battle to bid for 
the global broadband network that con- 
nects key cities in three continents — 
Asia, Europe and America. Among 
other things, Tyco has come under the 
spotlight for its CEO and CFO, who are 
under investigation for allegedly em- 
bezzling funds from the company. 

TGN is a part of Tyco Telecommuni- 
cations, a US-based integrated sup- 
plier and builder of optical fibre net- 


BREAKING NEWS 


Old foes bid for global bandwidth 


works and solutions. The two players 
are bidding against a few international 
companies for the network. The names 
of these companies are not known at 
this point. The asking price is $200 mil- 
lion and the bids are expected to be 
submitted by the end of July 2004. 
Tyco and VSNL already have a business 
relationship. Tyco is building a 3,000- 
km undersea cable for VSNL connect- 
ing Chennai and Singapore. 

Both Reliance and VSNL are trying 
to transform themselves into global 
connectivity and solution providers. 


ECONOMIC SURVEY 2003-04 








complish ~ 
this, they are in . 
the process of setting up  ' 

or buying out international — 

bandwidth. Owning fat pipes is - 
important as it helps provide reli 
able end-to-end connectivity and 
control prices. And this is a good 


The changing nature of growth 


HE annual Economic Surveyis 

usually an insipid document 

— telling us what happened in 

the previous year rather than 
what could happen ahead. The latest 
Survey does not break from tradition. 
Yet, read between the lines and there's 
an interesting story on the changing na- 
ture of economic growth in India. 

The economy grew at 8.2 per cent in 
2003-04, largely because of the sensa- 
tional rebound in farm output from the 
drought-induced depths of 2002-03. 
Growth in services and industry too 
picked up a bit. Current debate among 
economists is focussed on: will industry 
and services grow even faster so as to 
counter the gravitational effects of stag- 
nant agricultural growth this year? 

But there is another way to slice In- 
dias GDP growth. And this is where the 
story is really interesting. "Domestic de- 
mand has been the main driver of 
growth in recent years," say the Survey's 
anonymous authors. In 2002-03, private 
final consumption accounted for 52.4 
per cent of GDP growth (far lower than 
its 69.6 per cent share the year before). 
The other drivers of GDP growth have 
clocked in far more modest contribu- 
tions: investment (25.6 per cent), gov- 
ernment consumption (13.4 per cent) 
and net exports (2.4 per cent). Though 





ASHISH SAHI 


there have been the inevitable fluctua- 
tions every year, the basic trend has 
been unchanged. Since 1998-99, do- 
mestic demand contributed 64.2 per 
cent of GDP growth while investment 
accounted for 21 per cent. 

Why? It's because fresh investments 
have stagnated; the excess capacities 
built up during the investment boom of 
the mid-1990s were still hanging like a 
sharp sword over the heads of India's 
CEOs till recently. The government's 
capital expenditure too was merely 


The growth engines 


(% contribution to economic growth) 


Consumer 
demand 


92.68 
60.01 
68.34 
48.44 
| 73.63 
55.87 
55.92 
52.40 
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Government 
expenditure 


17.11 


15.92 
14.08 
13.40 


ta 


crawling ahead. Indian consumers hit 
the bazaars, flashed their credit cards, 
and powered economic growth. This is 
why domestic demand accounted for 
about two out of every three rupees of 
new GDP since 1998. 

The balance between consumption 
and investment could now change. 
Most economists feel that India is at that 
stage of the economic cycle when new 
investments are needed to sustain 
growth further. And there are signs that 
this is happening — companies are an- 









Investment ; ernal 
balance 
8.60 | /[-10.68 
J -2.74 
ry 
-3.00 
-6.48 
3.96 
teas 


25.62 

9.55 
40.03 
12.98 
21.08 
27.11 2.76 
25.60 2.40 


Source: Economic Surveys 





time to do it. International bandwidth 
networks are struggling to stay afloat 
due to surplus capacity that has 
caused prices to crash. Even TGN, 
built at the height of the telecom 
boom, has never made money. 
Reliance is currently ahead in 
terms of intemational bandwidth 
since it bought Flag Telecom in Janu- 
ary 2004, which at that point in time 
was bankrupt. Although VSNL had 
evaluated the company, it did not bid 
for Flag. Industry watchers reckon that 
with Flag in the bag, the one reason 
that Reliance could be so interested 
in the Tyco deal is to, perhaps, make 
things a tad tougher for VSNL. 5 
RADHIKA DHAWAN 


nouncing plans to expand capacities in 
sectors like auto and power, bank lend- 
ing is looking up and capital goods im- 
ports have climbed. India could be on 
the cusp of a new investment boom. 
And the role of domestic consumer de- 
mand in GDP growth will inevitably fall. 

But there are amber lights flashing. 
Inflation and interest rates could rise in 
the next few quarters. The Survey hints 


at this possibility, mentioning the threat | 


that higher oil prices have on the gen- 
eral price level. That alone will nudge in- 
terest rates up. The government also 
soaks up a large part of the country’s 
savings because of its intolerably high 
fiscal deficit (10. 1per cent of GDP). Add 
an industrial recovery and an invest- 
ment boom, and what do you get? 
Higher interest rates. 

That is the big challenge. Sustain- 


able economic growth and employ- | 


ment generation will need industrial 
growth in excess of 10 per cent a year. 
This is within reach today — unless do- 
mestic interest rates move up from their 
30-year lows. Expensive money could 
nip the nascent industrial and invest- 
ment recoveries in their buds. 

The only way out is to mercilessly 
cut the fiscal deficit and release money 
for the private sector. The deficit cannot 
be cut unless government expenditure 
is controlled and subsidies done away 
with. What does the Survey have to say 
about this? Precious little. And that is 
where the problem with it lies. Bi 


NIRANJAN RAJADHYAKSHA | 





| 








| pressing certain con- 


| age of local value ad- 


FREE TRADE AGREEMENT WITH SINGAPORE 


Hastening slowly 


INGAPORE Prime Minister Goh 
Chok Tong will return home 
from his three-day visit to India 
with a prestigious prize — but 
not the one he had set his heart on. The 
state-of-the-art free trade agreement 


ssor will take a while to be finalised. 
Indias FTA with Singapore — it goes 

by the more impressive name of a Com- 

prehensive Economic Cooperation 


, Agreement (CECA) — is one of 10 such 


pacts under close scrutiny after the new 
government took office. Even under the 
previous regime, the FTA spree had 
come under the scanner after bureau- 
crats in the industry and the commerce 
ministry baulked at them. 

On the eve of 
Gohs visit, commerce 
and industry minister 
Kamal Nath told BW: 
"Yes, people are ex- 


cerns, and we want 
these addressed — on 
what's going to deter- 
mine local content in 
the rules of origin 
(RoO)." The RoO de- 
termines the percent- 


dition that will entitle 
exports from origi- 


_ nating countries to concessional tariffs 


in the importing country. 


| (FTA) with India that he had hoped to | 
| take back as a parting gift to his succe- 


Although Kamal Nath insisted that _ 


| all preferential trade agreements were 


going through the due process and that 


| there was no going back on these pro- 


posals, he did say that on critical issues 


| there was no question of flexibility. 
Negotiations on the CECA have | 
| been going at a smart clip, with almost 


one major round every month since the 
pact was initially inked in May last year. 
But the general elections caused a lull, 
and a critical ninth round has not been 
held so far. “With the warm relations we 
have with Singapore, it's natural that 
Singapore will understand India's con- 
cerns,’ said Kamal Nath, adding that 
"wecan expect to accelerate the process 
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after Prime Minister Gohs visit.” 

That is clearly diplomatic Morse 
code for hastening slowly. Of all the re- 
gional and bilateral FTAs in the pipeline, 
the Singapore CECA has caused the 
greatest stir, not merely because it cov- 
ers trade in goods, services and because 
ofthe provision that envisages harmon- 
ising tariff rates between the two coun- 
tries. Singapore has zero tariffs — a 
knotty issue for India, which has one of 
the highest tariff regimes in the world. 

There is also the question of opening 
up all major airports to Singapore carri- 
ers and the problem of granting Singa- 
pore-based MNCs the same treatment 
as local firms. 

Kamal Nath concedes that “some 
chapters of the agreement are moving 





ahead more smoothly than others,” but 
refuses to identify these. “I believe that 
having an agreement that does not work 
either way does not lead to sustainable 
trade. In six months, or one year, such 
agreements will run into problems. 
That's why we have to be careful.” 

This care has led to the setting up of 
an expert committee under a former 
member of the Central Board of Excise 
and Customs to study the likely impact 
of the FTAs on domestic industry and, 
more important, to check their rigour 
on the RoO. 

Although the FTA seems elusive, Goh 
will take home a major consolation 
prize: the Jawaharlal Nehru Award for 
International Understanding for 2003.8 

LATHA JISHNU 
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WOCKHARDT'S HUMAN INSULIN 


The not-so-hot shot 


Still the minnow 


Value 
(Rs crore) 


20.62 
13.10 
4.63 
3.93 
2.02 


Market share 
by value (96) 


35.9 
22.8 

| 8.0 
6.8 
3.5 


Brands Company 


Novo Nordisk — 
EW Lily | 
Novo Nordisk 
| Novo Nordisk 


— ee — 


Novo Nordisk 
Wockhardt 





Huminsulin 
Mixtard Novolet 





Actrapid Human 


Actrapid HM Penfill - 


Wosulin 


OTCHING up gains in the | per cent share. And mind you, Wosulin 
Rs 211-crore human insulin | is the cheapest brand in this segment. 
market is proving to be an 
uphill battle for Indian drug 
maker Wockhardt. The company 
launched the first domestically manu- 
factured human insulin, branded 
Wosulin, with much fanfare nearly a 


for this dismal performance. Doctors 
who have stabilised patients on one 
brand of insulin prefer, for medical rea- 
sons, not to shift them to another with- 
out any demonstrable benefit. Says 





There could be a number of reasons | 


year ago. Yet, according to market re- 
search firm ORG-IMS, in the quarter 
ended May 2004, Wosulin had just 2.3 
per cent share of the market in value 
terms. In volumes, its share was just 3 
per cent. By contrast, market leader 





_ Shashank Joshi, consultant endocrinol- 


ogist at Mumbai's Lilavati Hospital: 
“Switching is never recommended un- 
less there is an allergy or the insulin is 
not working.” So, sales will depend on 
Wockhardts ability to get doctors to put 
first-time users on Wosulin. 


ASHISH SAHI 


| 





Second, just before Wosulin’s 
launch, Novo Nordisk and Eli Lilly 
dropped the prices on their brands by 
30-40 per cent, thereby reducing the 
gap. These brands also come with user- 
friendly delivery systems like insulin 
pens which are less painful than normal 
injections. 

Itis also likely that if doctors are only 
looking at price as a deciding factor, 
they would prefer to prescribe animal 
insulin (derived from pigs or cows) 
which is much cheaper than any brand 
of human insulin, says Ambrish Mithal, 
senior endocrinologist at New Delhi's 
Apollo Indraprastha Hospital. Wosulin 
has got some respite, however. Com- 
petitor Biocons locally-made brand In- 
sugen, expected to launch last year, is 
still awaiting government approvals. 

Wockhardt declined to comment on 
Wosulin. But Sanjay Chawla, analyst at 
Motilal Oswal Securities, says Wosulin 
will make slow but definite progress. "So 
long as there is quarter-on-quarter 
growth, I will not worry. I would be con- 
cerned if the upward movement stops 
altogether," he says. Chawla has esti- 
mated 2003 Wosulin sales were Rs 8 
crore-10 crore, and expects it to notch 
up double-digit growth to Rs 15 crore 
next year. ET 

GAURI KAMATH 








Novo Nordisk’s Human Mixtard had a 36 
HE gas strike by Reliance Indus- 
tries (RIL) off the coast of Orissa 


T is the company’s second big hit 
in three years. RIL claims its latest dis- 
covery has come after other operators 
unsuccessfully drilled 61 wells in the 
same basin. That makes one wonder: 
has RIL been too lucky? 

That brings the focus to RILs suc- 
cess rate (the number of strikes as a | manage 50 per cent. 
share of the total number of wells | Strike rates are higher initially as ex- 
drilled). The company claimsthatever | plorerstend to focus on bigger fields, 
since it started exploring in 2000,ithas | which can be found 
achieved a strike rate of 75-80 percent. | quickly. And RIL has yet to 
That means for every five wells it has | explore large parts of the 
drilled, it has struck oil or gas in four. areas it has in its portfolio. 

That's a staggering achievement by Avinash Chandra, 
any yardstick. It's almost five times the | chief consultant to direc- 
average in India or the Asia-Pacific (15 | tor general of hydrocar- 
per cent) and more than double the bons (DGH), adds: "They 
global average (33 per cent). do thorough seismic ac- 

Traditionally, companies found oil | 


or gas in one out of every eight or ten 
wells they drilled. But the strike rates 


| have been improving, thanks to innova- 
. tions in exploration and drilling tech- 

. niques. The rates can go up to 25 per 

| cent, and the best companies can even 





| Mukesh Ambani: What a 
strike rate! 


HEMANT MISHRA 
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RELIANCE'S GAS FIND 


Lucky strikes? 


tivities and are good at interpreting 
data. They also use external consultants 
to analyse it." This helps vet the data. 
RIL also started doing three-dimen- 
sional surveys; ONGC was using two- 
dimensional ones. Unlike ONGC, RIL 
outsources the crews and sets them 
stringent data acquisition 
parameters. A Delhi- 
based E&P expert adds: 
"Ifthere are data gaps, 
they re-process the data 
with more accuracy." The 
result, according to him, 
is the excellent strike rate. 
One just wonders 
when the law of averages 
will catch up with RIL. E 
RANJU SARKAR 
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cooked’ ¢ 


HE'S shaken up whichever ministry he 
has walked into — be it railways, telecom, 

or coal & mines. Now, in dual charge of 
steel, and chemicals & fertilisers, Ram 


Vilas Paswan has already stirred a hor- | 


net's next by accepting a proposal to set 
up a steel price regulator. The minister 


shared his views on the regulator and | 


more with Amitava Sanyal. Excerpts. 


m What will be the shape of the 
proposed steel price regulator? 


It wasnt I who started this thing. We | 
have a National Steel Consumer Coun- | 
cil. The consumers were worried about 





the [steel] prices. Now, there are produc- | 


ers and consumers, and traders in be- 


tween. We are not interfering with the | 


price the producer is fixing. But anyone 
has the right to see that the consumer 


gets it at the price fixed by you — a rea- | 
| thoughts on it... 
there's a lot of difference between the | See, it will take three months to formu- 


sonable price. The problem is that 





cost of production and the price the 
consumer is getting. Why? Because 
traders gauge the demand and hoard. 
We can't do anything about the pri- 
vate firms, but for the public ones we 
can determine guidelines — to first pro- 
vide for public undertakings, and then 
the small-scale industries. With what- 
ever is left, ensure distribution to all cor- 
ners ofthe country. Even after that, peo- 
ple said, "What else? We'll still keep 
suffering." So I asked them for their own 
remedy. They said, "Set up a regulator 
like the Telecom Regulatory Authority of 


India." The proposal had strength. I | 


asked the private sector players if they 
had any objection. They didnt. Even the 
Tata Steel representative was there. 


P Since you have accepted the proposal 
as the minister, you would have some 
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late. There will be consultations with the 
players and various other ministries. 
We'll see what's comfortable for all. See, 
the last price rise was on 12 May. Prices 
havent increased since our government 
was formed, right? In fact, prices for 
some items have gone down. 


m Are you assuring prices will be stable? 
I’m nobody to control prices. All of it is 
decontrolled. But surely there has been 
an effect. One says it’s an open market - 
nothing is in the hands of the minister. 
Then how did the previous government 
ask them (the steel producers) not to 
raise prices till 30 June and why did 
these people agree? And prices were 
raised as soon as the election results 
were declared. 

As far as the producer is concerned, 
I'm not putting any limit on capacity. If 
Chinas production is 250 million 
tonnes and yours is only 36 mt, why 
don't you do something about it? Iam 
ready to help with whatever you need to 
increase production. 





"d From where will the money for 
expansion come? 

SAIL earned profits of Rs 2,500 crore last 
year. Why won't we use that? Money 
begets money. 


m When can we expect the steel policy? 
Right now, the khichri is being cooked; 
I'll taste it later. 


m What about restoring the Duty 
Entitlement Pass Book benefits? 

I have not taken any decision on that 
yet. Wouldn't it be contradictory if we 
say export less and then give an incen- 
tive for exports? 


m You have the reputation of being a big 
spender in every ministry. Comment 

I always take a tactical approach. I have 
two goals. First, to grow the industry. 


| Second, the relations I have with the 


users and workers are the top priority. If 
it was not for Ram Vilas Paswan, the for- 
mation of BSNL wouldn't have hap- 
pened the way it did. 

I'm studying this ministry. Give me 
some time. All will be there in the steel 
policy of 2004 that you talked about. Wi 








For the full text of the interview, log on 
to www.businessworldindia.com 
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LOW-COST AIRLINES 


Threat or potential? 


MOBILE HANDSETS 


LG grabs the 
lead from Nokia 


AST | week, 

Delhi hosted HE pressure is building up for 
the Centre for T After nearly a decade of 
Asia-Pacific an uninterrupted rule, the cell- 


phone giant has been displaced 
from its number one position in the 
Indian market. According to a sur- 
vey by Voice and Data, LG Electronics 


Aviation (CAPA) Low- 
Cost Airline Sympo- 
sium. BW was there, 


- watching how the in- 


dustry and the carriers has overtaken Nokia and now holds 
were reacting to each a 33.5 per cent market share com- 
other. Short takes from pared to Nokia's 29.7 per cent in the 
the conference. Rs 8,344-crore handsets market in 


THE BIG NEWS FIRST. 
Virgin Blue, the chal- 
lenger low-cost airline 
from Australia, which 
has grabbed a 30 per 
cent share ofthe Australian market from 
Qantas in just three years, is on a shop- 
ping trip. Talking to BW, its head of strat- 
egy and communication, David Hut- 
tner, said that Virgin Blue wanted to 
invest in a low-cost airline in India or 
China. It has spoken to a few start-upsin 
both countries. The company says it will 
bring cash and management expertise 
- to the table and ask for a 49 per cent 
stake. "I hope you guys quickly finalise 
your aviation policy before we sign up 
with someone in China," he said. Well, if 
the foreign direct investment (FDI) pol- 
. icy for the low-cost airlines stays the 
same as for their full-service counter- 
parts, then he can walk in any time. In- 
dia allows 49 per cent FDI in airlines. 


DILEEP PRAKASH 


EARLY ON MONDAY, CAPAS Peter Har- 
bison rattled off the names of 10 low- 
' cost airlines that will start in the next 
. year. Air-India Express (which will ply 
between India and the Middle East), 


-. AirOne and Visa (both floated by ex-In- 


v dian Airlines people), Alliance Air, Go 

" (from the Wadias), Kingfisher (Mallya), 
' Royal (ModiLuft's relaunched avatar), 
Skylark, Yamuna Air (Gill Brothers, UK- 
based NRIs), hotelier Lalit Suri, and the 
Interglobe group (which runs the travel 
bookings firm, Galileo). Interesting 
times lie ahead. 


LATER THAT DAY, Air Sahara, Indian 
Airlines (IA) and Jet shrugged off the 











Virgin Blue’s David Huttner: “Hope India finalises its 
aviation policy before we sign up with someone in China.” 


threat from the low-cost carriers. Sahara 
said two markets will co-exist — the 
quality conscious and the price con- 
scious. For its part, it thinks it can ward 
off the low-cost threat with a mix of apex 
fares and improved efficiency (faster 
turnarounds, etc.). 

IA laughed off the threat completely. 
It said that low-cost carriers had deliv- 
ered those savings so far as they were fly- 
ing turboprops and escaping landing 
duties. Also, the typical full-service trav- 
eller is a businessmen, and fairly quality 
conscious. They would not switch. Fi- 
nally, Jet argued that the right way to ex- 
pand the market is to lower the excise 
duties so that the entire sector can lower 
its fares. At the same time, it warned, 
permitting new planes to come in with- 
out expanding infrastructure was short- 
sighted. For its part, Jet will take on Air 
Deccan and others ofits ilk through bet- 
ter yield management. 

The only airline that agreed about 
the low-cost threat was Air-India. A part 
of its medium haul business will move 
to the low-cost subsidiary, said com- 
mercial director V.K. Verma. In summer 
2005, he said, the airline would start fly- 
ing from Kerala to the Middle East. 


ALSO SPOTTED, Faisal Wahid. In De- 
cember this year, his East West Airlines 
will get back into the air. As a full service 
airline, he told BW. E 

M. RAJSHEKHAR 
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India. 


This is largely due to the 


tremendous proliferation of CDMA 
handsets. LG CDMA recently 


shipped 5 million handsets to Re- 


liance Infocomm alone. 
Nokia has been tardy about 


starting off in the CDMA market, 


which is surprising since it has been 


one of the pioneers of this technol- 
ogy. It is now trying its best to claw 


back, opening a CDMA R&D centre 
in India and launching five new 
CDMA models. It is also pushing the 


envelope by setting new co-opera- 


tion trends with operators. 
Last month it announced a part- 
nership with Tata Teleservices in cre- 


ating a new application download 


platform. This enables an easy 
download of mobile Java games and 


other applications. It is a revenue- 


share arrangement between Nokia 
and the Tatas and the first of its kind 
in the country. Over 700 games will 
be available on this platform. 


Globally, too, Nokia's market- 
share has been eroding with Sony Er- 


iccson and Motorola gaining, espe- 
cially in the mid-range models. For a 


long time Nokia had resisted the 


clamshell design, which took China 


by storm. Now, not surprisingly, it 


has rectified this design gap. 


RADHIKA DHAWAN 
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IBM © server xSeries, powered by the Intel® Xeon" Processor. 
Scale up productivity. Scale down price. 





The x206 starts at Rs. 62,500* and comes with the Intel® Pentium® 4 Processor 2.8 GHz quad pumped to 800 MHz, with 512 MB of memory, 
36.4 GB SCSI hard drive and gigabit Ethernet capabilities. You also have a choice of seven drive bays and five expansion slots that lets you add 
more memory, graphics and all the extra special devices you need. 


For prices starting at Rs.1,05,000* you can also buy x225 with Intel® Xeon™ Processor 2.8 GHz. 


The xSeries servers also have software called IBM Director that conducts predictive failure analysis. This software monitors the machine's 
internal temperature and the health of components such as memory and sounds an alert when a failure is about to occur. 


The xSeries offers great value for money. These machines increase productivity and let you rest easy in the knowledge that they come with the 
backing of IBM's service support and warranty. Power, performance and price. All together, absolutely priceless. 
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Make use of these special prices by ordering before July 31, 2004. 
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e Integrated Dual Channel Ultra 320 SCSI double data rate (DDR) SDRAM 
Controller with RAID 1 Capability. e Ultra 320 SCSI Controller with RAID 1 Capability. 
e Single 36.4 GB Ultra320 SCSI Hot swap e Gigabit Ethernet Card Standard 
HDD (10k rpm) e Single 36.4 GB SCSI HDD Non Hot Swap 
(A true Ultra320 Solution) e Seven total drive bays 


e Five full length expansion slots 
e 1year on-site warranty (additional warranty 


e Estimated Street Price: Rs1,05,000* 
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VEN six months ago, a 10- 

minute walk-in interview at 

Delhi-based BPO  vCus- 

tomers sprawling campus 
could mean a job paying upwards of Rs 
10,000 per month. But over the next few 
months, as the company prepares to 
ramp-up its workforce to 6,000 from the 
current 3,500, less than 30 per cent will 
be walk-ins. vCustomer is among the 
handful of third-party BPO firms trying 
to raise the eligibility bar for new hires. 
Alternative channels like campus hires 
and employee referrals are being pre- 
ferred over walk-ins. 

In Bangalore, Sequoia Capital- 
backed BPO 24/7 Customer has already 
' reduced its dependence on walk-ins 
from over 50 per cent a year and a half 
ago to 10 per cent now. "The conversion 


rates with walk-ins are very low. For 
every 12 candidates, we can hire only 
one. On the other hand, employee refer- 
ral schemes and on-campus hires give 
us a 3:1 conversion rate," says 24/7 Cus- 
tomer spokesperson V. Bharathwaj. This 
year, when the company scales up to its 
projected 7,000 people from 3,500 now, 
55 percent will come through employee 
referrals and on-campus hires, he says. 


mass in the initial phases of 
growth, they are unlikely to 
© work in the longer term. 
"^. The reason: as BPOs try to 
/* move up the value chain 
and begin to offer more 
specialised services, 
they will need people 
who offer skills be- 
yond affable com- 
munication. 
vCustomer CEO 
Sanjay Kumar says 
with BPOs becom- 
ing more domain- 





Imaging: ANTHONY LAWRENCE 


BANGALORE BIO 


The real McCoy? 


UST three years ago, there was 

only Bangalore Bio. Then the 

Confederation of Indian Indus- 
tries came up with Biotech India. And 
this year Hyderabad organised Bio 
Asia. In between, there were innumer- 
able other biotechnology conferences, 

_ from regulatory affairs to clinical re- 

search. So is biotechnology confer- 


as relevant and interesting as they 
have been in earlier editions. The new 
participants from India include SysAr- 
ris Software, BigTech, the Indian 
Space Research Organisation, Inter- 
national Institute of Biotechnology and 
Toxicology, and Leaderprospects. 


ence fatigue' taking the excitement x [ . T^ BIO TEC, Nore 
out of Bangalore Bio? Bie’ M. S 

Not yet, judging by the number and an V n 
quality of speakers listed. Apart from t — 


the regulars from India (You can't keep 
them away; there are so few modem 
biotech firms and institutes here!) and 
abroad, there are some fresh names 
and faces, both homegrown and im- 
ported. There are participants from 
Germany, the US, the UK, Japan and 
Singapore; and the topics are at least 
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While walk-ins help achieve critical | 


| 
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RECRUITMENT BY BPO COMPANIES 


Walk-ins shut out 


driven (his company is focused on tech- 
nology support, hospitality and retail) 
to move up the value chain, getting 
competent people is becoming a big is- 
sue. “There's a talent shortage for the 
right profile of candidates. In tech sup- 
port we need engineers who we prefer 
to recruit on-campus from technical 

colleges," he says. 
vCustomer and 24/7 Customer may 
have deliberately cut back their depen- 
dence on walk-ins, but some still prefer 
to play it safe even as they experiment 
with alternative channels. Mumbai- 
based WNS Global Services has seen its 
share of walk-ins rise from 20 per cent to 
40 per cent over the last six months. But 
Gautam Chainani, director (HR), ad- 
mits that attrition rates are lower when 
recruitments take place through em- 
ployee referrals. "Peer influence helps 
retain people. Also we are able to recruit 
15-16 per cent of candidates inter- 
viewed through referrals against 8 per 
cent through walk-ins," he says. gi 
SNIGDHA SENGUPTA 


Bigtech director Chandrasekharan 
Nair will talk on BioMEMS, one of the 
hottest topics in contemporary tech- 
nology, probably for the first time at a 
conference here. 

The flavour of this edition of Ban- 
galore Bio, however, is likely to be agri- 


cultural biotechnology, considered by 
some as the poor cousin of the 


pharma variety. The new state govern- 
ment is careful not to acquire the ur- 
ban image of the last one that ostensi- 
bly caused its downfall. 
Despite the interest in the event, 
murmurs about the 'fatigue' are get- 
ting louder. And how many 
biotech conferences do we 
really need anyway? The 
US, the most powerful 
Q^ biotech country in the 
>s world, does fine with 
ee an annual one, US 
Bio. So is it time to 
switch to an India Bio? Bl 
P. HARI 
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Prizes for all regional finalists. Fabulous audience prizes. 


Eligibility: Open to all corporates / Companies including Financial Institutions, Public Sector Undertakings, Media 
Houses, Ad Agencies etc. Teams of two participants only. Multiple teams are allowed. Registeration - Rs 500 per 
team (for non-Tata companies). 
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Surprisingly affordable style. 





Entry forms are also available at the outlets of Barista, World of Titan and Westside. 

















HREE men backed by US- 
based venture fund Media So- 


lutions have just bet Rs 50-odd | 


crore on an alternate television 
ratings system for India. Raviratan 


Arora, along with two others, is criss- | 


crossing the country introducing aMap 
(Audience map) to marketers, broad- 
casters and media buyers. Arora is the 
managing director of Ahmedabad- 


based Audience Measurement and An- | 


alytics, which claims to have installed 


AJ 





1,000 Peoplemeters already in Mumbai, | 


Delhi and Ahmedabad. That doesnt 
sound like much compared to TAM's 
5,000 odd. But Arora is looking at 20,000 
meters across the country in 18 months. 
That will make India the country with 
the largest sample size for television rat- 
A tion (FDA) has refused to interfere 
in the launch of authorised gener- 
ics, turning down petitions filed by lead- 
ing generics players Teva and Mylan. 
The two were supported by the Generic 
Pharmaceutical Association (GPhA), a 
US lobby of generics firms which has 
Ranbaxy and Dr. Reddy's too as its 
members. An authorised generic threat- 
ens the windfall that a generics firm can 
make during its 180 days of market ex- 
clusivity — its reward for legally overturn- 
ing innovator patents. During this period 
no other generic is approved by the FDA. 


With one exception. The innovator itself 
can authorise a competing generics firm 


HE US Food and Drug Administra- 
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TELEVISION RATINGS 


Will we 
geta 
clearer 
picture 
now? 
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ho oe 





ings. The US has just 5,000 meters. 


What sets his ratings system apart, | 


says Arora, is the immediacy of the data. 


TAM picks up the data from viewer | 
| homes every Saturday. However, the | 


aMap server logs into the Peoplemeter 
between 2:00 a.m. and 4:00 a.m. daily. 
This is possible because unlike TAM’s 
meters, this one 


DILEEP PRAKASH 





difference will real-time information 
and a 20,000-home sample make? 
Ashutosh Srivastava, the managing di- 
rector of Mindshare, India's largest me- 
dia-buying agency, has been through an 
aMap demo. He thinks where real-time 
information can make a difference is in 
long-running events (like elections) or 
sports, where a look at the overnight rat- 
ings could help plan spots and inven- 
tory better. But just a few people using 
aMap cannot bring the flexibility nee- 
ded to change schedules at TV stations. 
Everyone from broadcasters to prog- 
rammers to buyers have to be on it, em- 
phasises Srivastava. If it happens, aMap 
could bring operational efficiencies, he 
says. As for the bigger sample, Sandeep 
Vij, head of Optimum Media Solutions, 
says: "If he [Arora] does 20,000, he is 
home." The sheer size of the sample will 
ensure everyone buys the service. 

There are two reasons we would take 
Arora seriously. One, he understands 
hardware and software. He runs a com- 
pany called DecisionCraft, which de- 
signs intelligent software solutions 
for an array of global clients. Moreover, 

he has done stints 
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with Mudra and 


dem to get real- How they differ ABCL. What is 
time access to the | TAM aMap more important, 
data. So buyers | = Peoplemeter Peoplemeter | he has on his board 
who spent over | 5,000 MU Matthias Stein- 
Rs 4,500 crore on | Homes (Plan to add MES mann, the man 
television time | more. Under EIN who invented the 
have real-time ac- ——— discussion) E Peoplemeter. W 
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AUTHORISED GENERICS 


Tacit USFDA support for innovators 


to launch copies supplied by it. (See ‘The 
Poison Pill Defence’, BW, 9 February). 
Mylan and Teva (and the GphA) want 
an authorised generic to follow a gener- 
ics marketing application procedure, 
and join the queue of companies wait- 
ing to launch me-toos. Such a move en- 
sures that an authorised generic also 
has to respect the 180 days of exclusiv- 
ity granted to a first filer who has chal- 
lenged an innovator patent in court and 
won. If FDA had chosen to intervene, this 
would have benefitted Dr. Reddy's, 
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which has patent challenges on several 
blockbusters like Eli Lilly's $3-billion 
Zyprexa, and Ranbaxy, the first to chal- 
lenge patents on the world’s biggest 
drug brand, the $10-billion Lipitor. But 
the FDA said on 2 July that it thought au- 
thorised generics increased competition 
and promoted lower prices for drugs. 
How will the generics makers respond 
now? Says Christine Simmons, vice- 
president, GPhA: “We are still determin- 
ing the next steps.” Watch this space. W 
GAURI KAMATH 
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Nokia 3660. Celebrate your fun moments! 


Welcome to the exciting world of fun and entertainment where you can capture and share all your 
memories with an advanced integrated video recorder and playback. Have fun combining video clips, : 
text pictures and sound clips into one MMS*. And if that's not enough to bring the magic to life, you can 

also enjoy a faster, better and richer communication experience with the stylish new keypad, NOKIA 


dazzling 65K colour screen and xHTML browser”. Nokia 3660. Celebrate every moment. 3660 


3 TITA, Stylish keypad / Integrated video recorder 


Rich 65K full colour display / XHTML browser for richer browsing experience* 
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INGRAM MICRO INDIA (P) LTD 


MF 7, Cipet Hostel Road, Thiru-Vi-Ka Industrial Estate, Ekkattuthangal, Chennai - 600 097. Ph: 044 - 22333071/3/5/7 Fax: 044 - 2233175 
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Madurai (Office and Warehouse): 5352180/5352190/5353570/5353590 Mumbai: 26590060 Mumbai (Warehouse): 25554026 Nagpur: 2523582/252545! 
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HE recent spat between 
Vedanta Resources promoter 
Anil Agarwal and his com- 
pany's non-executive chair- 
man Brian Gilbertson shows how pre- 


carious the journey to being global can | 
be for Indian firms. Gilbertson, known | 
| into a global metals giant. Among other 


in some circles as The Ego, was report- 
edly considering an offer to be the chair- 
man of Siberian Urals Aluminium 
(Sual), Russia's second largest alu- 





interest between his non-ex- 


and his executive position at 
Sual. Agarwal thought other- 
wise. Finally, after a lengthy 
board meeting last week, 
Agarwal prevailed. 

When I had met Agarwal 
sometime back, 
waxed eloquent about 
Gilbertson, and described the 
lengths to which he had gone 
to get the South African 
aboard. Gilbertson, till re- 
cently a City favourite, is seen 
as the man who successfully 


and Billiton, to create a min- 
ing and metals giant. Agarwal 
had paid a king's ransom (an 
annual salary of £350,000 and 
shares in the group worth £7.2 


SANJIT KUNDU 


| million) to get this man, acclaimed as 
| the world's leading mind on mining. He 





minum producer. He saw no conflict of | 


— Offbeat SMS a CV, win Rs 40k 


HAT'S a zero-cost way of re- 
W cruiting the best possible can- 

didate? Employee referrals, 
for one. But that's a very narrow field of 
search. To get the best possible candi- 
date, you would have to shell out a lot ei- 
ther in terms of job ads, or hiring head- 
hunters. And at the end of the day, you 
might still not find the ideal candidate. 

Trust a software firm to find a way 

out. The Mumbai arm of the US-based 
MAQ Software (which does develop- 
ment for Microsoft gaming software, 
among other things) has practically en- 








| 


even willingly relinquished the chair- 


| man's post for him, an act still rare 


among Indian promoters. 
Gilbertson was to help Agarwal 
achieve his ambition ofturning Vedanta 


things, this meant getting Vedanta listed 
on the London Stock Exchange, a job 
which he accomplished. 
And then helping Vedanta 


gaged the whole country to try 
and fill up the 50-odd vacan- 
cies it has. 

Here's how it works. MAQ has put 
up a ‘referral reward scheme’ on certain 
job sites. If you know a candidate who 
matches the profile desired by MAQ, 
just email or SMS them. If the candi- 


| date suggested by you is hired, then 
|. MAQ will pay you between 


Rs 20,000 and Rs 40,000, depending 
on the experience of the candidate. 
Says Vikram Kumar, director, MAQ 


| Software: "We had a bad experience 
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ecutive position at Vedanta | 


merged two companies, BHP | 











VEDANTA RESOURCES 


The Ego exits 


| on acquisitions, creating an organisa- 


tion that thought global, and interacting 
with investors and managing their ex- 


_ pectations. His term was to expire on 29 


July. When asked by BW a few months 
back if he would continue, he had given 


| the impression that renewing the con- 
| tract would be a mere formality. 
he had | 


Now it turns out that Gilbertson is 
not staying. But the news of his exit on 
6 July acted as a tonic on Vedantas share 
price, which had been consistently per- 
forming 25 per cent below its float price 


| of 390p. Immediately after the news, it 


rose 9.25 pence to close at 288.75p. 
How would Gilbertson's departure 
impact Vedanta? In the notoriously 
parochial City, it helps to have a familiar 
face, and Gilbertson's was one. Also, in- 
vestors in Britain are uncomfortable 
with the idea of an owner chairman. But 
Vedanta reacted fast, announcing that 
Michael Fowle, 64, the senior non-exec- 
utive director, would take over from 
Gilbertson, signalling to investors that 
nothing had changed even though 
Gilbertson had gone. Also, recently, Jean 
Pierre Rodier, formerly of Pechiney, 
joined the Vedanta board. He is a re- 
spected name and brings with him 
plenty of experience. Perhaps where 
Gilbertson would be missed is in his 
deal-making skills. m 
D.N.MUKERJEA 


with a recruiter who 
took the retainership 
and recommended no- 
body. Actually he was too 
busy recruiting for big clients. 
Then we hit upon this idea and 
it is working.” 

According to Kumar, MAQ 

has already got 150 CVs of can- 
didates working at top compa- 
nies. What's more, he claims to have 
hired techies from SAP Labs, TCS, Wipro 
and Accenture through this novel 
method. So, if you know someone who 
is looking for a software job, Rs 40,000 
could be just an SMS away. & 
SHELLEY SINGH 
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€ More than 5 lakh villages connected A host of Free Services 
€ 3.54 crore happy families across the nation e CLI, Call transfer/forwarding 
€ Most economical STD tariffs e Call waiting i 
€ Most economical ISD tariffs e Abbreviated dialling 
€ Customised tariffs to suit your needs e Hotline 
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XZSSINANCE Minister P Chi- 
~ dambaram has taken India's 
economic reform to its final 

—  frontier— the business of gov- 
| ernance. In his previous bud- 


get, which he presented way 


?5 backin1997, the finance min- 
ister had thrown caution to the winds. 
He had cut tax rates and blown away 
senseless controls with brave aggres- 
sion. His attempt has gone down in his- 
tory as the ‘dream budget’. Naturally, 
there were wild cheers from companies 
and the markets. So both these influen- 
tial constituencies seem a bit miffed at 





what he had to offer on 8 July 2004. They _ 


expected a repeat of 1997. But Chi- 
dambaram has revealed a dream of 
another sort: shifting the focus of gover- 
nance in this country. 

OK, let's start counting what he said 
in his two-hour speech. 

The Planning Commission is busy 
looking at how government funds can 
be reallocated so that the genuinely 
poor benefit. It is also trying to bring 
some sense of order in the tangle of cen- 
tral social sector schemes. Work has be- 
gun on a National Employment Guar- 








antee Act. Till it becomes law, a food-for- 
work programme will be launched in 
the 150 poorest districts. The education 
cess will raise around Rs 5,000 crore, 
which will be spent on primary educa- 
tion and a mid-day meal scheme alone. 
A task force on co-operative banks, who 
will be key players in the attempt to dou- 
ble the flow of credit to agriculture in the 
next three years, will submit its report by 
31 October. A National Horticulture 
Mission will help farmers diversify out 
of traditional cereals. A model law will 
be circulated to create a single market 
for agricultural products. An Invest- 
ment Commission is to be set up that 
may eventually replace the moribund 
Foreign Investment Promotion Board. 
There will also be a National Manufac- 
turing Competitiveness Council. And a 
Board For Reconstruction of Public Sec- 
tor Enterprises. And, in case we forget, a 
Fund For Regeneration of Traditional 
Industries as well. A scheme of food 
stamps will be tried out in three con- 
tiguous districts. An expert group on 
gender budgeting will help the finance 
minister tell the nation how much gov- 
ernment money actually reaches 


Selling a 
Different 
Dream 
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women. A Rs 25,000 Backward States 
Grant Commission will be the first step 
towards setting up a Commission to 
reduce inter-state inequality. And the 
National Institute of Public Finance 
and Policy is to prepare a report by next 
year on how subsidies can be targeted 
at the poor. 

Phew! That's a total of 16 promises 
and plans. (And we could have missed a 
few in the mad hurry to catch the 
evening deadline.) 

. The obvious criticism — it's just 
promises and plans. It almost seems like 
a clever politicians populist spin to lend 
some spice to an insipid budget. Most of 
the real action seems to have been post- 
poned to the next year, or the year after 
that, all the way down to the year 2009. 
True. But perhaps the team of Manmo- 
han Singh and Chidambaram deserve 
the benefit of doubt. They have had only 
five weeks to put together Budget 2004. 
Naturally, what we have is a road-map 
rather than an actual road with tar 
and bitumen. 

Of course, Manmohan Singh had 
even less time when he presented the 
first budget of the Narasimha Rao gov- 
ernment. But his was the relatively sim- 
pler task. Tax rates can be cut and licens- 
ing abolished with the stroke of a pen. 
But five weeks is clearly too short a time 
to set right over five decades of misgov- 
ernance. So they seem to have done the 
next best thing by sending out strong 
signals that the private sector can now, 
more or less, take care of itself. It is now 
time for government to reform itself, so 
that it works for the poor and their 
needs, rather than being held hostage 
by the special interest groups that have 
hijacked subsidies not meant for them. 

With so much care and attention be- 
ing given to the rural sector and the 
poor, what the corporate sector eventu- 
ally got was a lot of tinkering and fine- 
tuning in excise duties and investment 
norms. Direct tax rates have been left 
unchanged. The peak rate of customs 


The Union Budget 2004 may not have 
been a show-stopper, but it sold the new 
hopes of agricultural revival and broad- 
based growth. Though not as exciting as 
tax cuts, they are just as important. 

By Niranjan Rajadhyaksha 


duty remains where Jaswant Singh left it 
in his Interim Budget — 20 per cent. 
Poor Vijay Kelkar's tax reform report has 
been put on the back-burner once again 
(though there is a promise to revisit tax 
reforms in February 2005). There has 
been the expected increased coverage 
of the service tax, though the powerful 
truckers lobby has been spared once 
again. A bit here and a bit there — but 
nothing too sensational. But should 
anything else have been expected? 

Look at it this way. Once the income 
tax exemptions have been dealt with, 
import duties are brought down to the 
levels of the Association of South East 
Asian Nations (Asean), more services 
are brought into the tax net and a gen- 
uine value-added taxis introduced next 
year, the job that began in 1991 will be 
done. Tax reform will no longer be the 
sexiest part of subsequent Budgets. The 
drama will be elsewhere. (It is high time 
the stockmarket crowd realised this.) 

So where will the energies of the fi- 
nance ministry be focussed over the 
next five years? Chidambaram's Budget 
speech offers some clues. The United 
Progressive Alliance (UPA) government 
will have two clear tasks — do away with 
the revenue deficit by 2009 and reform 
the way government functions in India. 
Both are easier said than done, espe- 
cially for an alliance government that 
can be held hostage by its anti-reform 
partners. But Budget 2004 at least tells 
us that theintentions ofthe new govern- 
ment are genuine. 


BUSINESSWORLD 25 19 JULY 2004 


First, the revenue deficit. The Fiscal 
Responsibility Act had initially stated 
that the government should have no 
revenue deficit by 2008. The UPAs Com- 
mon Minimum Programme (CMP) had 
said the target date needs to be pushed 
forward by a year. This is also the 
commitment Chidambaram has made 
(and the Act will hence be amended to 
fit in the new date). More importantly, 
this year's revenue deficit has actually 
been capped at 2.5 per cent, This is a 
full percentage point lower than last 
year's figure. The fiscal deficit is down 
to 4.4 per cent of GDP This fiscal disci- 
pline, if allowed to continue, will release 
the thousands of crores that are needed 
to fund social welfare schemes and 
public investment. 

The second task is to ensure that the 
money spent by the government helps 
those in need of it. It should not be frit- 
tered away. The stories that follow in this 
special package on Budget 2004 show 
how discouraging the current record is. 
Large parts of the money spent on vari- 
ous social welfare and sectoral schemes 
by the Central and state governments 
are wasted because of a combination of 
inefficiency and rank corruption. Social 
welfare schemes in India are more like 
black holes than shining stars. 

In Budget 2004, Manmohan Singh 
and Chidambaram have announced 
their intentions. They have made their 
promises. It is up to the rest of the tearn 
to cover the treacherous distance be- 
tween dreams and reality. m 









Budgeting by the Programme 


ANMOHAN Singh was a conserva- 
tive finance minister. He did not 
overestimate revenue, he did not ex- 
ceed the budgeted deficit, and he 
would not make risky changes. Yash- 
want Sinha was a spendthrift; he generally 
underestimated the deficit. Jaswant Singh 
was more solid, but then, he came in at a time 
when the economy was doing better. 

What kind of a finance minister would 
P Chidambaram be? I would have said that he 
would show flair and courage, but like all 
people who dare, he could make mistakes. 
His stint as finance minister in the United 
Front Cabinet was not long enough to 
establish a track record. So even now he 
remains a dark horse as finance minister, and could be 
exciting to watch. 

This time, he also faced a delicate situation. He 
is a man of liberal convictions, but he is also a member 
ofasocial democratic government. He was being watched 
by the government's indispensable leftist allies as 
well as by the nervous industrialists of Bombay, Bangalore 
and Madras. His predecessor had already given generous 
sops in February, so Chidambaram would have reason 
to worry about revenue. And it was already July; by the 
time Parliament passed the Budget, almost half the fiscal 
year would be past. 

But because of that, less hung on this Budget; Chi- 
dambaram would have a chance to present another Bud- 
get in seven months, and could let this opportunity pass. 
Which is what in my view he has done. He has done the 
minimum, which is to give the promises of the Common 
Minimum Programme a financial form. And he has done 
some house-keeping. The minister and the ministry con- 
tinue to receive proposals from interested parties; and it is 
good practice to implement them in the Budget. That is 
what Chidambaram has done. 

But while this may not have been a good time to think 
big, itis possible to think too small. A major area of con- 
cern that Chidambaram tackled, for instance, is taxation 
of textiles. The next 10 years will make or break the textile 
industry. For the next year, the industrial countries will 
end recourse to country-wise quotas. Then there will be 
free competition amongst developing countries for in- 
dustrial-country markets. China will win in a big way; the 
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question is whether India will win or lose. For 
it to win, it has to get out of the box it has 
crawled into — of exports of low-value cotton 
garments. Its specialisation in them has 
had much to do with the fact that high 
taxation kept our synthetic and blended fibre 
industry small and high-cost. We began to 
reform the tax regime in the early 1990s — the 
end-point was a full-scale Central value- 
added tax (CENVAT), neutral to all fibres, 
introduced last year. 

But our excise officials are pretty rough. 
They made many enemies, and Chi- 
dambaram was flooded with requests to 
get them off the backs of the numerous 
weavers and small producers. So now he has 
reintroduced a regime that discriminates against 
synthetics and blended fibres. They and their products 
will bear 16 per cent duty, while their competitors, natural 
fibres, will get away without paying anything. The latter 
may enter the CENVAT regime voluntarily, in which case 
they will pay only 4 per cent. And if they have any sense, 
they will do so only if they get CENVAT rebates — that is, 
if they pay a negative tax. 

This is the way to keep the Indian industry locked into 
its natural fibre, low-value base. I can see why Chi- 
dambaram did what he did; but he should have taken 
some time to think of the consequences. 

On the other hand, I entirely approve of Chi- 
dambarams resolve to integrate the tax regimes on goods 
and services. A value-added tax should not distinguish be- 
tween the two at all; tax credit on inputs should be avail- 
able whatever the nature ofthe input. In my view, the Cen- 
tral Board of Excise and Customs (CBEC) should have 
ensured this right from the beginning. It did not do so os- 
tensibly on revenue grounds but really because compli- 
cated tax regimes are in its interest. Chidambaram now 
proposes to combine the two tax regimes but to offset the 
possible revenue loss he wants to raise the service tax from 
8 per cent to 10 per cent. Standardisation of the tax rate 
also simplifies the regime. 

Chidambaram should have resisted pressure from 
the CBEC to introduce a 10 per cent tax rate. For the pur- 
pose of revenue, the tax regime should be looked at as a 
whole; sector-wise compensatory tax changes like this 
should be avoided. E 
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Discretionary changes 


F the clock on the Fiscal Responsibility © 
and Budget Management (FRBM) Act 
ticks from 2004, and not 2003, the revenue 
deficit must disappear by 2008-09. The re- 
vised estimate for 2003-04 shows a rev- 
enue deficit/GDP ratio of 3.6 per cent. So an 
average annual reduction of 0.7 per cent is 
needed. Although there are annual targets, 
one doesn't have to accomplish more than 
this in 2004-05. However, the Economic Sur- 
vey rightly argued that with the economy and 
revenues buoyant, deficit reductions should 
be front-loaded. And we have a revenue 





oil. Don't get me wrong. I am not objecting to 
duty reductions, I am objecting to the discre- 
tionary element. 

Such discretionary changes in the cus- 
toms duty are marginal. But it gets worse for 
excise, where there are several examples of ar- 
bitrariness. The point under dispute is an- 
other statement from the FM's speech: “I shall 
use tax policies to provide incentives to cer- 
tain kinds of investment and to influence cer- 
tain kinds of behaviour in the market." This is 
where the two Kelkar Committee reports, on 
direct and indirect taxes, would rightly dis- 


; ; Theauthor i í 
deficit/GDP ratio of 2.5 per cent for 2004-05, reece wood Rajiv agree. There are instruments other than tax 
with a fiscal deficit/GDP ratio of 4.4 percent. Gandhi Institute for policy to push certain kinds of investment or 
Contemporary Studies. 


If accomplished, this would not only follow 
the FRBM Act, but would be phenomenal. 

The FMs speech states: "My proposals on direct taxes 
are expected to yield a gain of Rs 2,000 crore. On the indi- 
rect taxes side, they are broadly revenue-neutral.” If that is 
true, how has this phenomenal reduction happened? 
Partly due to the exceptional growth of 8.2 per cent in real 
GDP, thanks to the low base in 2002-03. Surely, no one ex- 
pects real growth in 2004-05 to be more than 7 per cent. 
Are we then expecting 6.5 per cent inflation? The tax rev- 
enue projections are even more optimistic. Tax revenue 
for the Centre is expected to grow by 24.7 per cent. 

Tax measures have an indirect tax (import duties plus 
domestic) component as well as a direct tax one. Here is 
another quote from the speech: "I am a votary of tax re- 
forms, but it would be unwise on my part to attempt to do 
tax reform in a hurried or piece-meal manner. Seven 
months from now there will be another Budget, and there 
will be an occasion to visit the subject of tax reform." Fair 
enough. The partial value-added tax (VAT) has been post- 
poned till April 2005; service sector taxation is linked to 
that and one needs time to generate consensus on exemp- 
tion removal, both direct and indirect. This is unassailable 
logic and one would have understood had we waited till 
2005-06. But that's not quite what has happened. 

Take import duties first. The peak rate on manufac- 
tured goods stays at 20 per cent and that's fine. There may 
be rupee appreciation: why pre-empt the WTO negotia- 
tion process and so on? However, while 20 per cent is in- 
tact, there are discretionary reductions for steel, metals, 
plantation machinery, and even a hike for refined palm 


certain kinds of behaviour. That's precisely 
the reason why Vijay Kelkar pushed for re- 
moval of exemptions. Despite the point that the tax/GDP 
ratio won't increase without exemption removal, one un- 
derstands the political difficulty in removing exemptions. 
But fresh exemptions — and there are several of them for 
corporate taxation — are beyond our ken. 

Indeed, although many economists favour a turnover 
tax for the capital market, that too is discretionary. 
Whether 0.15 per cent is quantitatively significant is be- 
sides the point. The argument that this is superior to the 
present system of capital gains taxation (short- as well as 
long-term) is also a non sequitur. The point is, why should 
we single out one asset market at the expense of another? 
And why should we tax turnover rather than income? 

The hike in the service sector taxation rate from 8 per 
cent to 10 per cent is also arbitrary. Indeed, services 
should be brought into the tax net, although because of 
implementation problems net revenue accretion may not 
be much. However, service sector taxation has to be inte- 
grated with goods, and this means rates as well as provid- 
ing credit for inputs. What is the goods rate? Is it the 
16 per cent Central value-added tax rate or is it the pro- 
posed revenue-neutral rate of 12.5 per cent? Without a 
clear answer and without transition from a turnover tax to 
a VAT for services, how do we know that 10 per cent is the 
right figure? The hike should probably have awaited the 
revisiting or visiting of tax reforms. 

Finally, the 2 per cent cess to boost education was ex- 
pected and is fine, but there are question marks about effi- 
ciency of public expenditure. x 
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Retaining the reforms bias 


EFORE Mr P. Chidambaram's Budget, 
there was considerable speculation 
about what he could do — given the 
compulsions of the Common Mini- 
mum Programme (CMP) ofa coalition 
government. The general consensus among 
most economists was that he would do three 
broad things: 

E First, there would be a substantial increase 
in the Plan expenditure, especially in line 
with the objectives of the Common 
Minimum Programme to provide more for 
basic education, primary health, agriculture 
and employment generation. 

li Second, we have to be prepared for signifi- 
cant fiscal consolidation through an addi- 
tional dollop of taxes and, possibly, even a 
substantial reduction in the number of tax 
exemptions as recommended by the Vijay 
Kelkar committee' report on direct taxation. 
@ Third, despite Mr Chidambarams avowed reformist 
bias, we would do well not to expect any major reforms in 
this Budget — that the real stuff would happen only in 
February 2005. 

The good member of Parliament from Sivaganga 
proved some of us totally wrong on the reform front. For 
instance, I was on record that Mr Chidambaram would 
not risk the ire ofthe Left by increasing the FDI limit on in- 
surance. But he did. 

To besure, there is no difference in the legal status of an 
insurance company if the FDI increases from 26 per cent 
to 49 per cent. Yet, the signal is obvious — here is a govern- 
ment that is determined to do what it can to attract FDI in 
the core sectors of the economy, and will not brook empty 
ideological opposition. 

Add to that the increase in FDI in telecommunications 
from 49 per cent to 74 per cent, and a rise in individual FII 
limit on debt funds from $1 billion to $1.75 billion, and we 
see a clear commitment to both foreign direct and 
portfolio investment. (I don't consider the rise in FDI limit 
from 40 per cent to 49 per cent in civil aviation as a great 
reform move. The previous government's Cabinet had al- 
ready approved 74 per cent.) 

Asfaras Plan expenditure goes, there is a huge increase 
—and all ofit along expected lines. At Rs 145,590 crore, the 
Plan outlay for 2004-05 is almost 20 per cent higher than 
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the revised estimate for 2003-04. Few, if any, 
should have any issue with providing 35 kilos 
of foodgrain for 20 million families below the 
poverty line; or the food for work programme; 
or the mid-day meal scheme; or for primary 
education and basic health. India needs this, 
and the BJP probably realises it now better 
than ever before. 

However, both Mr Chidambaram and 
Prime Minister Manmohan Singh would be 
the first to admit that we have horrendously 
inefficient and corruption-ridden delivery 
systems — where less than 10 per cent of the 
outlays actually go to where they should. 
So, while much of the extra allocation is laud- 
able, one wonders how much will actually 
reach ground zero. Equally, if we wait for 
implementation of the schemes to improve 
before increasing allocations, we may as well 
wait for Godot. 

As far as taxes go, there were some along expected lines 
— the most important one being the 2 per cent cess on all 
taxes to fund basic health and primary education. Of 
course, there is an issue about whether this will be ring- 
fenced or disappear in the black hole called the Consoli- 
dated Fund of India. 

But there were two clear surprises. While everyone ex- 
pected the service tax net to be widened, few thought that 
Mr Chidambaram would raise the rate from 8 per cent to 
10 per cent. Besides, some of us had felt that he would bell 
the cat, and tax the transporters once and for all. But 
clearly, the fear of another nationwide truckers’ strike kept 
this potentially lucrative and totally undertaxed sector off 
the radar screen. 

The other surprise was the turnover tax. Although it 
is tiny at 0.15 per cent per value of transaction, the tax 
may reduce liquidity in an already narrow market. Only 
time will tell. 

The bottomline? For a person who had about 40 days 
to prepare the Budget, it was more or less according to ex- 
pectations. Last time around, Mr Chidambaram had 
much more time to fashion his ‘Dream Budget’, except 
that every assumption got unstuck at the end. 

Let's hope his numbers stick this time around — for the 
sake of the gentleman from Sivaganga, and for the state of 
the exchequer. $ 
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Consigned to the shelf 





sors last post, P. Chi- 
dambarams latest 
Budget has not ignored 
Vijay Kelkar and his now- 
famous report. It has 
stomped vigorously on it 
by introducing a host of 
exemptions and extend- 
ing some existing ones. 
"Barring one or two 
recommendations, if you 
look at this Budget, it has 
gone against what the 
Kelkar report recommends. It worsens 
matters in this respect,” says a senior fi- 
nance ministry official. Sources point 
out that the Kelkar report is in favour of 
moving away from cesses and sur- 
charges and, in general, simplifying the 


| NLIKE his predeces- 





Kelkar: His tax report 
has been largely ignored 





2 per cent cess goes com- 
pletely against its recom- 
mendations. 


also strongly suggested 
doing away with conces- 
sions offered to the power, 
telecommunications and 
other sectors under Sec- 
tions 80 IA and 80 IB of the 
Income Tax Act. But the 
Budget has extended such 
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power and housing, and offered new 
ones to hospitals and the agro-process- 
ing industry. The automobiles and ship- 
ping industries have been offered other 
direct tax benefits. The report suggested 
doing away with location-based ex- 


tax system. But the new | 


The Kelkar report has | 


concessions for telecom, | 








emptions, but the Budget extends such 
exemptions for Sikkim, Uttaranchal and 
Himachal! Pradesh till 31 March 2007. 
Needless to say, there is no tax on agri- 
cultural incomes. In fact, farmers have 
been granted relief from capital gains 
tax in certain cases. 

On the excise side, we have tractors, 
dairy machinery, hand tools, comput- 
ers, newsprint in reels, plantation ma- 
chinery, parts of pens and patent leather 
— all of which will be totally exempted 
from excise duties. Similarly, many 
items have been exempted from cus- 
toms duties — from rough coloured 
precious gemstones and platinum to 
mobile switching centres. 

To his credit, Chidambaram has 
pro-mised to revisit the issue of tax re- 
forms saying it wouldn't be wise to do 
anything in a hurry. But meanwhile, he's 
made his task harder. 4 

ANJULI BHARGAVA 





Plans for a bigger clan 


The growing government 
eee — (Est) 2004 (Actual) it up Another br000:eda | 
Police“) EN 058,512 744,962 new faces will have been 
Dept of Seay i 125.746 134,005 added to the existing bu- 
inden bod Kale dee ^ sae enam “CACY during the course 
Ministry of defence (civil) 38,310 44,376 et UM eer OPERIS 

healti ministry of railways holding | 
Dent wf phat ES steady at 1,475,884 
pm — gin The ministry r mines 
Dept of mines 14,309 18,557 


The list is not exhaustive 


SN'T this just grand? The estimated 
grand total of the government's staff 

strength till 1 March 2004 is 
1,983,039, the government's expendi- 
ture Budget proudly informs us. Add to 
this the ministry of railways (a township 
on its own) and the total number of 
Central government employees swells 
to 3,458,923. This is an increase of — 
hold your breadth — 141,589 over the 
actual number on 1 March 2003. The 


Source: Gol 





more to its ranks. An additional 3,133 
people in the department of science 
and technology will deliver India to the 


current year is all set to keep | frontier of technology. To combat elec- 


probably hopes to dig deeper 
by adding 4,248 persons to 


its present strength of 14,309. The de- | 


partment of commerce is shedding 


quantitative restrictions by adding 618 | 


persons to its strength. Not to be left be- 


hind, the departments of revenue and | 


economic affairs will boost their 
strength by 8,919 and 764 people, re- 
spectively. The department of health 
will be plumper by 2,468 people and the 
ministry of defence (civil, not the de- 
fence forces, mind you) will add 6,066 
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tronic mail, the department of posts ex- 
pects to add 8,088 persons to its existing 
lot of 565,922, while 647 additional per- 
sons will assist the department of infor- 
mation technology. 

The ministry of labour and employ- 


, mentis keeping up the good work — it 


will hire 1,147 people during the course 


_ of the year. The Cabinet will add 830 





people and we will have another 86,150 
policemen to protect us. An additional 
803 persons at the ministry of statistics 
and programme implementation will 
see to it that the country's innumerable 
programmes are carried out diligently. 
And what's more, things will be better 
planned with 196 more at the ministry 
of planning. Theres no doubt about it — 
India may or may not be shining but the 
Indian bureaucracy certainly is. * 

A.B.» 





Setan FM tocatch another 
FM. A few hours after 
P Chidambaram presen- 
ted his budget, Business- 
world's Avinash Celestine 
spoke to the former fin- 
ance minister. Excerpts. 


E How would you 
describe the Budget? 

We had been led to believe 
that there has never been 
an economic team like 
the present one with 
Chidambaram in the fi- 
nance ministry, Manmo- 
han Singh as Prime Minis- 
ter, and Montek Singh 
Ahluwalia as the deputy chairman of 
the Planning Commission. There were 
promises about an emphasis on agri- 
culture, rural development, health, edu- 
cation and employment in the Com- 
mon Minimum Programme, in the 
President's address to the Parliament, 
and in the Prime Minister's address to 
the nation. But none of that seems to 
have come through in the Budget. This 
is a very timid Budget. 

The only way that we could have 
known that the finance minister meant 
business was ifthe allocations to each of 
these areas had gone up. But what do we 
find? The allocation to agriculture has 
gone up by Rs 950 crore from the Budget 
estimates of the previous year, alloca- 
tion to health is up by Rs 850 crore, the 
HRD ministry's budget is up by Rs 1,000 
crore and the labour ministry's alloca- 
tionis up by just Rs 11 crore. But the allo- 
cation to the ministry of rural develop- 
ment has fallen by Rs 1,928 crore. What 
Chidambaram has given with one hand, 
he has taken away with the other. The 
new deal with rural India that this gov- 
ernment was talking about is nowhere 
in evidence. 

The most disconcerting [thing] is the 
employment guarantee scheme, about 
which there was so much fanfare. Chi- 





dambaram has merely said that the 
labour minister will bring in the neces- 
sary legislation — there is no indication 
about when that will happen. 

The other question I have is about 
the 2 per cent education cess. Chi- 
dambaram said the education cess 
would give him Rs 4,910 crore in a 
full year, and that the entire amount 
would be spent on education. This 
means that he should be able to raise at 
least Rs 2,500 crore to Rs 3,000 crore in 
seven months. However, the budget for 
the HRD ministry has been raised by 
only Rs 1,000 crore. Where is the rest 
ofthe money? 

Second, is this a growth-oriented 
Budget? It doesn't look that way. In fact, 
I am very worried now that the tax 
proposals will lead to further inflation- 
ary pressures... 


E Why do you say that? 

Let me explain. He has raised excise on 
steel, a basic metal for many industries 
— that will have a cascading effect. 
Then, he has raised excise on edible oil. 
He has increased the service tax from 
8to 10 percent, and broadened the cov- 
erage. Addto this the2 per cent cess, and 
all these factors put together could fuel 
inflation. There is already pressure on 
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that front, with the infla- 
tion rate touching 6 per 
cent. This will lead to 
pressure on interest rates. 
Therefore, the problem I 
see is rising prices [and 
an] increase in interest 
rates and, therefore, this 
will change the economic 
scenario completely. 


E What would you have 
done had you been in 

his place? 

I don't have to answer that 
question. I have pre- 
sented five Budgets and 
you have seen what I did. 
So, I don't think I have to answer today 
what I would have done. 


DINESH KRISHNAN 


S Do you think the target to reduce 
the revenue deficit to zero by 2008- 
2009 is realistic? 

I will say that Iam not happy that Chi- 
dambaram has sought to bring an 
amendment to the FRBM (Fiscal Re- 
sponsibility and Budget Maintenance 
Act) and to push the date to bring the 
revenue deficit down to zero to 2009. 


E The FM has announced that VAT 
will be implemented from the next 
financial year. Do you see that as a 
realistic target? 

The government needs to convince 
traders that VAT is good for them. The 
Central government is only a facilitator 
on this issue, and it's really up to the 
state governments. We have to get the fi- 
nance ministers of the states to have a 
dialogue with the traders, and convince 
them of the benefits that will accrue. If 
the traders resist, then it is going to be 
difficult to implement VAT by next year. 


W What is the big challenge that Chid- 
ambaram will face in the next Budget? 
The big challenge isn't next year. It was 
now. He has missed his chance. E 
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A reasonable 





Budget overall 


His political allies have some reservations, but on the whole, 
everyone has given P. Chidambaram's Budget a thumbs up 


Anand Mahindra, MD, Mahindra & Mahindra 


THE one thing that stands out 
in this year's Budget is the 
commitment to a reduction in 
fiscal and monetary deficits. We 
can worry about the math, but 
clearly, most overseas investors 
are bound to interpret this as a 
positive long-term signal. After 
all, fiscal and revenue deficits 
are like hypertension..., like a 
silent killer. Slowly, over time, 
they will vitiate the economy. 
They will suck away private investment and ruin the body. 
I reckon this will bring back the confidence of the FIIs. 

I have maintained that, among other things, if you 
want to boost consumption, bring in VAT. If we create a 
common market, then we [will] finally have a market of 
global scale. Although we pretend that we had one earlier, 
in reality, it was a series of regional markets. 

Chidambaram has addressed the lack of investment in 
agriculture through a very measured approach. The word 
‘pilot’ came up several times, indicating he did not want to 
throw money into everything until a scaled-up version 
was in place. That is very practical. At the same time, 
where there is no problem, like rural credit, he says he is 
going to double it. Besides, there is an emphasis on 
implementation through the use of self-help groups and 
the panchayati raj system, which I reckon is very wise. 

The cess on education is clearly a trade-off. Should he 
have spent and raised the fiscal deficit? Certainly not. It 
would have sent the wrong signal to the world. That would 
have meant lower investments and lower growth in the 
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economy. Ultimately lower growth in the economy is 
more pernicious than the adverse effects of a tax burden. I 
believe sustaining a 7.5 per cent growth is a better way of 
improving everybody's competitiveness. If India grows as 
a market, that's when we will become more competitive. 
We will never become competitive against China if our 
markets are stagnant. I feel it is more egalitarian since it 
does not penalise a particular sector in the industry. In the 
end, a Budget is about trade-offs. 


Uday Kotak, MD, Kotak Mahindra Bank 


I think it's a positive Budget. 
From a long-term point of view, 
it's bold and forward-looking. If 
you look at the details, there's a 
focus on the right sectors — 
agriculture, education, 
healthcare and infrastructure — 
which is consistent with the 
Common Minimum Progra- 
mme (CMP). At the same time, 
its also investment friendly — 
you have FDI in telecom, civil 
aviation and insurance up to larger limits. The other 
positive [indicator] is greater latitude for banks in capital 
markets (I don't know whether the RBI has announced the 
schemes as yet). I presume this would mean a higher cap 
on capital market investments than the present 5 per cent. 
The other thing I found interesting is the plan to 
integrate the commodity and the securities markets. I 
suppose the RBI and Sebi will allow banks to get into the 
commodity market. Chidambaram has taken a step 
forward even on disinvestment, by announcing that he is 
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looking at offloading some government shares in NTPC. 
That may not be pro-privatisation, but continues the good 
work of the previous government. 

Chidambaram is looking at keeping interest rates 
constant, but I couldn't quite figure out what he meant by 
keeping the public provident fund (PPF) rate at 8 per cent. 
I think he’s given a lot of taxes away by increasing the 
income tax exemption limit from Rs 50,000 to Rs 100,000. 
But he's also making things simpler for himself — there 
are fewer taxpayers to go out and get the revenue from. 
This is not a bad thing from a longer-term point of view. 

From an industry point of view, his actions are 
consistent with his broader theme. So research and 
development, and the tractor industry, among others, 
have got the right benefits. The rationalisation of tonnage 
tax in shipping is another instance. 

For the markets, a big issue is this area of turnover tax. 
I would have been happier if the turnover tax were closer 
to 0.03 per cent; 0.15 per cent is probably very high. You 
also have to make sure that liquidity in the markets is 
protected. The markets have probably reacted to this — 
the concern about impact on liquidity. They are trying to 
make FII registrations easier. Maybe Chidambaram can 
relook at the level of tax. 

Implementation will be key for the thrust on agricul- 
ture, education, health and infrastructure to work. He's 
voting with his feet, saying this is what we believe and this 
is what we are doing for it. There is a clear commitment to 
‘walk the talk. Some of the Kelkar committee recommen- 
dations have also been implemented, like the VAT, and the 
mutual fund arbitrage for corporate investors. He's been 
bold in terms of his expectations of revenue collections. 


Arvind Virmani, director & chief executive, ICRIER 


GIVEN that the government 
has been there for 40 days, I 
expected some reforms and 
some implementation of the 
CMP This has happened. 
Previously exaggerated fears 
about excessive expenditure 
have been nullified. This is 
clearly shown in the Fiscal 
Responsibility and Budget 
Management (FRBM) and the 
fiscal aspects of the Budget. 
The foreign direct investment limit has been raised in 
three sectors, namely, insurance (from 26 per cent to 49 
per cent), telecom (from 49 per cent to 74 per cent) and 
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civil aviation (from 40 per cent to 49 per cent). Where 


matters of privatisation and disinvestment are concerned, 
the government has proposed setting up an Investment 
Commission to woo domestic and foreign investors. 

There are several pro-growth indicators in the Budget 
like continuing the previous government's efforts towards 
a CENVAT regime and bringing 85 items out of the SSI 
reservation list. The Budget also lays down the careful and 
cautious implementation of the agricultural and social 
aspects of the CMP. 

About the non-inclusion of the recommendations of 
the Kelkar Committee in the Budget, the FM has clearly 
announced that he will take up the issue of tax reforms in 
the next Budget. The reasons are obvious. A government 
that's been in power only for 40 days can't just come in 
and do random things. It needs time. 


Kalpana Morparia, deputy MD, ICICI Bank 


— 1 ANYTHING that spurs growth 
=~ .  jintheeconomyis encouraging 
for bankers. And the thrust on 
infrastructure and agriculture 
will spur growth. The proposed 
Investment Commission and 
the National Manufacturing 
Competitiveness Council will 
Tm 3 create a platform for greater 
CAE i: x = = competitiveness. The decision 
to raise the FDI limits in 
telecom, insurance and 
aviation is a bold step, which will lead to increased flow of 
foreign investment in the economy. When people thought 
that things [reforms] could get reversed, finance minister 
P Chidambaram surprised them by raising FDI limits in 
sectors where we thought it would take more time. He has 
left the tax strucuture unchanged except for the cess on 
education, which is fine. 

The finance minister has clearly articulated his 
commitment to amend the necessary laws to speed up 
the recovery of non-performing loans. The decision to give 
more freedom to well-capitalised banks with appropriate 
risk management systems to increase their capital market 
exposure augurs well for the banking sector. So does the 
benign interest rate environment. Banks like ours have 
proper risk management systems to ensure that market 
exposures are handled in an appropriate manner. A 
differential structure among banks on the basis of their 
ability to handle products works better. 

The big negative is the transaction tax on securities 
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trading. The markets expected that they could have their 
cake and eat it too (abolition of tax on long-term gains). 

It's the quantum of the transaction tax — 15 basis points of 
the value of security — which took them by surprise. The 
market expected it to be 5 basis points or, at most, 10 basis 
points. It would apply to equity securities, but it's not clear 
if this would apply to debt instruments as well. 

The thrust on agriculture and infrastructure provides a 
big opportunity for banks. Contrary to popular belief that 
lending to agriculture creates more bad debts, our non- 
performing loans in agriculture are less than 0.5 per cent 
of total loans, compared to an overall figure of 2.8 per cent. 
Our direct agriculture lending was 13 per cent, indirect 
lending was 5 per cent. We have been meeting the target 
of 18 per cent agricultural lending for the last two years. 

Risks in agricultural loans would depend on the 
structure on which you are lending and the delivery 
mechanism you deploy to give credit to the farmers. Lots 
of banks do stand-alone credit. We structure a lot of this 
through people, like fertiliser or pesticide companies, who 
have a relationship with the farmers. The thrust on rural 
infrastructure augurs well for the bank. The Rs 40,000- 
crore consortium fund means that each one of us has to 
bring the proposals to the inter-institutional group, and 
work towards an early financial closure. 


S. Mukherjee, ED, PricewaterhouseCoopers 


GIVEN the time and coalition 
constraints, it's a good budget. 
Chidambaram clearly wants to 
say: "Just because we have the 
Left does not mean we are 
going back [on reforms]." But 
the overall hike in public 
spending and large-scale 
injection of fresh capital in the 
public sector show the pulls 
and pressures Chidambaram 
will face during the tenure of 
this government. That apart, I feel the acknowledgement 
of the fact that the FIPB has lost its relevance and the plan 
to set up an Investment Commission are a welcome sign 
to foreign investors. Chidambaram is clearly not averse to 
disinvestment. While the NDA was dithering on FDI, 
Chidambaram has gone ahead and done it. It will be 
interesting to see the Left's reactions in the coming week! 

The increase in sectoral caps for insurance and 
telecom is an important move forward. Industry 
expectations of new measures to attract investors to the 
capital markets have been partly met. Further, the finance 
minister has resisted pressure, and reaffirmed the 
importance of market-linked interest rates with the 
exception of rates in the case of senior citizens. This 
reflects a strong economic policy. 

There is reassurance for the banking sector as the 
government is committed to strengthen the regulatory 
framework and expedite realisation of non-performing 
loans. The turnover tax through stock exchanges will make 
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collection of taxes efficient, but may 
undo the treaty protection that many 
FIIs get. I think the FM missed out on 
doing away with dividend distribution 
tax. At least he could have done away 
with it on inter-corporate dividends. 


THE LEFT REACTS 
Sitaram Yechury, Politburo member, CPI(M) 
Dipankar Bhattacharya, cPI-ML (Liberation) 


THE top official of a Wall Street brokerage firm says his 
primary reaction to the Budget is one of relief: it did not 
reflect the loony Left's wish list. The main Left parties, on 
the other hand, appear to be happy on the whole with the 
mixed fare laid out by the finance minister, even if some of 
his offerings are not part of the original Common 
Minimum Programme (CMP) menu. The Communist 
Party of India (Marxist), the main backer of the United 
Progressive Alliance, is clearly pleased with Chidam- 
barams Budget despite “the elements of disquiet” it 
contains. Sitaram Yechury, CPI(M) Politburo member and 
economist by training, told Businessworld that the Budget 
had many positive aspects, like concern for agriculture 
development, employment, health and education, and 
the overall rural strategy, especially the reopening of the 
Rural Infrastructure Development Fund. 

Although the CPI(M) is delighted with the generous 
scoops of equity support for healthy PSEs (over Rs 14,000 
crore) — just the stuff that’s making the reform lobby 
bilious — and another Rs 2,000 crore in loans, the party 
says the decision to disinvest in a navaratna has come as a 
spoiler. “This is something we said we wouldn't do in the 
CMP, so why embark upon it when the 5 per cent in NTPC 
will not add much to the revenue?" asks Yechury. 

However, the CPI-ML (Liberation), the major Left party 
in Bihar and Jharkhand, believes it's a Barmecides feast for 
the poor. Terming the Budget "a total betrayal of mandate 
2004", general secretary Dipankar Bhattacharya points out 
the UPA had promised a new deal. “Instead, we have a raw 
deal,” he says. The party is particularly sore that two areas 
of concern highlighted by the Economic Survey, the low 
tax-GDP ratio and unemployment, have not received any 
attention. In place of the huge food-for-work programme 
sought by the CPI(M), only 150 districts will get the sop. 

More distressing, he says, is the allocation of just 
Rs 25,000 crore over a five-year period for backward states. 
So, where is the human face to reforms, he asks, when 
Chidambaram gives Rs 30 crore for flood control, a major 
problem for these states, but tops up the defence budget 
by another Rs 12,000 crore? 

Predictably, all Left parties are upset that the FDI cap 
in telecom, insurance and aviation has been increased — 
a move the previous government had rejected on security 
grounds. There is also criticism of Chidambaramss “fiscal 
fundamentalism’ at a time when the economy could 
afford to loosen its belt. So, will there be trouble for the 
UPA? “We will be taking up the issue in Parliament and 
outside,” says Yechury. a 
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ary and March 1994, 
economists Jean 
Dreze and Haris cw 
Guzder visited o> 
primary schools 
“= in 16 villages oo“ 
spread over four districts of “~~. 
Uttar Pradesh. Most of the ‘ 
school buildings were dilapi- 
dated. One local landlord was using the 
school in his village as a cattle shed. A 
headmaster had decided to use the sch- 
ool building as his home. A school that 
was being funded under a scheduled 
caste development scheme had been 
built in the high-caste area. And two- 
thirds of the teachers were absent for 
some reason or the other. 
Unfortunately, not much has chan- 
ged since then. A recent study of 3,750 
schools across India by Harvard econo- 
mist Kartik Muralidharan shows that 
25 per cent of teachers in government 
schools were absent. The truancy ran- 
ges from 15 per cent in Maharashtra to 
39 per cent in Jharkhand. Even a desper- 
ately poor country like Bangladesh has a 
better record — only 16 per cent of its 
schoolteachers are absent on any par- 
ticular day. It's the same story elsewhere, 
be it in health, employment generation, 
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Before spending more on its social sector 
schemes, the government must make 





them efficient. 


poverty alleviation orin any ofthe heads 

under which the Central government 

spends thousands of crores every year, 
ostensibly to help the poor. 

The problem is that most ofthe 
money allocated for social sector 
programmes is sucked into a giant 
black hole of inefficiency and cor- 
ruption. Rajiv Gandhi once famou- 

sly said that only 15 per cent of the 
money allocated to the poor actually 
reaches them. Yet, the Common Minim- 
um Programme of the new government 
is full of promises to throw more money 
at the problem. Taking public expendi- 
ture on education from 4 per cent to 6 
per cent of GDP will entail extra expen- 
diture of Rs 40,000 crore. Doubling pub- 
lic spending on health — to 1.8 per cent 
of GDP — will mean another Rs 20,000 
crore ofextra spending. And the Nation- 
al Council of Applied Economic Resea- 
rch estimates that an employment guar- 
antee programme that pays workers a 
daily wage of Rs 100 will entail public ex- 
penditure of Rs 46,468 crore. 

Is this the solution to our intolerably 
high levels of illiteracy, ill health and un- 
employment? Or isn’t this a case of thro- 
wing good money after bad? Look at the 
table on the next page. It shows there is 
no direct link between the level of public 
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By Niranjan Rajadhyaksha 


expenditure and social indicators. India 
spends more on education than other 
Asian countries, but still has a very low 
rate of adult literacy. The average Sri La- 
nkan lives longer than the average Thai 
despite spending less on health. The up- 
shot: efficiency of spending counts. 

"All these statements about increas- 
ing social sector spending are in the 
right spirit. The employment scheme 
may help launch a direct attack on rural 
poverty. But the reality is that much of 
this money is wasted," says a retired 
finance ministry official. In a recent pa- 
per on the efficiency of social sector 
spending, the Planning Commissions 
N.C. Saxena was very blunt: "Unless 
teachers attend school and teach, doc- 
tors attend health centres and provide 
healthcare, and subsidies reach the 
poor, mere increase in social sector ex- 
penditure would oniy result in further 
leakages and swelling of the already 
bloated parasitic bureaucracy." 

A senior official in the Maharashtra 
government even voices his doubts 
about one of the country's most succes- 
sful social security initiatives — the em- 
ployment generation scheme (EGS) 
that has been praised the world over. 
The state government gets the rural- 
unemployed to work on local infrastru- 


ASHISH SAHI 


cture projects in return for food and 
some money wages. "There is no doubt 
that the poor have been saved from star- 
vation, especially when there is a drou- 
ght. But what rural infrastructure has 
been built because of the EGS over the 
past 30 years?" he asks. This bureaucrat 
was à district collector when there was a 
drought many years ago. "We tried to 
build rural roads using all that unskilled 
labour. These roads did not survive the 
next monsoon,” he says. 

Why have things gone so terribly 
wrong? In 1999, the Comptroller & Audi- 
tor General (CAG) studied the impleme- 
ntation of a few centrally-sponsored 
schemes (CSS) covering areas like edu- 
cation and health, which are included in 
the state list of the Indian Constitution. 
So the Central government provides the 
money, and the state government spe- 
ndsit. These schemes, which accounted 
for around 30 per cent of the Plan bud- 
get of the Central ministries in the early 
1980s, now soak up almost 70 per cent of 
this money, according to Saxena. 

The CAG report card was splashed 
with criticisms of how the CSS were be- 
ing managed. Consider some of them. 
ll The Central ministries were unable to 
ensure that the schemes attain their ob- 
jectives “in the most cost-effective man- 
ner and within the given time frame". 

li The ministries are quite happy to re- 
lease funds without checking if the sta- 
tes are utilising the money well enough. 
E There has been rampant overstate- 
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ment of achievements by the state gov- 
ernments, in terms of both physical and 
financial performance. 

@ Large parts ofthe funds are released 


by the Central government at the end of | 
| commissioner of Kanpur identified 167 
| schemes being run at the block level. 


the financial year, giving local adminis- 
trators too little time to use the money. 


W Funds are merrily diverted to other | 


uses. "Misuse of funds provided for the 
vulnerable sectors and segments of so- 
ciety were rampant," says the CAG. 

The plain truth is that successive 
governments find it politically attractive 
to announce new programmes on Inde- 
pendence Day or in the annual budget. 
The result is an explosion of schemes 
and an inevitable dilution of focus. 
There are currently more than 200 Cen- 
tral schemes for the social sector today. 
Most are mere copies of one another. 

The education sector alone has nine 
major schemes, and funding fluctuates 
with fashions. Operation Blackboard, a 
1988 scheme to provide rural schools 
with the basic paraphernalia of educati- 
on, was a favourite until recently. It used 
to be held up as a success at internatio- 
nal conferences. Then came the Sarva 
Shiksha Abhiyan. Between 2002 and 
2004, the funding of Operation Black- 
board fell from Rs 520 crore to Rs 20 cro- 
re while that of the Sarva Shiksha Abhi- 
yanshotup from Rs 500 crore to Rs 2,700 
crore. Mind you, both are aimed at pro- 
viding basic education to the poor. 

Even if you could wish away the fact 
that funds are knowingly misused by the 
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local bureaucracy and power elites, 
there is also the more mundane challe- 
nge of actually managing this huge buf- 
fet of social sector programmes. Saxena, 
in his paper, says that the divisional 


How can any block development officer 
keep his eye on the implementation of 
so many schemes, each with its own pa- 
perwork? It's akin to asking a mid-level 
corporate executive to manage 167 
brands — a sure recipe for failure. 

So, the main challenge before the 
Central government is not how to incre- 
ase budgetary allocations for health, ed- 
ucation or employment (though there is 
acase to do this as well, especially on he- 
alth). The more immediate task is to en- 
sure that the money being spent deliv- 
ers results. A recent study by Unesco, for 
example, shows that Indias literacy rate 
of 65 per cent is one of the worst in Asia 
despite our spending on education (4 
per cent of GDP) being higher than the 
regional median (3.6 per cent of GDP). 

The Indian corporate sector has 
shown over the last 10 years that it is 
sometimes possible to spend less and 
yet do well — if the money is spent well. 
Capital expenditure was put on hold, fi- 
nances were tightened and governance 
structures were overhauled. The result: 
amore lean and fit bunch of companies. 

There is, perhaps, a lesson here for 
the government. What can be done? The 
various reformist bureaucrats we spoke 
to for this story were unanimous about 
two things. First, the number of Central 
schemes needs to be cut drastically — 
from 200 to 20, according to one babu. 
Second, the beneficiaries of these sche- 
mes should be able to keep an eye on 
how the money is actually spent; a Right 
ofinformation Act would help civil soci- 
ety playthesame role that activist share- 
holders play in the private sector. 

And, meanwhile, all those ambitious 
plans to spend more could be kept for 
another day. d 
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This year, the district will guzzle Rs 30 


crore from the Sampoorna Gramin Rozgar 
Yojna. But the people whom it's meant to 
help may not see any of it. It’s the same 
story across India. By Avinash Celestine 


N the eyes of the Indian state, 28- 
74 year-old Kharen Roy is a lucky 
| man. But the government forgot 
3 totellhimthat. Roy lives in Gudhi- 
yarkuthi village in Jalpaiguri dis- 
trict in North Bengal. The village, 
well off National Highway 31, is 
reached by trudging through miles of 
fields and over kachcha tracks just wide 
enough for a single vehicle to pass 
through. But not many vehicles go to 
Gudhiyarkuthi, especially in late June. 
With the monsoon well underway in 
North Bengal, the tracks 





times are good," he says. "Otherwise, I 
earn nothing." He lives with his mother 
and younger brother, both of whom he 
supports (two elder brothers live else- 
where). Many of the boys he studied 
with have moved to cities like Kolkata, 

Mumbai and Delhi to look for work. 
Jalpaiguri occupies a special place in 
India. Out of 580 districts, it receives the 
largest amount of money under the gov- 
ernment's biggest anti-poverty pro- 
gramme — the Sampoorna Gramin 
Rozgar Yojna (SGRY). In poor rural ar- 
eas, where there is no 


etwaterlogged andare | T work, villagers can 
Eu basado Annual funds given work on public works 
When BW met Roy, under SGRY (Rs cr.) projects (building a 
he was sitting outside $ es road or a school) and 
the village, trimming 01.92 | 3,250 get paid for it, partly in 


bamboo culms. Hehad `| 
stopped studying after E 
Class VIII when his fa- i 
ther died, and started | 
taking up odd jobs — | 





02-03 4,440 | 


cash and partly in rice 
or wheat. And using 
the labour of people 
who need the money 
| and the food, the gov- 


mostly seasonal agri- 93-04 9,640 ernment constructs 
cultural work. Nowheis | | | schools, roads, cul- 
unemployed for much was 4,590 g verts, bridges and 
of the year. "I earn 5 | & Other public assets. 
Rs 500 a month when  * 2 This year, in his recent 
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Budget speech, finance minister P. Chi- 
dambaram has allotted Rs 4,590 crore to 
the programme. Jalpaiguri had received 
Rs 30.19 crore under the interim Budget 
announced in February this year. And 
Roy's gram panchayat, Gudhiyarkuthi, 
had received around Rs 23 lakh. 
Because of its hallowed place in the 
governments anti-poverty programme, 
BW paid a visit to Jalpaiguri two weeks 
ago. Thousands of crores of rupees will 
be allocated in this budget to help Roy 
and millions like him. Many analysts see 
the recent election results as a rejection 
of the BJP government by the unem- 





( 


X 
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ployed and poor, who see themselves as 
having been forgotten in the rush of re- 
forms. Recently, prime minister Man- 
mohan Singh, as part of his focus on 
such programmes, told state chief min- 
isters that money for poverty program- 
mes would go directly to the panchayats 
from the Centre. All this means that Jal- 
paiguri, and Gudhiyarkuthi, are sure to 
geteven more money than they get now. 

Does Roy know how lucky he will be? 

“I haven't heard of it (the scheme)," 
he says flatly. “No one else in the village 
has, either.” 

There are around 2,000 people in the 


D 





= 
- Kharen Roy, like many in his viilage 


iyarkuthi, is unemployed most of the year 


= 


— 





— 


village, the majority of whom have been 
educated at the local school. In 1998, 
Gudhiyarkuthi was hit by a flash flood 
when the Jaldhaka river, which passes 
nearby, burst its banks. Since then, agri- 
cultural activity in the area has been 
devastated, as the fields have remained 
waterlogged and the funds for their 
restoration never adequate. Moreover, 
the whole district is sensitive strategi- 
cally, being located near India's borders 
with Bangladesh and Bhutan. In 2002, 
the area was hit by violence as insur- 
gents of the Kamatapur Liberation Or- 
ganisation, supported by the ULFA, 
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killed five communist party workers. 
But since then, the violence has abated. 

A small crowd gathers around Roy as 
he speaks. Others pitch in with their ob- 
servations. Though the government has 
built around 37 houses in the village un- 
der its rural housing scheme, none of 
the people there have heard of the SGRY 
programme. Someone in the crowd 
ticks off on his fingers the number of 
people who have found regular employ- 
ment in the last five years... around 10. 
"Three or four have been employed as 
school teachers or policemen," says 
one. "In the last five years, the govern- 
ment has also given six of us cycle rick- 
shaws to operate. Last year, after the 
panchayat election, one more person 
got a rickshaw." Most of the villagers 
work on their own small plots growing 
rice or vegetables. Most of their income 
is spent on other food. 

"The problems are massive in the 
area but so far solutions have been only 
cosmetic," says a local official. "It does 
not even begin to address the losses sus- 
tained by the locals... (due to) the flood." 
During the rainy season, or just before it, 
unemployment in the area is at its peak. 


HE Rs 30.19 crore that Jalpaiguri got 

this year amounts to just Rs 100 per 
man, woman and child in the area (not 
all of whom would need the money). So, 
at first glance, it would seem as if the 
money just isn't enough to tackle the 
scale of the problem. But last year, the 
district was allocated Rs 46 crore under 
the scheme — nearly one-and-a-half 
times as much. Yet the district used only 
78 per cent of the money (Rs 37 crore) 
despite the serious problems in villages 
like Gudhiyarkuthi. The balance was re- 
turned unutilised to the government. So 
it seems that the problem is deeper than 
just a mere lack of funds. 

Aparna Roy is the village school- 
teacher in Gudhiyarkuthi. She teaches 
the primary classes while her husband 
teaches the senior students. The vil- 








ry Y HE SampoaraaG Gramin i Rogat Yojna, o or 'SGRY.: as itis knowin in 
.. policy-making circles, was born in 2001 with the merger of two 

‘other poverty alleviation (or food for work) programmes. Since 

— then, its funds have grown steadily. The employment guarantee scheme 
announced by the UPA government in its Common Minimum 
Programme will undoubtedly be based heavily on SGRY, which is seen 
by many government officials as a relative success story compared with: 
other government welfare schemes. The programme is intended to be ~ 
‘self-targeting’ — only the very poor are likely to turn up and avail of the 


REB, ANE 


benefits since the kind of work that is offered under the programme is; 


menial in nature, 


How is the money under SGRY allocated among districts and states? 
According to SGRY guidelines, the cost of the programme is shared 
between the Centre and the states, with the Centre putting up three 
quarters of the cost and the states investing the rest. 





i e SC/ ST naa in ihes state .and dave CC lin 
capita production of agricultural workers i in the district. Both a crite 


equal weightage. 


According to these criteria, Uttar Pradesh, becaus is hig 
numbers of rural poor than any other state, gets the most mone; 
crore in 2004-05), followed by Bihar (Rs 465 crore) ever, the 
districts that get the most money are in West Bengal alpaigur 
(Rs 30.19 crore) and Purulia (Rs 29.74 crore). - E 


lagers, with no help from the govern- 
ment, got together, pooled their re- 
sources and built a school (though the 
government pays her salary). "Till date 
we have received just one trunk, two 
blackboards and nothing else (from the 
government)," she says. "The govern- 
ment has made many promises but 
there has been no support. Conditions 
here are miserable. No facilities for the 
education of the children, no road con- 
struction and no employment." 

We ask her if she knows about SGRY. 
"No. See for yourself. The government 
has done nothing," she says. 


According to the SGRY guidelines | 
| ment ministry on its anti-poverty 
opment, the list of projects that have to | 


prepared by the ministry of rural devel- 


be implemented under the SGRY 


scheme in any panchayat have to be ! 
prepared after a gram sabha is held in- 
volving all villagers under that pan- | 


chayat. "This is one of the most impor- 
tant rules ofthe scheme,” says an official 
in the ministry in Delhi. "It's absolutely 


First, the Centre allocates. ng and food; 


Mm nmn ma e an M ra em i t 
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n ms vis across states on the : | 





crucial to the working of the scheme | 
that the villagers who are supposed to | 
benefit are fully informed ofthe scheme | 


and how it works. But in many cases, 
panchayats flout this rule." 
Researchers and NGOs have repeat- 


where in the country, one of the biggest 
reasons why money doesn't reach the 
people it's intended to benefit is that 


they simply don't know about it. “In | 
, much money. Over half that SC/ST pop- 


many cases we found that the gram sab- 
has... were not held," says Anik Mukher- 


jee of the Centre for Development and | 


Human Rights, an NGO which has con- 
ducted studies for the rural develop- 


schemes and their functioning. Thisisa | 
problem in Jalpaiguri too. “Very few | 


people used to come to the gram sab- 
has," says a district official. 

In fact, panchayat officials are some- 
times cagey about making even basic 
details of the scheme public. One of 
them flatly refused to disclose the SGRY 
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arriere ana aa aa Pi T Aa A s 


allocation to his gram panchayatto BW. 

Another official, however, told us 
about the details of the scheme and its 
implementation in Gudhiyarkuthi. 
Gudhiyarkuthi gram panchayat is situ- 
ated some distance away from the ac- 
tual village of the same name. Nine vil- 
lages are covered by it. Officials say that 
last year, the money allotted to them 
was used to build three schools, rebuild 
flood-affected roads and renovate 
ponds. BW could ascertain that at least 
one school had been built. 


HY has the district as a whole 

'saved' money? Part of the reason 
is political. "The problem is that when 
funds are allotted, it's used by the local 
politicians to favour their cronies," says 
a local development official who has 
worked for years in the area around 
Gudhiyarkuthi. “If you look at the pat- 
tern of the spending, it tends to cluster 
around election time, favouring special 
interests rather than being spread 
evenly over the year. This means that at 
the end of the year, some of the funds 
tend to remain unused." 

Another reason for Jalpaiguri not 
spending all of its allotted funds rests 
with bureaucratic inertia in extending 
the scheme to one major class of people 
who are supposed to benefit — the 
scheduled castes and tribes (SC/STs). 
One of the major criteria for distributing 
funds between districts within a state is 
the proportion of the rural SC/ST popu- 


| lation within that district to the total 
| SC/ST population in the state. Also, 22.5 
| per cent of the annual allocation under 
edly shown that in Jalpaiguri, as else- | 


SGRY is reserved for SC/ST families. 
Well over half the 3.4-million people 
who live in Jalpaiguri are SC/STs (in the 
1991 census, it was nearly 60 per cent) — 
the main reason why Jalpaiguri gets so 


ulation live on nearly 150 tea planta- 
tions. However, till recently, govern- 
ment regulations did not allow welfare 
schemes to cover those living on tea 
plantations; workers on those planta- 
tions are supposed to be helped by the 
owners. 5o a large chunk of the SC/ST 
population in the district could not even 
benefit from SGRY, even though the ma- 
jor portion of the money was supposed 
to be spent on them. "The conditions of 
the workers in the tea plantations is ter- 
rible,” says the official. “Many of them 






are desperately poor and with the failure 


aa tana 


of many of the tea plantations in the | 


area, it's become worse." 
A study of tea plantations in Jalpaig- 


uri district conducted by IUE a trade | 


union, in December last year said that as 


many as 22 plantations with 95,000 | 


workers have been affected. "Around 


25,000 people in North Bengal as a | 
whole are facing starvation as a result of | 
closure of tea plantations, many of | 
| This was supposed to provide districts 


whose owners have simply vanished," 
says Meena Patel of IUE The researchers 
even report cases of starvation deaths. 
Only late last year did the state gov- 
ernment issue a circular asking all de- 
velopment officers in the districts to 
give plantation workers too the benefits. 


So, between 2001 (when SGRY was | 


launched) and 2003, a major chunk of 


the SC/ST population in the district did | 


not benefit from the scheme despite the 


fact that Jalpaiguri gets so much money | 


just because of them. “Most of the time, 
our planning is structured in such a way 


that the benefits dont reach them,” says | 


a development officer in the district. 


The ministry of rural development | 
| Poor states like Orissa and Uttar 
| Pradesh also underutilised their funds. 


asks outside agencies to routinely con- 
duct so-called ‘impact assessment stud- 
ies’ of its programmes. Says a researcher 
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who conducted such studies in four dis- | 
tricts in Punjab and the North-east: 
"The aim was to create 100 man days of 


| employment per poor family. In none of 


the districts where we conducted | 


the studies did we find that target | 


reached. In some cases, the shortfall in 
creation of jobs was as much as 50-60 
per cent." 

If a district doesnt use all its funds, it 
faces a cut in funding the following year. 


with an incentive to use all funds. But 


| that threat doesn't work. "When districts 
| prepare their demands for grants, they 


automatically demand much more 
than they need,” says a district officer. 
“That way, even with the penalties, they 
still get a substantial increase over last 
year's allocation. Also, it's usually the 
case that the amount of money allo- 
cated under government programmes 
increases every year anyway." 


Jalpaiguri isnt unique when it | 
|! points out that states like Punjab and 


comes to 'saving development money. 


N 2003-04, West Bengal spent only 66 | 


per cent of the funds available to it. 


Miles away from Gudhiyarkuthi, in 
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Delhis Krishi Bha- 
van, the building 
housing the main 
office of the min- 
istry of rural devel- mae 
opment, officials struggle with the fact 
that in 2003-04, Rs 264 crore was not 
used by the states to which the money 
was allocated by the Centre. “The prob- 
lem is that, at the end of the year, when 
states don't use the funds they are allot- 
ted, this surplus money is allocated to 
other states. The problem is that the de- 
cision to allot the surpluses to another 
state is an essentially political one,” says 
an officer. States like Andhra Pradesh 
and Rajasthan are allotted the surpluses 
that other states will not spend. 

Adds the officer: “Why should. the 
surpluses be distributed to others? Not 
being able to use the funds reflects a fail- 
ure of the bureaucracy in a state and in 
the districts. It's not that there is no 
poverty in those states." The officer 


Haryana are also allotted a large volume 
of foodgrains under the scheme. “This is 
absurd. Why do these states need the 
foodgrains when even the poor in these 
states buy directly from the market?” 

The other problem is with the assets 
themselves that are created. Around 15 
per cent of the funds are supposed to be 
for maintenance of the assets created in 
earlier years. “Unfortunately, we've 
found that not much of the money is 
used for maintenance,” says the officer. 

Ironically, even despite these prob- 
lems, many believe that the Sampoorna 
Gramin Rozgar Yojna is more successful 
than most other government schemes 
(See ‘How The SGRY Works’). 

Will Manmohan Singh's proposals to 
transfer funds directly from the centre 
to the panchayats work? For all its faults, 
even in West Bengal where panchayati 
raj institutions are supposed to function 
more efficiently than in other states, vil- 
lage panchayats are the best institutions 
to judge how government money could 
be used in those areas. But they need to 
be made to work better. And one of the 
most important ways to do that is to put 
information in the hands of people like 
Kharen Roy. 

Till that happens, Singh could spend 
all the money he wants — but the poor 
might still vote him out of power five 
years from now. ü 











The rupee comes from... 


CORPORATION TAX 

INCOME TAX 

EXCISE 

CUSTOMS DUTY 

SERVICE TAX 

OTHER TAXES 

NON-TAX REVENUE 
NON-DEBT CAPITAL RECEIPTS 


BORROWINGS & OTHER LIABILITIES 


Revenue 


€ Corporation tax revenues to 
increase by Rs 25,450 crore in 
Budget estimates of 2004-05 over 
the revised estimate for 2003-04 





9 New services in tax net to bring in 
Hs 3,990 crore. Total service tax 
revenue to rise by Rs 5,850 crore 


& Education cess on income tax, 
excise, customs duty and service 
tax to fetch Rs 4,910 crore 


€ Excise on steel hiked from 8 per 
cent to 12 per cent and customs 
duty on non-alloy steel reduced 
from 15 per cent to 10 per cent 


& No one with a taxable income of 
up to Rs 1 lakh will have to pay tax. 
Of 2.7 crore assessees, 1.4 crore 
will come out of the tax net 


€ Receipts from disinvestment 
expected to go down to Rs 4,000 
crore from Rs 13,500 crore 


€ Long-term capital gains tax on 
securities abolished 








CORPORATE TAX RATES (^5 as on 1 January 2004) 


` South Korea : 
rens 
Taiwan 






16p 
9p 
19p 
10p 
2.5p 
0.5p 
13p 
6p 
24p 





With the 2 per cent 
cess, the corporate 
tax rate in India has 
gone up to 36.59 per 
cent. That is pretty 
close to the top. The 
increase is contrary to 
the general global 
trend of falling aver- 
age corporate tax 
rates. The average 
rate of tax globally is 
converging around 30 
per cent. Moreover, a 
number of countries 
have differential taxes 
for companies of dif- 
ferent sizes. 





* Argentina, Pakistan, Spain, Sri Lanka, Uruguay 
** UK, Bangladesh, Indonesia, Thailand 


| According to the break-up of the Central 
try of Planning, or the Planning Commission, 


allocation to the same ministry for 2004-05 
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MITU JAYASHANKAR 


industry has grown steadily by 
outsourcing processes from 
large enterprises whose core 
work isn't IT. Now, for the first 
time, an Indian company is 
betting on offshoring some of the core 
functions of software product compa- 





nies. The company — Symphony Ser- | 
| for product firms, no one focussed en- | 


vices — has turned profitable in its sec- 
ond year of operations. 
Offshoring, on the whole, remains 








an attractive business because it offers | 


double-digit growth rates and net profit 


margins of 22-25 per cent. But in the | 


model being pursued by most Indian 
firms, size matters. A reflection of this is 
found in the shape of the Indian IT ser- 
vice industry — the top five firms com- 
mand over 40 per cent ofthe sector's rev- 
enues. And large firms are vying for 
anything in services that can be off- 
shored. So Symphony looked elsewhere. 

The opportunity came up when in- 
dependent software vendors (ISVs) 
started facing cost pressures after the 
crash of 2000. When IT spending 
shrunk, the ISVs that sold applications 
like enterprise resource planning, sup- 
ply chain management and customer 
relationship management systems tried 
to find new clients among the cost-con- 
scious small and medium enterprises 
(SMEs). They also started handling the 
people-intensive process of implemen- 
tation themselves, choosing not to leave 
it to systems integrators as was done 
earlier. Margins came under pressure as 
the average licence fee dropped. Off- 
shoring afforded a way out. 
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ffer 


Earlier, ISVs had looked at India to 


| reduce their time to market. Now, they 
ILL now, the Indian IT services | 


were looking at it as a cost-effective lo- 
cation for product development and 
support. Front-ranking ISVs like Oracle, 
SAP and Microsoft set up their own de- 
velopment centres in India. But many 
smaller ones were yet to do so. Although 


some Indian IT service firms like Hexa- | 


ware, Cognizant and vMoksha set up 
offshore development centres (ODCs) 


tirely on offshore services for ISVs. 


Build-up 


To the top management at Symphony, 
offshoring wasn't a new idea . The com- 


Only one Indian 
company has 
focussed on 
offshoring for 
software product 
firms. Will the 


formula work? 





ent 








pany was founded by Romesh Wad- 


| hwani, the serial entrepreneur best 
| known for selling his company, Aspect, 


for a record $9.3 billion in 1999. 
Wadhwani was among the first to re- 


| alise that good product development 


could be done out of India at less than 
half the cost. Aspect, a B2B commerce 
supplier, set up an ODC in India way 
back in 1992. The India centre, which 
employed 700 of Aspect's 1,100 employ- 
ees, had a significant impact on prof- 
itability. "Aspect was valued so high be- 
cause it was a profitable company and 


| India played a big role in that,” says Ravi 


Vishwanath, senior vice-president, 
Symphony. The core group of employ- 
ees at Symphony had worked in Aspect. 

Initial funding came from Wad- 
hwani's Symphony Technology Group 
(STG), and in September 2003 Sym- 
phony raised $20 million (ofa total of $50 
million) from T.H. Lee Putnam Ventures. 

The company has identified 10 seg- 
ments ofthe enterprise software market 
— including SCM, CRM, ERP and CAD 
— as its target. Within these domains, it 
has focussed on companies with a 
turnover higher than $30 million. Ajay 
Kela, president, Symphony, estimates 


"It is about making money go the extra 
mile," says Ajay Kela, president 





MERC 
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that there are about 400 such firms 
around the world (not counting biggies 
like Oracle and Microsoft) with a com- 
bined turnover of $24 billion. In a typical 
software firm, R&D accounts for about 
15-20 per cent of revenues, which 
means a spending of $3.6 billion-5 bil- 
lion. Assuming 60-70 per cent of that 
work can be done offshore, Symphony 
estimates its addressable market to be 
$1billion-3 billion. 

To ramp up, Symphony bought out 
the Indian operations of Cambridge 
Technology Partners, including its 80 
employees, in August 2002. Today Sym- 
phony employs 1,100 people and has set 
a target of 4,000 by end-2005. Its 15 
clients include the $1.35-billion CRM 
firm Siebel Systems and the $243-mil- 
lion SCM solution provider Manugistics. 

Symphony clocked a turnover of $25 
million in 2003 and turned profitable. It 
expects to double its topline this year. 
"The objective is to build a high-value 
services company from India," says 
Nitin Panchmal, chief people officer, the 
equivalent of an HR chief, at Symphony. 
The company defines high-value as a 
per-capita revenue of $100,000 from off- 
shore. Most Indian IT service compa- 
nies earn $30,000-50,000 per capita. 


Consolidation 


The biggest threat to this dream comes 
from captive units of product compa- 
nies. And this is where an ISV differs 
from another client. For an ISV, the 
product is everything, and that's why it 
takes a lot for it to trust a third party with 
the work. "These are their crown jewels, 
and they don't like to part with it,” says 
Anil Singh, senior vice-president, Sym- 
phony. That's why the large firms have 
set up their own ODCs. 

But Symphony contends that it's not 
easy to start a development centre in In- 
dia. For one, research shows that such a 
centre doesn't become viable till it has 
about 200 people. And hiring in large 
numbers, especially for a small firm 
without an established brand name, is- 
n't easy. But that hasn't deterred Sym- 
phony. "Since we understand the off- 
shore model, we can quickly ramp up 
operations in India," says Singh. For the 
Siebel project, Symphony hired 100 per- 
sons in as many days. 

To address the issue of trust, Sym- 
phony works on a build-operate-trans- 
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fer (BOT) model. The understanding is 
that at any time the client can acquire 





the operations — including the team | 


working on the project — from the ser- | 


vice provider by paying a transfer fee. "It 
assures the client that he is in control of 
product development," says Pawan Ku- 
mar, chairman, vMoksha, which re- 
cently transferred a development centre 
to its client SI Corporation under a 
three-year BOT contract. And although 
the rates for a typical product develop- 


ment work are higher than theregularIT | 


services projects, many large service 
companies are not comfortable with the 
transfer option, since acquiring a new 
client is 4-5 times more expensive than 
servicing an existing one. That leaves 
some space for the likes ofSymphony. 


In the matter of processes, out- | 


sourced services differ from contract 
manufacturing. "Manufacturing is 
highly process-driven, software devel- 
opment is highly people-driven," says 


| Singh. Symphony is particular about 


staffing a part of its teams with people 
from a product background. “All the 
managers at the top two layers have 
product experience," says Panchmal. 


Counterpoint 


The product development model is in- 
deed more profitable — net margins are 
at 30-35 per cent. But scalability is a 
worry. First, product companies don't 
hire in as large numbers as services 
companies do. So the scope for their off- 
shore centres to scale up is limited. Sec- 
ond, one has to contend with the uncer- 
tainty arising from the BOT model. 
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A confident second rung: (L-R) 
Vishwanath, Singh and Panchmal 


As a way of mitigating risks, Sym- 
phony added two service lines last year. 


| The first is the cost management group, 


which looks at cost-cutting opportuni- 
ties for large enterprises. For example, 
Symphony has a 40-person team that 
works with companies like Schering- 
Plough and Viacom to control their tele- 
com costs — a typically large variable 
expense head for US companies. Last 
year, Symphony bought two small com- 
panies that have expertise in managing 


| telecom costs — Telco Research (from 





Peregrine Systems) and Teletron. 

The second is the analytics group, 
which employs 300 people now and 
plans to be 500-strong by this year-end. 
The group looks at data, say, of sales 
vouchers ofa large retailer, understands 
buying patterns, and suggests ways to 
boost revenues. This group is expected 
to bring in a third ofthe topline by 2007. 

In its current phase of expansion, 
Symphony is targeting a larger universe 
of companies . It's also looking at com- 
panies with turnovers less than $30 mil- 
lion, which includes hundreds of Silicon 
Valley start-ups. "Valley VCs have in- 
vested about $60 billion in start-ups in 
thelast 10 years," says Kela. And product 
start-ups have to pour almost half their 
early investments into R&D. So the po- 
tential for offshoring is huge. 

Can Symphony be a $1-billion com- 
pany? "Absolutely!" says Panchmal, "Be- 
yond that, it will be difficult to say at this 
moment." he 


Photographs: NAMAS BHOJANI 





g&depth — 


40 











VANITA KOHLI-KHANDEKAR 


T is a sexy proposition. A radio that 

can broadcast to four billion peo- 

ple, owns over a hundred channels 

and sits on two ofthe hottest satel- 

lites in the world. When World- 
Space launched its satellite-based audio 
services in 1999, that is what global CEO, 
the Ethiopia-born Noah Samara must 
have thought too. 

Now five years after the launch of 
WorldSpace radio and 14 years after he 
started putting together the business, 
Samara has enough cause to wonder. 
WorldSpace, XM Radio and Sirius, the 
three main satellite radio companies 
around the world have run up a debt of 
over $4.4 billion, and have only about 
1.7 million listeners. Of this, World- 
Spaces debt is $1.4 billion and its share 
of listeners is estimated at 300,000, 
maybe less. Audiences satiated with TV, 
radio and the Net have little inclination 
to pay a couple of hundred dollars 
(about Rs 10,000) for a satellite radio 
that gives them different forms of music 
free and, usually, without ads. 

Not surprisingly, WorldSpace 
changed course last year. "Now we are a 
media, not a technology company," as- 
serts K.R. Harish, managing director for 
WorldSpace India. It has decided to get 
75-80 per cent of its global revenues 
from subscriptions. India, with its large 
potential subscriber base, is key to 
WorldSpace's plans. Over 65,000 Indi- 
ans have bought its radios over the last 
four years. 


The result is a three-step strategy to | 


increase radio penetration and get more 
subscription revenues. 


The first step is working with local | 


vendors like BPL to ensure that the re- 
ceivers are retailed for as low as Rs 3,900, 
instead of being imported. That slashes 
60 per cent or more from the cost of the 
sets. The subscription prices vary from 
Rs 299-1,200 for six months or a year. 
The second is to aggressively pursue 
music companies, radio and television 


WORLDSPACE 








—— 


ye t 
- tor 


50 60 








taying tunec 








xs 


fi SESS 


= 


A " 
D | 


1 
L 


Ed 


ae 
(7 
^ 
= } 


will Ab 
WorldSpace 8/7 
get it right / 


this time? 


, 5 


broadcasters to cobble together a com- 
prehensive ‘content package’. So now 


WorldSpace India has both of NDTV’s | 


news channels, RM Radio (a Malayalam 
service from Asianet), CNN, Bloomberg 
and four channels from Sahara Radio in 
its offering of 30 channels, up from 14 
before its relaunch. This will go up to 35 
by the end of 2004 and 50 by 2005, says 
Harish. To enlarge its bouquet of ser- 
vices, the company will put together a 
niche channel itselfif no broadcaster of- 
fers it. 

The third and the most important 
part of WorldSpaces India strategy is the 
opening of three ‘Experience Stores’ in 
Bangalore. Others will follow in Delhi, 
Mumbai and Chennai. The ideais to let 
people experience WorldSpace in the 
right ambience. Each of these stores has 
25 listening posts. If you like what you 
hear, you can buy a receiver and sign up 
for the service too. “Once people listen, 
the propensity to buy is higher,” says 
Sanjay Ramakrishnan, head of the con- 
sumer audio business. 

So far it seems to be delivering, at 
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K.R.Harish, MD Worldspace India, at 
an Experience Store in Bangalore 

least on volumes. The company has 
signed on over 11,000 subscribers, 
largely through a direct mail campaign 
to its existing radio owners. Of the aver- 
age 800 walk-ins into the Bangalore 
stores, the conversion rate is about 33 
per cent, says Harish. In a couple of 
years it hopes to get 500,000 subscribers 
from India. That is about one-fifth of its 
global target of 2 million-2.5 million by 
2005 to break even. On revenues, he 
says it's too early to judge. 

The cons: “What they (WorldSpace) 
sell is alternative music, not radio; radio 
is about offering local colour and con- 
tent. Plus it is not mobile like FM radio,” 
says Sumantra Dutta, CEO, Radio City. 
He has a point. To reach those numbers, 
WorldSpace will have to target car own- 
ers, who are used to free radio. And here, 
as Dutta says, niche content will not get 
the numbers, a fact that Mid-Day’s Go 
92.5 learnt the hard way. So it will be 
some time before satellite radio be- 
comes a truly sexy proposition. * 
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The author advises, guides 
and occasionally invests 

in businesses. He can 

be reached at 
mahesh@passionfund.com. 


Our 
relentless 
push for 
our kids 
to excel in 
studies is 
harming 
many 
more than 
it could 
ever help 


y mahesh murthy = | — o— AM áÓ€ e 


Dying to study, or 
studying to die? 





ll STUDENT commits suicide, says the news- 
paper yet again. Unhappy with marks in the 
exam, it continues predictably. The picture 
shows parents in mourning, with that look in 
their eyes that says it wasn't supposed to end 
this way. 

li This is the seventh such death I count in 
two weeks — I'm sure there are more — but 
we're inured to the shock. Like the rains and 
SSC results, it's the season for suicides, when 
our kids senselessly take their lives because 
they couldnt live up to our expectations. 

E The last page of the paper shows some 
coaching class bleating about the success of 


its students in entrance tests. I bet if you take | 


all these 'exam topper' cases over the last 20 
years and look into them, you'll universally 
find careers of mediocrity that follow. 

E One girl, I read, takes her life because she 
couldnt get into the college shed set her heart 
on. Another girl, a daughter of a dear friend, 
says shes feeling suicidal for the same reason. 
We counsel her — that there are a lot of things 
far, far more important than having the right 
college on your resume. Perhaps we succeed. 
@ A parent tells me she has to leave a party 
early to wake up at 5 and tutor her kid, an 
eight-year-old. This time one counsels the pa- 
rent, but not too successfully either. I wonder 
if this is the lot of the educated Indian parent, 
who feel their success will not come directly, 
but by turning their little ones into Einsteins. 

And it's not even Einstein whos the right 
role model. He dropped out of school, and was 
a dull student. And I really don't think Indian 
parents push their kids because of.a sadistic 
streak: we do so ostensibly in the best interests 
of our wards. But are we more than just a little 
misguided? Does excelling in studies really 
mean excelling in life? 

I cannot recall a single study that establish- 
es that school- and college-toppers turn out to 
be outstanding in life. But there are numerous 
cases to illustrate the opposite. I have a theory 
why. Given the regimen of sitting with text- 
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books and tutors when the rest of the world is 
living anormal life, these kids grow up unsuited 
to deal with the reality out there. Most end up in 
some employee-type career in some hole in 
some large organisation’s wall. Toppers, as they 
say, come croppers. It's the people who learn to 
cope with the real world early who excel. 
Forbes magazine said that over one-third in 
their list of the 400 richest people in the world 
last year — Bill Gates, Mukesh Ambani, Richard 
Branson and Michael Dell among them — did 
not even have a degree, leave alone top their 
class. And on an average, these people were 
worth more than the degree-holders. Certainly, 
if success in business is what youd like from 
your child, getting a degree has no correlation. 
What about non-business pursuits then? 
There are Nobel-winning scientists and auth- 
ors who didn't finish formal education. The 
world of entertainment is full of the supposed- 
ly-uneducated: Marlon Brando, Humphrey 
Bogart, Charlie Chaplin and Sean Connery did- 
nt need a degree to win hearts and Oscars. Nei- 
ther did Bob Dylan, Louis Armstrong, Kurt 
Cobain and other artistes. Contrast here our 
own violin virtuosos L. Subramanian and L. 
Shankar, whose folks insisted they get an 
MBBS, so just in case they needed to put down 
their bows they could pick up the stethoscopes. 
‘Just in case’ — this risk-averse thinking is 
what holds us back. What is the risk if your child 
doesn't get into the ‘right’ college or school? 
Think about it. You'll see the answer: nothing. 
There is no greater chance of success if your kid 
gets into an IIT or IIM, compared to if she does- 
nt. In fact, the IIMs, if anything, have a record of 
damping the probability of success by produc- 
ing lifelong employees — and almost no en- 
trepreneurs — compared to no-name degree 
colleges. Wheres the chance of greatness here? 
Yes, there will always be some kids — the 
few who are dying to study — cut out for acade- 
mic and research excellence. For the vast ma- 
jority though, the risk is greater — that they'll 
end up doing the opposite. Ei 





Keflo plans to set up a 
company-owned retail 
outlet, but there are many 
conflicts — in the market 
and in its managers' minds 


MEERA SETH 
This is the concluding portion ofa two-part case study. 


EENA Goyal was pleased that she had pole- 
vaulted over Prithvi Sikri's anxieties and got 
his consent to run Keflo Indias company- 
owned retail outlet. Prithvi owned four large 
general stores in Delhi, a business that his 
family had run for over 30 years. Leena 
shopped at one of these stores, and it was on 
one such visit that Prithvi had shared his anxieties over the 
current rash of supermarkets that had taken over the city. Fu- 
elling this anxiety was Prithvi's brother, Tarun, who only three 
years ago had taken his share of the business, and become a 
franchisee for a chain of supermarkets in central Delhi. 

While Leena had assuaged Prithvi's feelings over the su- 
permarket craze, rightly assuring him that kiranas would al- 
ways remain the mainstay of Indian shopping habits, Leena 
had also put alot of thought into the whole situation. As it had 
happened, Keflo India (where she was a senior area sales man- 
ager) had been thinking about setting up its own company- 
owned retail stores. Keflos CEO Anant Mathur had kicked off 
this idea last year promising: "We will differentiate without 
discriminating." But he was browbeaten by tremendous argu- 
ments from the entire sales force. Mathur had then quietly put 
the project away, and then, on the side, gone about forming a 
strong team to study and focus on what came to be called Op- 
eration Keflo Store (OKS). He served as the head of team OKS 
and Leena, who networked with incredible savvy with the re- 
tail community, was troubleshooter. 

There was also subtle pressure on Mathur from his parent 
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company in Europe. While Mathur was grieving over stagnat- 
ing market growth, the proactive parent — having seen that 
Tescos and Wal-Marts and other hypermarkets had cost them 
significant bargaining power on their turf — wanted to see its 
dreams play out in India. This was a huge market in terms of 
both the milling consuming population, as well as the num- 
berofnewentrants who could soon pitch their tents on Indian 
retail soil. So emails flew around periodically, suggesting 
topline growth, bottomline growth, consumer intimacy, while 
their mantra was forward integration. This was predictably so 
because modern trade was creeping into India. But while the 
parent MNC was pleased with India’s hospitality to foreign en- 
trants, its own prescription to its Indian child was to margin- 
ally deflate the sails of modern trade. 

Mathur felt like an army chief battling the marketplace, 
negotiating with his own army and offering heel-clicking 
salutes to his commander-in-chiefs. And like most army 
chiefs, Mathur bore most of the brunt for the chaos. To be fair, 
Mathur was not out to collect more performance badges; his 
heart knew a Keflo store would be critical for breaking the 
market impasse. But the hows, whens and whys were ques- 
tions he needed to figure out soon. Meanwhile, when Leena 
told Abraham Verghese (the general sales manager) about her 
talks with Prithvi, he offered a bland ‘good’ in response. For 
Leena, it was a dampener; she had expected her boss's boss to 
jump with joy and pump her hand. But Leena was not dis- 


DT 
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0) heartened. If she had told Abraham, it was only academic; the | 











real 'beneficiary' was CEO Mathur. 
When Mathur heard about it, he was happy, and the OKS 


Q team was called for a meeting. The eight-member team (three 


regional heads, the national sales manager, the general sales 
manager, the GM marketing, Leena and Mathur) debated, ar- 
gued, dissented, agreed and refuted. All the old issues came 
back to the table in one nutshell — at the end of the day, this 
was still in conflict with the retail community. Mathur said: “ If 
we are getting into retailing, it is certainly not as a diversifica- 
tion opportunity, itis more to be a part of the value migration, 
to be 'in retailing and be a player in our supply chain, rather 
than be outside it as a meek witness and be left dumbfounded 
by the retail muscle. Frankly, I see this as a way to be a closer 
witness of consumer behaviour and own intellectual data that 
we can access first hand , rather than partake of second-hand, 
distorted information like we do today." 

And Abraham spoke too: "Let's not forget that we will al- 
ways remain dependant on the kirana community for a sig- 
nificant percentage of our sales. Therefore, no act through 
these stores should cannibalise on their market and revenue. 
If you say this is not diversification, can I take it that we will not 
discriminate through unfair competitive advantage?" 

Mathur was alarmed. The dialogue was going back to the 
basics, he feared. But then Vinay Tirath, the GM marketing, 
said: "The moment we sell ex-factory, we are competing with 
every traditional channel that sells at MRB period! So let's not 
kid ourselves; if the consumer gains through Keflo Stores, it 
follows that all middlemen lose. And why just kiranas? Even 
our stockists and distributors will adopt defensive tactics." 


NOTHER sales head spoke: "Last year we debated 
this issue threadbare. The provocation has literally 
been the stagnating market growth. You marketing 


guys do not experience what we in sales do. How | 


long can we grow by 4 per cent and 5 per cent? I see this, and 
other evolving modern trade, as just the tip of the iceberg 
called consolidation. Already, the retail push and pressure has 
become meaningless. Today they have category captains — 
like Lakme for beauty products, P&G for household, etc. This 





| foot in retail. So our stores will be exclusive of overall 





has led to these category captains getting better shelf space, | 


visibility and, eventually, share of consumer wallet." 

Aroon Lal (national sales manager) tried to contain the de- 
bate by saying: "Yes, there will be some conflict, but only ini- 
tially, and that too perceptual. Point is: are we going to take on 
the conflict and manage it, or are we going to sit back and 


watch the conflicts unleashed on us? Besides, when has there | 


not been conflict? Conflicts are a given in our business and at 
our stage of evolution." But Abraham had a lot to say. This 
surprised Leena, who had always thought Abraham was all for 
Keflo Stores. He said: "At the very basic level, the resistance and 
outcry will be the loudest from the kiranas. We say we are 
aware of this anxiety, that it's natural, but what are we doing 
about it? For example, yesterday Prithvi's father, Bapu, said: 
'How can I be sure that your move wont threaten our turf?' 
Do we have answers to questions like that? Please, let's put 
down clearly-scripted answers to these doubts before we do 
anything else. What Bapu would have said, but didn't out of 
the goodness of his heart, was this: 'If it threatens us, we will 








form a cartel and boycott your products! So, how do we 
ensure fairplay?" 

Mathur was waiting for this. He said: "That is why we are 
here — to assess the nature of all conflicts and separate them 
as real and unreal, manageable and unmanageable, what we 
gain by entering retail and what we lose by not doing so." 

"Let's begin with the internal threats,” said Abraham. “How 
are we going to sell it to our own field force, whose targets and 
earnings are pegged to retail sales? If we set up Keflo Stores, 
let's face it, kirana offtakes will naturally reduce. Wont that af- 
fect our internal sales targets and resultant promotions?" 

Aroon replied with unprecedented firmness: "Of course it 
will, only if we dont increase your targets! Abe, I am surprised 
you are saying this. The field force is yours, why are you asking 
us to write your script? The purpose of a company-owned 
store is not to redistribute sales and thus remain at the same 


| level. It's all that Mathur said it would be — better consumer 


data, better customer relationship management and, yes, a 













market sales growth. The owned stores are not a 
solution for increasing sales, for heavens sake! I 
am sure that was clear to start with!" 

Abraham was mollified, but not out- 
done. He said: "But that's preposterous! 
You are ignoring basic marketplace dy- 
namics! Retail is going to get more ag- 
gressive, they may even boycott, they 
may ask for inflexible terms, and 
those who favour our brands today 
could well retaliate by favouring the 
competition! And if you say consoli- 
dation, that's a process that will take 
five years! The damage that will be 
done in the interim cannot be imag- 
ined. It's one thing to be progressive, but 
yet another to be mindless of the out- 
comes! OK, write my script for me, tell me 
what should I say to my field force so they don't 
lose motivation and morale? We have lost sales 
staff to other MNCs even recently, simply because 
we have been harsh on their performance appraisals. Yes, 
you can take pride in your unbending management style, but 
can we afford to lose well-trained sales people? These are peo- 
ple I have trained since they came from campus! I keep chant- 
ing growth and targets, and here you are without any tenable 
explanation on how to keep them motivated and performing. 
Very simply, let me tell you, the effort per sales visit will drop 
radically. Yes, you will penalise them for non-achievement of 
targets, but will that improve sales? So now tell me, do I ask 
them to freeze their growth? Do I freeze my growth?" 

Mathur was aware these were real issues too, but he felt 
they were putting the cart before the horse. He said: "Abe, you 
are right. These questions will be asked and we will have to re- 
solve them. It's not as if there are ready answers for them. 
These are issues which have to be examined and resolved. Yet, 
can we afford to not enter retail, just because these issues are 
there? Tell me very simply, when all those hypermarkets in the 
South squeezed our necks and demanded better terms, did 
we stop supplying them? We added those constraints to our 
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problem and reiterated the solution, did we not? So let's not 
mindlessly deviate from the main issue. Yet, let me answer 
your question: your growth is undeniably linked to Keflo's 
growth. Keflo grows, you grow. You enable Keflo to grow. If you 
dont enable it, then you don't grow. 

"So now, let's stay with the core issue. I am fully aware of 
the conflicts that will arise. My intention at the basic level is 
corporate growth, not just for the here and now, but for the 
long term too. In a country like India, no matter what consoli- 
dation happens, the kirana is a force to reckon with, its net- 
work will always form the spine of our supply chain. So right 
from the outset, the format of our store should communicate 
this intention of non-conflict, non-competition." 

And Mathur went on to list out some ofthe format ingredi- 
ents he had in mind. “First of all, Keflo Stores will not sell at the 
SKUS (stock-keeping units) that are available in retail. It will 
stock and sell bulk sizes and packs, 5 kg and 10 kg , dozen 

packs, etc. Thus we create and cater to an all-new con- 
sumer need of, say, economy and inventory. Today 
hypermarkets are doing that by selling at lower 
prices than retail, and we have seen that the 
consumer has shown a preference for 
bulk purchase. Such a segment still be- 
P.  ingsmall our store will ideally fit their 
needs, and yet not cannibalise on 
kirana sales of popular SKUS. If 
needed, we will put a value limit per 
purchase, say not more than 

Rs 3,000 per person." 

Vinay, who had been quiet for 
long, said: "Not sure if that makes 
sense, one because it is a very con- 

sumer-unfriendly move. Two, if this 
bulk consuming segment is small, 
how will selling only bulk-pack sizes 
make the store viable?" 

"Viability is not the overriding or ini- 
tial proposition," said Mathur. "You cannot 
keep with the intent of not cannibalising arid 
be profitable from day one. Next, while we may pi- 
lot the first stores in Delhi and Mumbai, further stores 
should be set up only in smaller towns and areas where our 
penetration has been low. And in these stores, we will stock 
popular SKUS too. And so that we don't negatively affect regu- 
lar retail, no new launches will be stocked in the Keflo Stores 
for at least 30 days of the launch. This way, the traditional retail 
can get the ‘early bird’ advantage. 

“So for all intents and purposes, our owned stores will be 
treated on a par with the kiranas and other retail. So no con- 
flict, no competition. Which is why I want that our own stores 
to be located in places where there is a shorter history of retail. 
That is why I like the Noida location, where the traditional 
association with kiranas does not span generations. Hence, 
even ‘loss’ of business is not real." 

Vinay thought for a while, then he said: "Before we take 
such a decision, we need to examine the reasons for low pene- 
tration in the areas we choose. If competition is already pre- 
sent there, we will face a double conflict — from the kiranas 
and from competition." 

















Leena, who had until this day been only happy to have 
been chosen for the OKS team, suddenly sat up. She said: 
“Taking off from Vinay' point, I have another anxiety. We have 
been working hard at brand image. Now if this whole conflict 
between channels results in a price war, won't the consumer's 
perception of our brands alter? It might help in some ways if 
she comes to see it as economical, but there is also the issue of 
being seen as cheap!” 

Aroon didn't think that was a big issue; it was he who had 
suggested these ingredients to Mathur early in the year. But 
now he said: "Sounds good, but I suggest we keep these barri- 
ers operative only for a year. By year two, the anxieties and re- 
sistance would have been overcome both by the retail and by 
us, and that's when we prepare for our own integration into 
the general retail format. Face it, we are not going to be unique 
in this. It's only a matter oftime before other companies set up 
their own stores. Point is, barriers or no barriers, it will take 5-7 
years before our own stores get even a 1 per cent market share! 
So the real impact is going to be very very slow! 


ROON continued: "The point I am making is this: I 

don't think we need to exercise such extraordinary 

caution and care. Others are going to be ruthless 

d aggressive. And we don't want to go through 

more nail-biting anxiety. The retail has already put us through 

that; we don't need more. If we are clear we want to set up own 

stores to enter retail, let's do it the way any retailer would. It is 

to our advantage that we are making the entry at a time in 

marketing history where modern trade (through supermar- 

kets and hypermarkets) has just begun. Had we taken this step 

even five years late, or had supermarkets and hypermarkets 

entered India sooner than they did, we may not have been 

able to even consider this idea. In the US and UK, for example, 

modern organised trade formats own 80 per cent of the mar- 

ket and the Tescos and Sainsburys and Wal-Marts have such 

clout and dynamism, that those countries cannot even think 
ofa company-owned store. 

“Whereas in India this is possible because the big hyper- 
markets are just a handful, and do not have the kind of clout 
they have in Europe, for example. So today it's possible for us 
to harness and capitalise some of this power; it will be path- 
breaking! So the less we dither and doubt, the better." 

Mathur heard him patiently, but could not match Aroons 
aggression. While he agreed with him in theory, he preferred to 
play safe. "You are right about there still being scope to garner 
power,” he said. “But my focus is the prevailing slow market 
growth that has hit all FMCGs. I agree that retailing is one way 
for Keflo to increase our intimacy with the consumer and, 
at the same time, put a hold on modern channels from grow- 
ing in depth and width. But the reality is that modern trade 
will grow, and it will grow big in India. Yes, company stores 
should precede, enter the fray and mark a niche for them- 
selves. But caution is needed. I am sure those big marts are all 
eyeing India keenly." 

Abraham had either resolved his doubts by now or de- 
cided to toe the line. He said: “I would take small jumps, not 
big leaps. We need to assess our conflicts, their nature, their 
potential and the resultant gains and losses. We have not yet 
done a dispassionate third-party assessment of this venture. 
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Amongst us, no matter how much we agree or dissent, factis | 
we are all emotionally tied to our causes at both the macro and | 
micro levels. We need an assessment of and quantification of | 


these perceived gains, their magnitude, their impact and the 
incidence ofthe impact." 

Mathur agreed: "Trouble is, most of these are soft issues. 
Qualitative. How does one, for example, estimate conflict? 
Once we can identify the parameters of conflict, we can quan- 
tify them to an extent. Truth is, there will be conflict; and I dis- 
agree with you, Aroon, when you say the conflict will be initial 
and perceptual.Yes, the initial rash will be huge, more because 
it's a new variable we are adding to a system dominated by ki- 
ranas. Like the human body, when a foreign particle is intro- 


duced, the system will fight it, resist it. That reaction is morea | 


function of anxiety over the unknown and new, and that reac- 
tion is also good, as it will reveal to us what areas we need to 
strengthen so that overall the system is not debilitated — both 
our own and the marketplace system. It is also the period 
when other bodies will try and recast their dynamics so that 
they do not lose. So that is the initial rash you say will go away 
after the period of readjustment. 

"But my take is, while the reactions will disappear, the sys- 
tem will create new variables and these will have to be incor- 
porated. And those new variables will whip up new conflicts. 
And that is what I want to estimate, evaluate and quantify." 

Abraham agreed, but said: “One truism which we must not 
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discard or believe will go away is that in India, the middlemen 
have been strengthened over time, and hence channel eco- 
nomics will favour the middlemen — the distributors, stock- 
ists, C&F agents. We saw a simple enactment of this when 
FoodWorld came up in the South. It developed a ‘direct sup- 
ply contract with over 20 per cent of its key suppliers, and that 
gave rise to conflict of interest with the distribution infrastruc- 
ture that suppliers have painstakingly built over the years. On 
the other side, kirana shops too were affected due to the lower 


| sourcing cost and better credit terms that we extended to 


these supermarket chains. What first appeared as competi- 
tion became conflict, because the advantage that the super- 
markets derived in the process, they passed on to the con- 
sumers as lower rates. 

"So in many ways, what the entry of supermarkets did to 
the kirana, our Keflo Stores will also do, except in other ways. 


| The moment we have more Keflo Stores, you may be right 


about the rash turning into a malady — it is easier for a con- 
sumer to substitute his kirana purchase with a Keflo Store 
purchase, for the simple reason that kirana stores do not have 
a brand equity that is sustainable. At the same time, there is 
anothersituation that the current market scenario poses. With 
the glut of FMCG brands in the shop shelf, we have seen that 


| the consumer is indifferent to whether he buys a Cinthol or a 


Rexona. So if brands are substitutable, the push comes from 
the price economy that a Keflo or another company-owned 


_ Store will offer! Take a very simple example: there is Shopper's 


Stop and right next to itis a Titan showroom. If Iam looking for 
a watch, chances are high that I will shop at the company 


_ Showroom. So Shoppers Stop cannot do anything to draw the 


shopper for a watch, as what holds sway is the brand ‘Titan’ 
and not the equity of a Shopper's Stop." 


ATHUR thought awhile, then said: “But there is 
a difference, isn't there? Examine an FMCG 
company's dependence on retail for distribu- 
tion and aTitan's dependence on departmental 
stores — and, critically, vice versa. Rather, I'd say that the op- 





_ posite holds true. Where is Shopper's Stops dependence on a 
| Titan or an HMT for growth and existence? What per cent of 


Shoppers Stops total sales is watches? Next to nothing? And 
examine the dependence ofa kirana retailer on us, HLL, P&G, 
Nestle, Marico, etc., for sustenance. Our goods are at least 
30 per cent of his shelf space! Therefore, the conflict is going to 
be phenomenal!" 

Mathur, who had been gung-ho at the outset, was growing 


_ steadily more thoughtful. Surprising the OKS team, he said: 
_ Listen to this: if our intention is greater consumer intimacy, 


greater penetration, reaching newer users, cutting out mid- 
dlemen costs, yet not being in overt conflict with established 
channels, then why don't we simply set up a net-based store? 
After all, our depots and sales offices are widespread and carry 
stocks.... I think a covert operation is also valuable from the 


_ standpoint of internally-perceived threats to targets, morale 


and motivation.” 

Aroon was aghast: “Are we backing down owing to a per- 
ceived threat? Please understand this, others are going to set 
up stores too, and then we will have an new set of anxieties to 
address! No, we have to get into brick-and-mortar retail!” Ni 
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Panic 


Theauthor isa retail consultant who has 
been closely involved in the evolution of 
organised retailing in India. 


HE question of whether or not 

Keflo-owned stores should be 

set up is a no-brainer. In other 

developed markets, FMCGs like 
Keflo have already missed the bus while 
going through such 'management' de- 
bates. Today, thelargest retailers in these 
markets have already grown much 
larger than their biggest suppliers in 
terms of scale. For example, Wal-Mart's 
global sales of Procter and Gamble 
(P&G) products are larger than P&G's 
own sales in the whole of Japan! Guess 
who has the bargaining power advan- 
tage — of course, the retailers. 

However, in India, modern trade is 
still in its infancy. For example, the 
largest food and grocery retailer is 
about Rs 400 crore in size, while his 
largest FMCG supplier is Rs 12,000 
crore. For years the suppliers have 
dominated the supply chain, tak- 
ing advantage of the market frag- 
mentation at the retail front. That 
is not going to hold good any 
longer as the modern trade era has 
begun irrevocably. Therefore, the 
only meaningful way a supplier can 
try to keep his current bargaining power 
(in the long run) is to set up his own re- 
tail operations, thereby indirectly con- 














trolling the unbridled growth of other 
pure-play modern retailers. 

Retail business is a growth — and 
profit— enabler in its own right, which 
makes sense in the current scenario, 
where the FMCG market growth is at an 
all-time low. With company-owned 
stores there is an opportunity to reach, 
understand and address end-con- 
sumers in a much more direct manner. 

Internal Conflict: Once it can build 
a consensus on starting Keflo Stores, the 
management should decide on an entry 
strategy that minimises potential con- 
flict. (However, in my opinion, the big- 
ger conflict is within the Keflo organi- 
sation itself.) Second, the retail organi- 
sation would need a very different 
culture, structure and set of skills than 
the existing distribution organisation. 
Running the Keflo Store with existing 
management would be a disaster. These 
issues can be addressed only when 
the top management is committed to 
creating the retail business as an inde- 
pendent entity. 

External Conflict: There will be no 


| reason to panic once Keflo objectively 


defines, measures and manages con- 
flict. The first task is to define conflict 
and distinguish between perceptual 
conflict and real conflict. When modern 
trade enters, the inherent channel com- 
petition may turn to conflict. Modern 
trade has some inherent economic ad- 
vantages over kiranas. But even then, 
the majority ofthis conflict is perceptual 
— in the mind, rather than in reality. As 
we know, the lower fixed cost and the 
consequent break-even point of kiranas 
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is quite low. They also have certain other 
inherent advantages such as conve- 
nient location and customer intimacy. 
Therefore, a loss of topline due to com- 
petition does not necessarily mean dis- 
aster. Perceptual conflict, since by defin- 
ition not real, can always be managed 
through communication and fair play. 
The various measures Keflo should 
take to avoid ‘perceptual’ conflict are: 
B Evaluate/rationalise the brand port- 
folio according to channels: sell 'exclu- 
sive’ family packs as loss-leaders 
through company-owned outlets, and 
standard packs through kiranas. 
W Control channel penetration: limit 
company-owned stores initially to up- 
coming colonies such as Gurgaon or 
Navi Mumbai, where kiranas do not 
have as much customer intimacy. 
WE Equal treatment to all channels: 
company-owned channels should be a 
completely separate entity from the 
supplier organisation, and the com- 
mercial treatment should be the same. 
W Improve service levels to losing 
channels: the frequency of visits may be 
enhanced or credit could be extended 
to kiranas so that their working capital 
management becomes easier. 
E Education/communication: kiranas 
should be taken into confidence, saying 
that company-owned stores will com- 
plement rather than compete with their 
stores, and it's going to be a transparent 
and fair play. Kiranas may see OKS as 
more favourable competition than a 
pure play competitor. 
W No price discounting: the biggest 
concern of kiranas will be that compa- 
ny-owned stores may discount. So at 
least initially, products should be sold at 
full price, and the focus should be on 
better ambience, quality and service. 
The non-store format suggested 
by Mathur is not advisable. Keflo 
should be ready for a big-bang 
store format entry. A marginal en- 
try is worse than no entry as the 
new format has to sustain itself in 
the competitive market to serve 
any purpose. Besides, a non-store 
format will cover a larger catch- 
ment area, affecting a larger base of 
kiranas, increasing potential con- 
flict. A better alternative could be a 
B2B wholesale operation. Although this 


may ‘compete’ with a few distributors, it 
would help many more retailers. E] 
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NTPC 


We are India's largest power 
generation company with an 
installed capacity of 21,435 MW 
(as of March 31st, 2004) with 13 
coal-based and 7 gas-based 
power stations. In the past three 
decades, we have developed into 
a multi-location, multi-fuel 
company. During fiscal 2003- 
2004, we contributed 26.796 of 
the country's total power 
generation, with just 19.1% 
share of the installed capacity. 


By 2012, we plan to expand our 
power generation capacity to 
over 40,000 MW. We also plan to 
diversify our fuel mix by setting 
up new hydro-based power 
plants. Further, we plan to 
diversify our business by taking 
advantage of opportunities in 
the Indian power sector, created 
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by regulatory and economic 
reforms. 


The Business Today-Hewitt 
Associates Best Employers 
Survey 2003 ranked NTPC as the 
third best employer in India. 


The Government of India has 
accorded us the 'Navratna' status 
among public sector enterprises. 
This provides us with strategic 
and operational autonomy, 
including the ability to make 
investment decisions without 
governmental approval. 


We are involved in a variety of 
corporate and social initiatives. 


Our vision is "to be one of 
the world's largest and best 
power utilities, powering 
India's growth." 
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India's number 1 power 
generation company is 
among the world's top 10 
thermal generators.* 
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industry, setting goals and redefining 
strategic priorities. Translating this into 
marketplace execution requires a differ- 
ent level of capability. An intensive diag- 
nosis of organisational capability is also 
imperative. Just converting Prithvi from 
an entrepreneur to a store manager 
would not suffice and, in fact, could be 
suicidal. Building capability takes com- 
mitment, time and effort. While existing 
resources can be leveraged, Mathur 
would need to enhance capability of Ke- 
flos people and processes in order to de- 
liver value to all the stakeholders. 

Is forward integration the only way 
out for Keflo? While various companies 
in different product categories like 
white goods, brown goods, high-end 
cosmetics, branded apparel, etc, have 
successfully ventured into retailing, 
there have not been any major forays by 
FMCG companies into this area. 

Although it is easy for retail chains in 
a consolidated trade structure to go in 
for private labels, the reverse is not nec- 
essarily true. There are questions linked 
to the brand pull, share of the industry 
(Keflo is a market leader only in a few 
categories), contribution to the con- 
sumer's purchase basket, and deeper 
insights into the decision-making 
processes of the consumer. All these 
questions need to be answered before 
such a step can even be contemplated. 
The alternate routes should be ex- 
plored, where consumer intimacy and 
value are built through distinctive brand 
positionings, a communication strat- 
egy, efficient delivery systems and pro- 
motions. This would also force organi- 








Future 
Battles © 


The author is currently employed at 
PepsiCo India, as executive director 
(sales). Prior to this, he had a 14-year 
stint with Hindustan Lever and was vice- 
president (sales) at Whirlpool India. 


NANT Mathur, CEO of Keflo, 
has an unenviable task. As a 
short-term imperative, he 
needs to find a solution to 
stagnant growth rates and pressure on 
margins caused by the rapid evolution 
of trade structure and changes in the re- 
tail power equation. The long-term im- 
perative is to prepare his organisation 
for the battle for tomorrow’s market- 
place. He has recognised the changing 
economic realities driven by global 
changes. The case for creating competi- 
tive advantage through greater cus- 
tomer intimacy, new competencies 
and lower costs is well understood. 
This is a rapidly changing retail 
landscape driven by a large and 
growing population, higher in- 
comes, a high proportion of 
young consumers and lifestyle 
shifts towards convenience and 
out-of-home consumption. 

Mathur faces internal chal- 
lenges within the organisation. He 
needs to re-engineer the strategic ar- 
chitecture of Keflo. Building a case for 
forward integration would entail a quick 
evaluation of its present position in the 
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| sations like Keflo to constantly improve 


their offerings in terms of both products 
and services. Brand-building, advertis- 
ing, distribution, sales — every activity 
must focus on generating additional 
value for the consumer and, thereby, 
building competitive advantage. 

As with conventional branding, if 
the company-owned branded retail 
store is meant to succeed, it must add 
value for the consumer. It would need to 
offer better products at lower prices in a 
better shopping environment. 

Thestrategy which Keflo seems to be 
contemplating is a high-risk one. Fix- 
ing growth and financial algorithms 
through forward integration and addi- 
tional investment would increase the 
risk profile of the business. The chal- 
lenge for Keflo would be to create a busi- 
ness model that would serve supermar- 
kets and hypermarkets and, at the same 
time, not sideline the kirana stores. Ulti- 
mately, these alternate channels of dis- 
tribution would co-exist. 

Inthis ever-changing scenario, apart 
from the changes in the retail land- 
scape, the competitive offerings would 
also redefine the value perceptions of 
the consumers. Then, there would be a 
need for gathering deeper insights into 
consumer behaviour. Keflo would be 
well advised to understand how con- 
sumers interact with their brands in 
these channels as it would have a bear- 
ing on their offerings in each. For exam- 
ple, while the hypermarkets and super- 
markets may address the needs of the 
high-end consumers with a planned 
buying cycle, the kirana store may ad- 
dress the middle-and low-end con- 
sumers who are driven by convenience 
and personalised service. This would 

impact the pack, promotion and pric- 
ing strategies of Keflo. Also, technol- 
ogy can be used not only to commu- 
nicate with the consumer, but also 
to enhance the purchase experi- 
ence, and thereby impact value. 
An 'e-brand store' also needs to 
be evaluated. 
By using every stage in the 
value chain to understand the 
consumer' need, and then meet- 
ing and exceeding expectations, Ke- 
flo can forge a life-long relationship 
with consumers. This is the ultimate key 
to winning the battle for the market- 
place ofthe future. ig 























If you're a headhunter, recruitment agency 


or a placement consultant, the All India 


Placement Directory 2004-05 is just the right 


place for you to advertise. Distributed free a: 


a special with Businessworld, you're sure to have 


a wider reach among those who matter. 


So, hurry and get yourself listed now 


There's no telling what's waiting to hit you 


> 


Businessworld 
Play the game 





| Fill up the relevant information in the form given below (in capital letters). 





Name of the Organisation : 








Industry catered to (tick one): Multiple Industries[ ] Specific Industry | 





Level of Placement (tick the relevant): Senior [_ ] Middle [ ] Junior [ ] All | 
Placements done in (tick one): IndiaL] Abroad [ ] Both [ ] 
Procedure to Apply (tick the relevant): Personal Interview ] Resume to be sent by Fax Post |_ E-mi 


| would like to go for the following entry*: 
LJ Normal Listing @ Rs. 2500/- per city [O Bold Listing @ Rs. 3500/- per city |] Box and Bold @ Rs. 4000/- per city Display Listing* Rs. 5000 
* Minimum size 2.5 cm x 10 cm width. (Display area wherein one can put one's own brand logo.) Entries to reach by July 


Contact Person: Address: 








Branch office(s): 




















Tel: Fax: e-mail: Website NEM ui 

Cheque No: Date: Cheque Amount: . Bank Branch: ___ <i d 
Mail the form along with cheque/draft drawn in favour of ABP Pvt. Ltd. payable at New Delhi, (Add Rs.10 for outstation Cheques 

Amarjit Bhatia, Businessworld, Express Building, 9-10 Bahadur Shah Zafar Marg, New Delhi 110002. Ph: 23702171-79 M: 9811446509. e-mail: amarjit@b 


Photocopies of this form accepted. Please mention your name/address at the back of the cheque/draft. For branch office listing, attach separate c! 


Please do not send cash 











“by mala bhargav 


Desperately 
seeking Gmail 
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gratitude, a nice and cute 

kiss, your name on a cloud, 

the address of any celebrity, amazing music, 
my mother-in-law... 

That, and more, is what Netizens are willing 

to swap with anyone who'll give them a Gmail 


account. Take a look at gmailswap.com fora | 
longer list of bizarre offers. I got mine after three | 
lunches with my boss — plus a promise to not 
bother him the rest of the year. We'll have to see | 
| ject lines will contain previews of recent mes- 

However, in the meantime, I'm now a mem- | 
ber of the G Club. Not a small exclusive set but a | 
rapidly growing flood of people who've man- | 


about that one, won't we? 


aged to get themselves 'invited' to the great big 
Google party where webmailis free and you get 
a whole 1 gigabyte of space, if you only know 
what to do with it. The ‘Google approach is, ap- 


parently, that you must never have to bother | 
deleting your mail — it can just sit there for all | 


you care. Free email services are a dime a do- 


technology, and features to beat anything else. 


| On top of that, it’s squeaky clean — in Google 
style. See gmail.google.com, but you can only | 
| support, and how much that would invade the 
| privacy of Gmail users. The US government 
earth-shaking to many of you, that's fine. The | 


see and not touch if you're not a member. 
Now if Gmail doesn't sound particularly 


factis that for reasons best known to no one, it's 


become a craze. It's so coveted, a bunch of peo- | 
ple immediately began to try and cash in on it. | 
That is, until Google had to ban them from cre- | 
ating multiple accounts and selling and auc- | 


tioning them. At first Google only let a select 


few take up Gmail accounts — by invitation | 
only. But the G Club soon spread to include rel- | 


atives and friends and friends of friends until a 
lot of people had Gmail accounts. 

Having got Gmail accounts, many of us 
have done precisely nothing with them. Espe- 
cially with the 1 gigabyte of space. No one has 
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of the hair on my head, my | 
seven-digit IQ, my eternal | 

















the bandwidth to keep large files in a Gmail 
account instead of storing them in their hard 
disks. For those who don't want to move to 
webmail at all, dumping existing email clients 
is quite out of the question, and most 
unnecessary. But there are also a number of 
people who've migrated to Gmail, and love its 
features. The idea of Gmail, say Google tech- 
nologists, is to take the struggle out of email. 
You don't have to sit around to sort it. Instead 
you search for mail, or 'conversations' as they're 
called in Googlese. A conversation groups an 
email and its subsequent replies together. Sub- 


sages in the conversation — and conversations 
are much easier to follow because of the way re- 
sponses are ordered and interjected. You can 
instantly archive the message. You can also 
search the Web from here. 

Gmail also has a neat on-the-fly spell check. 
Not new in itself, but packaged for much easier 
use. There are also handy shortcuts to work 
with your mail. Google says you don't even have 


_ to take your hands off the keyboard if you don't 
zen, but Gmail gives you colossal storage, an | 
email search that is based on Google's search | 


want to. You can filter and report spam, label, 
prioritise or ‘star’ conversations, and move be- 
tween conversations with hot keys. 

A considerable number of people got hot 
under the collar over Gmail and its advertising 


quickly reined in that plan. So the advertise- 
ments are text and unobtrusive, and users have 
no real complaints. 

The Big Gis getting its search and email ser- 
vice rivals (like Yahoo!) worked up. But in the 
end, it's not about space on servers or a feature 
or two. Its about a phenomenon that's taken on 
a life of its own. A colleague of mine, who's the 
most accomplished snob this side of Google, 
claimed he would surely die if he didn't have a 
Gmail account. He got one, which he immedi- 
ately exhibited on his MSN Messenger, and is 
now busy turning down requests for an entrée 
into the G Club. E 
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vogue — 


HEN I wore a pink shirt to 
work in the morning, I didn't 
realise that I was making a 
statement. And then I met 
Irma Zandl... 

Irma, the 40-something president of 





the US-based Zandl Group, is not your | 
average lady. Why? Because she knows | 


more than we know. She studies ordi- 
nary people like you and me to see what 
trends are taking shape, what will be- 
come popular and what will not. No, she 


is not a futurologist. Irma is, in modern | 


parlance, a trendspotter. 

For the last 18 years, some of the 
heavy hitters like Kraft, Coca-Cola, Bac- 
ardi and Disney have banked on Irma to 
spot The Next Big Thing. Trendspotting, 


already a sizeable business in the US | 


and Europe, is now beginning to make 
its way to Asia and India as well. Of late, 


lish. Asitis with kids, Irma learnt English 
fast, while the rest of the family still 
struggled with it. So every morning, she 
would read the newspaper while wait- 
ing for her school bus and circle all the 
articles that she thought might be of in- 
terest to her parents. They would come 
back from work and read them in the 
evening at their own pace. This was 
when Irma first learnt to really notice 
things. And that was just the beginning. 

After graduating from Sacred Heart 
College, Australia, Irma went on to study 
at New York University. Then she wor- 
ked with both L'Oreal and Revlon as 
marketing director, and in the Andrea 


Group as vice-president (marketing and | 


creatives). In 1986, Irma started her own 
trendspotting company Xtreme Inc. 
Later this would be rechristened as the 
Zandl Group. So what drew her to 


trendspotting? "I don’t have a grand 
plan," she says rather modestly. "Basi- 
cally I am doing what I have always 
done — following my curiosity, reading, 
researching, connecting the dots, solv- 
ing the puzzle..." 

Irmas5 big weapon, as she says, is her 
golden gut. A lot of the work she does 
comes from pure intuition. "Whereas 
many people see the same things I do, 
most don't decipher the pattern. They 
don't look for what might represent an 
opportunity," says Irma. 

Irmas day typically begins at 5 a.m. 
She first reads five newspapers. That 
done, she tunes into television. She 
watches international news and then 
switches to MTV to get a hang of youth 
culture. Irma also reads a lot of stuff on- 
line, and makes it a point to get her 
hands on celebrity magazines. 


L@@king for the 





Indian marketers have begun spending 
a lot more time trying to understand 
consumers beyond the somewhat su- 
perficial insights thrown up by tradi- 
tional market research. 

That's why about 400 people landed 
up to hear Irma speak at the recently 
held MTV Youth Marketing Forum. 
Among them was Santosh Desai, presi- 
dent of McCann Erickson and an 
avowed student of consumer behav- 
iour. "Getting into the core of a social 
structure is something Irma does very 
well. She gets to the leading edge of 
change in a very thorough manner," 
says Desai. 

Irma developed an eye for detail 
from a very young age. At the age of six, 
Irma migrated to Australia with her fam- 
ily. Her parents, both blue-collar work- 
ers, knew German and very little Eng- 
Irma Zandl takes a call at her Lafayette 


office in the United States. Listening is a 
key skill for any trendspotter 
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| Free: agents: Youngsters are tactical, discerning consumers. They. a 
- have a do-it-yourself mindset and are already changing the tech on 
a music industries. Niche brands have grown around them. uo 


. Soul searching: There i is a revival of faith. Nearly 46 per cent of. 
Americans are born-again Christians. The Passion of The Christ, a 









It helps that the place where she lives 
is a trendspotter's delight. "Downtown 


Manhattan is a mecca for creativity"she | 
says. "So many artists, musicians and | 


writers live in my neighbourhood... 
These people are very funky and very 
stylish." For instance, Sex And The City 
stylist Patricia Field lives on the same 
street as Irma. These people are at the 
helm of the 'cool brigade. Everyday 
when she goes to work, there is some- 
thing interesting to see on the streets. 
Underpinning her power of obser- 
vation is a strong backbone of research. 
Irma works with a 3,000-strong panel of 
8 to 24-year-olds. They are recruited 
from shopping malls around the US and 
reflect census data. They are not neces- 
sarily members of the ‘cool’ set. After all, 
trends may or may not be cool. "We do 
not limit ourselves this way. We want to 
talk to everyone," Irma says. The panel 
answers 70 questions on what their as- 
pirations are, what's important to them, 
their opinions of entertainment, bran- 
ds, etc. Photos of respondents are also 
taken so that there's a face to identify 
with. Irma reads every answer sheet, 
and if there is something she doesn't un- 
derstand or if something catches her 
eye, she researches it further. She also 
speaks to ‘insiders’. So if she is doing re- 
search on food habits, she speaks to 
waiters who actually observe people's 
eating behaviours first-hand. The result 
of all this is the Hot Sheet, a bimonthly 
trend report that the Zandl Group pub- 
<- lishesbothonlineandiin print. This goes 
-Out to more than 100 clients. 
-« Atrendspotter'5 biggest nightmare is 
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v contoversial film about Jesus, grossed $360 million i in the US. The 
: ewig c online segmenti is > people junge for. a a faith. 


mistaking short-term blips or fads for | 
trends. Unlike a fad, a trend is generally 
long-lived (hip-hop culture has lasted - 
since 1979), may or may not be cool - 
(obesity as a trend), and is always based | 
on demographics, lifestyle and/or tech- | 
nology. For instance, Irma recently - 
came up with a trend called ‘Chicks in - 
Charge’. Today, women are under less | 
pressure to be traditional, says Irma, _ 
and are moving into traditionally male _ 


| areas like boxing. To figure that out, she | 
| used a combination of demographic re- | 


search (census data tracking marriage 
and birth information), lifestyle re- - 
_ the conference schedule and meetings 


search (how women approach work, 


sports, fun, etc.) and observation. (She . 
spotted more women heading rock | 


bands, doing tequila shots, etc.) 


Now, how do you put a trend like this | 


to use? Irmas research showed that the | 
number of US women between the ages | 
of 25 and 34 who had never married had | 


bad news for the diamond industry — 


| increased from 17 percent to30 percent - 
_ over the last 30 years. That's obviously | 


_TRENDSPOTTING 


Trendspotting is 
all about 
connecting the 
dots. Irma Zandi, 
one of the 
pioneers of the 
business, shares 
her secret 

By Neelima Mahajan 


quality products. And manufacturers 
will be under pressure to upgrade their 
products.” But equally true, more and 
more luxury brands — car makers 
BMW and Mercedes are recent exam- 
ples — will introduce entry-level prod- 
ucts for those who want the name plate 
but can't handle the ‘sticker shock. 

she has also spotted one rather 
‘non-cool’ trend: obesity. “Obesity is be- 
coming the new tobacco. We don't re- 
alise it now, but soon two-thirds of the 
people in the world will be obese." 

During her three-day stay in Mum- 


bai, Irma was able to get time off from 


at MTV to do what she loves most: tak- 
ing in the sights and sounds of a new 


| city. What were her impressions? "India 


seems to be a highly traditional society 
with very little rebellion. The economy 
is not as upbeat as I had imagined. Any 
company preparing to enter your mar- 
ket would need to do some very in- 
depth research to understand priorities, 


| values and economics,” she says. 


and they hadn't noticed it before Irma | 
told them. Fewer people marrying | 
means fewer engagement rings. Since | 
men weren't buying as many rings for | 
women, a US-based diamond company | 


took the next logical step: it ran a cam- | 
| was the way taxi drivers decorated their 
| cars with 


paign prompting women to buy dia- 
monds for themselves. 


Irma is betting on two other big, but | 
seemingly contradictory, trends. One of | 
them is fairly intuitive. She calls it"Irad- | 
ing Up’ “As the economy improves and | 
consumers become more sophisti- | 
cated, we see them gravitating to better | 


BUSINESSWORLD 63 19 JULY 2004 


- TEN 


Irma says she sees middle-and up- 
per-income groups buying more west- 
ernised products and high-style tech- 
nology like flat-screen TVs, iPods, 
videogame systems and entry-level lux- 
ury cars. But what really caught her eye 


decals and tassels. "Very 
lowrider, East L.A. style," she says, 
amused. "It's a very colourful country.” 
Then, quoting the former editor of 
Vogue, Diana Vreeland, she says: "Pink is 
the navy blue of India." I look down at 
my pink shirt and smile. m 








BROWSING 


N. Srinivasan 
Director General, CII 


I have just finished THE FUTURE OF 
COMPETITION by C.K. Prahalad 
and Venkat Ramaswamy. C.K. is al- 
ways stimulating, and his latest book 
is a significant new way of thinking 
about organisations — about team- 
ing up with your customers to add 
value to them. I found his hypothesis 
relevant to CII also, because we have 
done this with success in the past. I 
particularly liked 'Next Practices as 
opposed to ‘Best Practices. 

I am also going through THE 21st 
CENTURY AMBASSADOR: Plenipo- 
tentiary to Chief Executive by Kishan 
S. Rana, one of our former diplo- 
mats. My reading is eclectic — from 
spiritualism and thrillers (Grisham, 
Forsyth) to geopolitics, there are 
always books by my bedside. What 
Ilook for is something stimulating 
and enjoyable. E 


ALERT 


Mapping for Diaspora 
Investment in the Social 
Development Sector in India 


Shyamala Shiveshwarkar 
(Charities Aid Foundation) 





FOR NRIs seeking 
avenues for philanth- 
ropic giving to India, 
there is no lack of 
options. But which 
charities are reputed, 
effective and facilitate 
meaningful donor experiences? 
This guidebook suggests worthy 
causes that cater to all tastes, 
and provides examples of donors 
who have made a difference. E 





R. GOPALAKRISHNAN 
ANY years ago, as a fresh- 
company, my peers and I 


would discuss the 'organi- 
sational politics’ of the 





thing; would we not change it when we 
were at the senior levels? IfI could re-as- 


man working in a large | 


company. It was a bad | 


The shadowy 





semble that group of Young Turks today, | 


I wonder what trajectory our discus- 
sions would take! 

Art Kleiner's speciality is culture and 
change and the impact of management 
and technology — the soft stuff that en- 
gineers and techies abhor. But they are 
precisely the ones who need to read 
Kleiner, preferably with a highlighter in 
their hand. Divided into five parts, the 
book is eminently readable on 
one long plane ride. But 
that would belike finishing 
a bottle of Dom Perignon 
in one go — a great pity. 
Delve into it, savour it, and 
work on it. What Kleiner 
says is for real. 

The reality of organisa- 
tions is that they are not 
necessarily aligned to fulfil 
the rhetoric of their leader- 


SELECTION 


Where angels 
should tread 


LITTLE pop quiz. A company an- 

nounces an IPO. It's a £reat op- 
portunity for investors. But for which 
investors? If you are wealthy, then you 
might want to learn more about pri- 
vate equity investments. 

A private equity investor is some- 
one who invests in start-ups and 
books profits later — preferably when 
the company goes for an IPO and 
other investors are looking for an op- 
portunity. Betting on a company when 
it is in the start-up stage makes the 
investor an angel. THE ANGEL 
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ship. Instead, every organisation is con- 
tinually acting to fulfil the perceived 
needs and priorities of its core group, 
that is, 'the people who matter. 

The core group is the source of its 


| energy, drive and direction. They are not 


necessarily named in the formal hierar- 
chy or organisation charts, yet they are 
the centre of the organisation's informal 
network and symbolic representatives 
of its direction. If a goalis irrelevant to 


| the core group, then it will not be 
| reached, no matter how worthy it is. 


Think of the shadows and figures 
reportedly active in the Prime Minister's 
Office or Race Course Road. They 
should not be thought of as counter- 
productive people found only in poli- 
tics. Think of the assistants sitting 
adjacent to the corner room of corpo- 

rate offices, think of the 


WHO REALLY 
MATTERS 


The Core Group Theory 
of Power, Privilege and 
Success 

By Art Kleiner 

Nicholas Brealey 
Publishing 

Pages: 277; 


Special price: L 11.95 


WER , 
RIVILEG 


INVESTOR'S HANDBOOK is a great 
guide for investors who want to earn 
their angel wings. 

However, authors Gerald A. Ben- 
jamin and Joel Margulis warn you that 
private equity is among the most ag- 
gressive investments and should form 
only a small portion of your equity 
portfolio, perhaps 5-15 per cent at the 





The THE ANGEL 
An g el INVESTOR’S 
MENOR "ANDBOOK 
Handbook By Gerald A. 
i Benjamin & Joel 
Margulis 
TY ^ Vision Books 
"y Pages: 351; 
price: Rs. 595 
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group that matters 


finance/legal staff in 
HQ, think of the mid- 
dle-level manager who 
worked with the boss 
20 years ago. All of these 
people could be, but 
also could not be, in the 
core group. As always, 
they are perceived to 
be sometimes positive, 
sometimes negative. 

In establishing the reality of organi- 
sations in the first part of the book, 
Kleiner may leave the weak-spirited 


dejected. No need to lose hope though, | 


for in the fourth part, which tells core 
group stories, a Barbara Waugh quota- 
tion may be helpful. Waugh, author 


of Remember Who You Work For, writes | 


that you may report to a boss, but your 
true employer is a principle larger than 
any boss. 

"It might be ending poverty, God, a 
sustainable planet, or whatever is big 
enough to be worth your life. If you can 
hold that stance, you'll stand in a place 
that gives you much better options than 
simply standing inside the teeny little 
problem of the moment, trying to figure 
out what to do for the boss on the organ- 
isation chart." 


So what kind of relationship should | 


most. The mean investment size put 
in by angel investors is around 











ART KLEINER is director of re- 
search and reflection at Dialo- 
gos, a US consulting firm, and a 
faculty member at New York Uni- 
versity's Interactive Telecommu- 
nications Program. He is the 
Culture & Change columnist for 
Strategy + Business magazine, 
and has been writing for long on 
the human impact of manage- 
ment and technology 





one develop with one’s organisation in 
this context of power, privilege and suc- 
cess? The Kleiner-speak is very sane — a 
strategy not of blind loyalty to the organ- 
isation, but genuine friendship with it. 


Like all friendships, this is a stance of | 


mutual admiration, respect, enjoyment 
of each other's presence, and a mod- 


icum of care for each other's welfare. You | 


can be friends with an organisation if 


you genuinely believe that because it | 
, exists your life is better, and so is the 


world around it. 
I can relate to this because I have 





spent 37 years between Hindustan | 


Lever and the Tatas, and with both org- 
anisations I have felt a deep friendship. 


| Notalwaysagreeing with ‘my friend’, but 


deeply respecting a differing viewpoint. 
The core group, argues Kleiner, de- 
fines the DNA of the company. That is 


because the core group possesses an es- | 


sential form of knowledge, an inte- 
grated learning base that defines the 
orientation of the company. That is why 
Toyota will find it very difficult to emu- 
late Ford which, through several years of 
honing, has developed the ability to pull 
out an archetypally mythic new model 
out of nowhere. Conversely, Ford can 
hardly behave like a Toyota in terms of 
quickly mass-producing high-quality 
cars to order. 

The trouble is that the whole organi- 
sation keeps double guessing who is in 
the core group and what they want. 
There is the telling story of 12th century 
King Henry II and Thomas Beckett, the 
Archbishop of Canterbury. When Beck- 
ett excommunicated some bishops 
loyal to the king, a complaint reached 
the king. He was overheard grumbling 
about this. Four knights took this as a 
command, slipped out to Canterbury 
and killed the Archbishop. It was some- 
thingthe king never intended and it cost 
him almost everything he valued. And 
what happened to the four knights? 
Henry imprisoned them! 

Kleiner's message for the easily dis- 
tressed is welcome. " 

R. Gopalakrishnan is executive director, 

Tata Sons. 





More than 


g 


hubris. Many practising man- | 
agers will identify with it be- i 


$100,000 in the US. | THE cause it touches on the most | 
It is slightly verbose for a hand- a Snowba || Pes iO important management 


book, but if you pick and choose 
your chapters, it’s worth your while. 
The core of the book is in ‘Deal Flow 
Development’. Angel investors must 
create and maintain their presence 
in their target markets. How? The 
book talks about how investors in 
private equity can focus and position 
themselves while engaged in other 
pursuits. After all, many solo private 
investors are professionals with full- 
time jobs. The book devotes as much 
space to exit strategy as it does to 


OR all those who have had | 

it up to their noses with | 
management tomes, here is 
an antidote: a superbly illus- 
trated storybook of 50-odd 
pages. Written by Ranjan 
Kapoor, one of India's most [ 
admired admen and former 
chairman of Ogilvy & Mather, India, 
this little story is about how great 
ideas take shape, gather momentum 
and, quite often, crash and burn. 


p: 





forces you to see your own experi- 
ences and those of others around you 
from a different perspective. Kapoor 
has proved that he can say in a few 


challenge of today: how to 
create organisations that tap | 
into individual creativity. And | 
how to prevent group-think 
from strangling an organisa- 
tion to death. 

The story provides no 
simplistic answers, but it pro- 
vokes you to think. It also 


valuation of an early stage company. words what others would take an en- 


Different readers will interpret the 





A good sign. story in different ways, but this re- tire volume to express. The Perfect 
viewer thinks that it is a parable of in- | Snowball (Roli Books) is insidious — as 
ASHISH AGGARWAL dividual excellence and corporate a successful advertisement often is. li 
ee ei dan nad PERI? CEPR RC tae 
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2 Encourage a debate 


R Jaswant Singh had presented a Bud- 
get in February without calling it one. 
He had given all the figures, and given 
widespread tax concessions. In the 
circumstances, nothing of substance 
would have been lost if Mr Chidambaram had not pre- 





sented one. But the change of government required to be | 
reflected in the Budget. This is basically what the Budget | 


achieves: it gives a financial face to the Common Mini- 
mum Programme. But it is not a stop-gap Budget; it is also 
the first in a series of five, over which the finance minister 
proposes to eliminate the revenue deficit. He may be able 
to do it earlier. It fell from 4.4 per cent to 3.6 per cent of 
GDPin the past year, and is budgeted to fall to 2.5 per cent. 
How quickly it is eliminated 
will matter, for once it disap- 
pears, the finance minister will 
beable to borrow more, and he 
expects to raise investment 
then. The last government 
went about investing in roads 
and ports, and let the fiscal 
deficit take its own course; this 
one is no less intent on invest- 
ing, but proposes first to repair 
the Budget. This is why the 
Budget contained no invest- 
ment proposals, and why it 
gives the impression of being 
all about sops and loans. Whilst 
Chidambaram raised the 
amounts budgeted for many 
subsidies, he did not an- 
nounce a single new one. Even 
mid-day meals, which this government wants to univer- 
salise, are widespread in the south. 





riod. The transactions tax is far too high. Since the aboli- 


| tion of badla, India has developed an enviably active 
| forward market; this tax will throw sand in its wheels, and 


will obstruct price discovery in the spot market as well. 
If the finance minister had to think of a transactions tax, 
the foreign exchange market would have been a more ap- 
propriate one. A tax on foreign exchange transactions 
would have discouraged speculative movements of 


| short-term funds. 





The Congress Party should 
encourage a lively and 
well-informed debate about the 
Budget in Parliament 





| 


Such unconsidered measures are unavoidable when a 
Budget is made in a hurry as this one was. But there are es- 
sential elements in the Budget exercise that lead to poorly 
conceived policy changes. The whole exercise is clothed 
in secrecy; there is no scope for debate before proposals 
are embodied in the Budget. 
The finance minister meets 
various interest groups — 
including economists — in 
the weeks before the Budget. 
But this is one-way comm- 
unication; the groups have no 
idea of what will go into the 
Budget and, hence, cannot 
comment on it. 

This is why Parliament pro- 
vides two months for debate 
on the Budget and for par- 
liamentary committees at- 
tached to various ministries to 
discuss Budget proposals. But 
most of the Budget session is 
absorbed by other issues, and 
none of the parliamentary 
committees takes their task 


DILEEP PRAKASH 


| very seriously. The truth is that the average Member of 


The tax regime also continues largely unchanged, ex- | 


cept for the promised (or threatened) education cess. The 
raising of the exemption limit was overdue and, as the fi- 
nance minister pointed out, it will remove 14 million tax- 
payers — over a half of the total — out of the tax net. He 
now proposes to create a net of non-taxpayers as well; as- 
sessees with income between Rs 60,000 and Rs 100,000 
will continue to file returns. A simpler way, adopted in 


some other countries, would be to impose a small tax of | 


1 per cent on all incomes, not so much to raise revenue as 
to create a record of all potential taxpayers. 

The finance minister has abolished long-term capital 
gains tax on securities and imposed a 0.15 per cent tax on 
stock market transactions. Both measures are ill-con- 
ceived. Capital gains are income just like any other, and 
should be taxed. The only concession they deserve is a be- 
low-normal tax rate since they accrue over a longer pe- 








Parliament is unequipped to judge an average Budget 
proposal, let alone discuss it. 

But there may be a remedy. The current Parliament 
has attracted a large number of young and well-educated 
members. The Congress, having lost many of its more 
seasoned members to more promising parties, was 
forced to set up young candidates. But it could not reward 
them with ministries. It would do well to engage them 
constructively before they fall prey to divisive politics. It 
should encourage them to debate the Budget in Parlia- 
ment, and to do so fearlessly. 

More generally, the Prime Minister is right to have crit- 
icised the BJP for its obstructive tactics in Parliament. But 
there is, perhaps, a more constructive alternative — 
namely, to encourage lively and well-informed debate in 
Parliament. And the way to do so is for the Congress to en- 
courage debate amongst its own members. The Budget is 
a good subject to begin with. m 
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At 5pm the front door is locked. Use the back door. 


No one knows China like we do. 


Here's your chance to get to know it better too. 


With more people in more places you can always count on our in-depth 
knowledge to deliver on time, every time, without wasting time. From now till 31st 
July every DHL Express shipment sent within Asia Pacific gives you a chance of winning a 
pair of return flights to any Asia Pacific destination of your choice. And there are 50 pairs of 
tickets to be won! So why wait? Visit www.winflights.dhl.com or Call 24-hour Toll Free 
1600 111 345 or 3030 0345 for complete details. 
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How mutual funds 
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Most companies go along with the current. 





Follow your instinct. 


Intelligence apart, it also takes innovation to get ahead h Ka oo ^t 
in a fiercely competitive marketplace. At Pricol, we are ORE wv 
completely geared up to sail through changing times. 


5 MANUFACTURING PLANTS «15 COLLABORATIONS « 4400 PEOPLE PEOPLE & TECHNOLOGY 


There are followers, and then, there are the innovators. o o oO 
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PREMIER INSTRUMENTS & CONTROLS LIMITED, 1087-4, Avanashi Road, Coimbatore - 641 037, India. 
Phone : (91) 422 2211520 Fax: (91) 422 2210028 E mail : city @ pricol.co.in Website : www.pricol.com 
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O No doubt Rajiv Karwal is 
brilliant, but there are several 
super salesmen like him 
who have never been 
lauded, and whose 
contributions have largely 
gone unnoticed. 

The media has been instrumental in creating the 
'Karwal' brand. If the hype around the brand is true, and he is indeed 
an astute manager, he should succeed in turning around Electrolux 
soon. If he does not succeed, he will probably abandon the sinking ship 
quickly to protect his brand image. However, BW has already helped 
protect Karwal's brand by printing this cover story before he has done 
anything! It ought to have been done post-turnaround. 


S. Sengupta, via email 




























TOO MUCH TAX 

L opted for the Voluntary Retirement 
Scheme (VRS) from a multinational 
bank last year and ended up paying a 
tax of approximately Rs 9 lakh without 
any rebates, as it was deducted at | Tracmail, are simply not true. I am 
source. Your personal finance article pointing out some of the key factual 


| May). Key assertions in the article 

| 

| 
was an eye-opener (“Tax Reliefon VRS, | errors in the article. 

| 

| 

| 

| 


|! about Tracmail's customers, growth, 
capitalisation, investor base and 

| management team, as well as the role 
of theView Groups relationship with 


BW, 5 July). lam L. The article implies that ihe 

| venture capital investors in Tracmail 
forced Adi Cooper into a transaction 
with Spherenomics after he had 

| proposed the Webhelp acquisition. 

| Specifically, it says that View Group 

| "informed Mr Cooper that they were 

| bringing in a third company, 

| Spherenomics”. This mis-states both 

| the timing and the dynamics of the 

| acquisitions. In fact, Tracmail acquired 

| Spherenomics prior to the Webhelp 

| acquisition, and the Spherenomics 

| acquisition was not at View Groups 

| instigation (although we certainly 

| agreed with the decision to effect it). 

| The CEO of Spherenomics, Rakesh 
Kaul, then became the CEO of the 

combined company and worked 

| closely with Mr Cooper and the 

| shareholders to acquire Webhelp. 

| 2. The article further asserts that 

| Tracmail's headcount has shrunk from 

| 1,000 to 800 since January, and rather 

| vaguely adds: “Many among Tracmail's 

| rank and file at the Navi Mumbai 

| facility have headed for the door.” The 

| fact is that the headcount at the Navi 

| Mumbai facility has grown significantly 

| since 1 January, and the company 


sure there are 
many like me who don't know all the 
unnecessary jargon of tax planning, 
who are just groping in the dark for 
respite from this tax slap. It is our own 
retirement money, yet we must pay a 
hefty tax at one go. 
Reena Gupta, via email 


THE VIEW GROUP'S RESPONSE 
We were taken by surprise by the article 
"The Haves and the Have-Nots' (BW, 31 
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4 continues to hire to fill a backlog of 


5) business. In the last year, the company 
- has grown its employee base from 


1,000 to over 2,300, and expanded from 


^ one service delivery centre to three, 


with two in India and one in Canada. 
3. The article claims that three 
named executives left the company 
because of "a three-way merger 
engineered by the company's venture 
capital investors... without taking the 
operating management into confid- 
ence" Please note that this is impos- 
sible, since two of the three people 
named left well before the 
Spherenomics and Webhelp 
transactions were even considered. 
4. The article quotes an unnamed 


| executive as saying that at the time the 
.. "acquisition of Webhelp was being 
-- considered, “two-thirds of Tracmail's 










. revenues came from Microsoft," 
. through a subcontract with Webhelp. 
. Please be informed that no client 
« represented anything close to that 
. proportion of Tracmail's safes at that 
. time (and no client represents anything 
-close to that proportion of the sales of 
TWS today). 
P 5. The article also implies that there 
-is instability in the client base of TWS. 
. Weare happy to inform you that TWS 
- has retained all the business of its 
constituent companies since the 
acquisitions and has, in fact, added 
- new customers while growing its 
~ business with existing ones. 

6. The allegation that the North 
American management team brought 
in as part of the Spherenomics 
transaction has been unsuccessful in 
boosting the sales pipeline is false. 
~~ Since they joined, the company has 
- won several major new client contracts 

' that will result in the company's 
revenues increasing substantially over 
the next 12 months. 

7. The article claims that as of last 
October, the company’s investors were 
unable to put a further $5 million into 
the company. The fact is, they have in- 
vested significantly more than that am- 
ount in the company since that time. 

8. It is not true, as the article states, 
that "every time Cooper tried to replace 
his current VCs with investors who had 
a longer time horizon and bigger 
resources, the View Group simply 
would not agree on the price." No 





| such situation ever existed and Mr 
. Cooper never made any such attempt. 


. 9. Insight Capital Partners is not a 
shareholder or equity owner of the 
View Group at all, much less our 
“primary shareholder’, as is stated in 
the article. 

Mintoo Bhandari & Jonathan Everett, 
managing directors, The View Group 


BW replies: 
1. The Tracmail press release 


| announcing the merger on 8 October 
2003, had stated: "Tracmail today 


announced an agreement to combine 
operations with its partner firms, Web- 
help and Spherenomics, to form TWS 
Holdings." Our sources informed us 
that while the Tracmail team was keen 


on the Webhelp acquisition, the Spher- 


enomics acquisition initiative came 
from the VCs. However, if that is not so, 
we stand corrected. 


2. We had sent an 
email to Tracmail chairman Adi Cooper 
specifically querying him about the 
headcount reduction. The email went 
unanswered, as did subsequent calls 
to his Mumbai cellphone and office 
numbers. We, therefore, relied 
on senior sources in Tracmail's Navi 
Mumbai HR team and figures avail- 
able in the public domain. The View 
Groups assertion that the company's 
(TWS) headcount has grown from 
1,000 to 2,300 in the last year is a 
consequence of two new centres 
added in Hyderabad and Toronto 
post-merger. 

3. We erred in reporting that three 
key executives left because of the three- 
way merger. Two of the executives had 
left well before the merger. 

4, Microsoft accounted for one- 
third of Tracmail's revenues and 40 per 
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cent of Webhelps5 revenues at the time 
of the merger. Our story incorrectly 
said Microsoft accounted for two- 
thirds of Tracmail's revenues. 

5. Prior to writing the story, we had 
been unable to get Tracmail to speak 
on the record. Since then, the company 
has met us and it has informed us it 
will report revenues in the region of $25 
million for the current fiscal, ended 
December 2004, on the basis of new 
contracts signed since February 2004 
as well as existing orders. At the time of 
the merger, Mr Cooper had projected 
revenues of Rs 30 crore for the year. So, 
despite the fresh orders, Tracmail 
seems to be behind target. 

6. The company has informed us 
that the Montreal operations had to be 
restructured after the merger, which 
resulted in losses mounting initially. 

7. The article stated that while 
. the VCs were unwilling to bring in 
money before the merger, “They 
(the VCs) even agreed to bring in 
the $5 million [post-merger] ”. 
. 8.We are told by reliable 
sources that over thelasttwo = 
years Tracmail has received =- 
several offers from strategic —. 


of frontline Indian IT 
services players as well as 
private equity firms who 
entered the BPO market 
in 2003. | 

_ 9. The article incorrectly stated that — 
Insight Capital Partners is à primary 
shareholder in The View Group. The 
correct name is CenterPartners. Insight 
Capital Partners is a shareholder in 
Tracmail. The error is regretted. 


CORRIGENDUM 

The column ‘Dying To Study, Or 
Studying To Die?’ (BW, 19 July) 
mentioned that one-third of Forbes 
magazines list of the 400 richest people 
in the world do not have college 
degrees. The names mentioned as 
examples were taken from the Forbes 
list of 2002. One of these names was 
Dhirubhai Ambani, who was 
inadvertently mentioned as Mukesh 
Ambani. We regret the error. 
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this issue 


With blinkers on: Sebi 
chairman G.N. Bajpai 
(L) & Amfi chairman 
A.P. Kurian 





The Mutual Fun Club 


There's a party on in the mutual fund industry. High-net worth individuals, corporates and financial institu- 
tions, along with mutual fund managers, are popping the champagne. However, the retail investor has not 

been invited, even though he's the one paying for the party. The market watchdog Sebi and industry associa- 
tion Amfi have ensured that news of the party does not become public. 


COVER STORY 


The removal of 
tax exemptions on aircraft leasing will 
help just one airline —Jet Airways. 





Chidambaram On 
Agriculture Reform 


Is the FM really talking of bringing 
reform to agriculture? Or is he merely 
being populist? P Chidambaram 
shares his thoughts with BW. 


The industry is 
unhappy: the FM has abolished excise duty on 
fully-imported machines only, and not components. 


Chidambaram revives a decade-old plan to 
build a transshipment port at Vallarpadam near Kochi. 
Will it fare any better this time? 






me f © « Chidambaram: Agriculture 


"f has been neglected A global look at the controversy. 


The move towards a Central value-added 


How the Budget impacts the industry. 
tax system, as announced in the Budget, is just an illusion. ; ; ik Y, 





Pharmaceuticals This year will see numerous 
drugs going off-patent in the US. How many Indian compa- 
nies have taken advantage ofthis? A reality check. 
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Why it cannot stop the increasing 
incidence of starvation deaths in the country. | 
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A new task for the FM 


OW that Finance Minister P Chidambaram has 
presented his Budget, we thought it fit to pres- 
ent him with a new agenda for action: cleaning 
up the Indian mutual fund industry. For too 
long and too brazenly, many fund managers 
have been taking retail investors for a ride, with the sympa- 
thetic understanding and support of the Securities and Ex- 
change Board of India. If the funds won't regulate themselves 
and if the regulator doesn't have it in him to hold them ac- 
countable, the government has to step in and restore a sem- 
blance of propriety. 





Most of our readers will be surprised by the skeletons uncov- 
ered in this issue, but some won't be. The malpractices written 
about in the story have been known to industry players for 
quite some time now. In fact, the Sebi chairman himself is said 
to have told a closed door gathering some months ago that 
"there is more dirt in the industry 
than you can imagine". The obvi- 
ous question that follows is this: 
why has nothing been done 
aboutit then? The finance minis- 
ter should demand an answer to 
that question right away — if he 
wants to avoid a bigger scandal 
building up. 


Businessworld| 


Principal correspondent Vikas 
Dhoot and correspondent 
Rachna Monga spent months 
chasing this story, coming up 
against many closed doors and some open ones. Not all of what 
they gathered has been used — we wanted to make sure we 
said only as much as can be supported by facts on the ground 
that are visible to everyone. Even then, the story they tell is 
compelling. "The easy accommodation between Sebi and mu- 
tual funds is harmful for the markets and investors," says Vikas. 





Theres a pity in all this, though — Indian markets have strug- 
gled for years to achieve a reputation for transparency and effi- 
ciency. Now a few greedy money managers and a weak regula- 
tor are threatening to pull that reputation down. Only decisive 
intervention by Chidambarams ministry can protect that rep- 
utation from harm. 


Much ofthe rest of this issue is devoted to the repercussions of 
the Budget. The Budget's impact on the civil aviation sector, in 
particular, is interesting. Turn to page 46 to read that story. 


p ecd 


le 5 


TONY JOSEPH, EDITOR 
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The author is consultant 
editor of The Telegraph. 


If I had to 
guess, | 
would 
expect 
that 
farmers' 
problems 
have to do 
with the 
way that 
agriculture 
markets 
work 


shok v. desa 





Why farmers kill 
themselves 





HE first thing the chief minister of 
Andhra Pradesh did on taking 
power was to tell farmers they 
would not have to pay for electric- 
ity. The finance minister promised 
to triple credit to farmers in three years. This is 
how politics works in our country: the solution 
is found even before the problem is under- 
stood. The Congress won the elections by 
promising farmers an end to their problems. 
The government of Andhra Pradesh owns the 
electricity industry there, so it gives the farmers 
free electricity. The Government of India owns 
banks, so it gives farmers loans, Neither gov- 
ernment cares for the financial health of the 
enterprises it owns. And neither government 
has given a thought to what exactly are the 
farmers’ problems. 

I do not know either, but if I had to guess, I 
would expect they had something to do with 
the way competition works in agricultural mar- 
kets. The Central government announces min- 
imum prices for many crops, but enforces only 
those for rice and wheat by buying them. So 
these two are the most lucrative crops, and all 
farmers who could produce them have turned 
to them. Then the government subsidises their 
sales through the public distribution system, 
and thus boosts demand for them. The result is 
that other food crops — jowar, bajra, maize, 
ragi and pulses — have lost out; their share in 
foodgrain output has fallen. And these crops 
are grown in arid areas, so farmers who do not 
have irrigation have lost too. This is where I 
would look for the primary cause of farmers' 
distress in the rain-fed areas ofthe peninsula — 
Andhra Pradesh, Karnataka and Tamil Nadu. 

Then, competition is skewed by the geogra- 
phy of irrigation. Punjab, Haryana and western 
Uttar Pradesh get water from canals, so do 
those parts of the Godavari, Krishna and Cau- 
very that are in the command areas ofthe dams 
on them. Once the governments used to charge 
for the water, now the charges are ludicrously 
low. So those farmers who can get water use as 
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much of it as possible; this leaves little for 
downstream districts. But dams store limited 
water, and it is bound to be unequally distrib- 
uted. So those who do not get it face unequal 
competition from those who do. They drill 
borewells, and need free electricity to compete. 

Minimum price support is not the only gov- 
ernment intervention. Maharashtra buys up all 
cotton grown in the state at an unrealistic price. 
Many states fix absurdly high prices for sugar 
cane. The government of Kerala pushes up the 
wages of plantation workers. In various ways, 
governments raise prices of particular crops, 
and ensure that they are too costly to export. 
They, therefore, require protection from im- 
ports. Hence, the BJP government — which 
boasted of having reduced tariffs — pushed up 
tariffs on agricultural goods to absurd heights. 
And if there is a bumper crop, they cannot be 
exported and domestic prices crash. In other 
words, because government policies have 
made them unexportable, their domestic 
prices have been destabilised. 

Farmers face uncertainty anyway because 
of fluctuations in rain and incidence of pests; 
price instability compounds the risk. And then 
the government gives them loans at interest 
rates that are fixed irrespective of their rate of 
return. Thus their surplus, net of interest, be- 
comes even more unstable. Fixed-interest ` 
loans actually increase agricultural risk — 
which is why many farmers have reneged on 
bank loans and become ineligible for more. 
They turn to moneylenders, whose interest 
rates are higher and methods ofloan collection 
more brutal. When farmers renege on their 
loans, often the only thing left for them to do is 
to commit suicide. 

This is why tripling bank loans to farmers 
will not solve their problems, but worsen them. 
If the finance minister wants to help farmers, 
he should start a lottery on rainfall; the chances 
of a drought year are less than 10 per cent, so a 
farmer would multiply his money ten-fold 
when his crop fails. D 
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T'S been a week since fi- 
nance minister P Chi- 
dambarams first Budget un- 
der the new government and 
hes already come under fire 
over the turnover tax. Yet, what Chi- 
dambaram should be reading these 
days is not memoranda from the broker 
community begging for the tax to be 
rolled back, but the weather report. 
Ifthe monsoon continues to stall 
over large parts of India, 
it could make his rev- 
enue projections, 
look even more opti- 
mistic than they 
do now. Even 
missing the rev- 
enue and deficit 
targets this year, 
though, would be 
less important than 
the impact of a bad 
monsoon on the rest of the 
economy. How do the figures 
stack up? 

The finance minister as- 
sumed a growth in nominal 
GDP in 2004-05 of around 13.5 
per cent. In real terms, he's ex- 
pecting GDP to grow by around 7 
per cent. Given agriculture’s strong 
growth last year (over 9 per cent), that 
7 per cent growth expectation probably 
assumes a 3 per cent growth in agricul- 
ture. Alarmingly, that 3 per cent growth 
in agriculture is looking less and less 
likely with each passing day. And if agri- 
cultural growth is hurt, then industrial 
growth and to a lesser extent, services 
sector growth may be hit too. 

Experts are mixed in their assess- 
ment of how serious the situation is — 
the optimists, including the agriculture 
ministry, say the worries about the im- 
pact of the stalled monsoon on agricul- 
tural production are overblown for now. 
The pessimists are already talking about 
a negative growth in agriculture. But all 
are agreed on one point — the next week 
is crucial. "If the monsoon resumes by 
21 July, then we are in with a chance," 
says Kushal Thakkar, a Mumbai-based 
commodity trader, who is one ofthe op- 
timists. "But if the rains don't come, then 
its time to hit the panic button." 

In just one month, the scenario has 
changed dramatically. The monsoon 
had arrived early in Kerala. Farmers had 































r3 


begun sowing 
earlier than last 
year. By May 
end, the area 
over which rice 
had been sown in 
the country was up 
by 5.7 per cent over the 
same time last year. Various agricultural 


ANAND SINHA 


labs across the country had run out of | 


seeds as farmers bought heavily, bank- 
ing on a good monsoon. 


under rice cultivation is lower by 2 lakh 
hectares over the same period last year. 
The total area under coarse cereals (ba- 
jra, jowar and maize) is lower by 24 lakh 
hectares over last year “With the benefit 
of hindsight, the increase in the sown 
area in earlier months over last year, 


may actually be bad,” says another | 
“Farmers had | 
sown the crop with the expectation of | 


commodities trader. 
rain within a certain time frame. If rains 
don't come, the crop starts to wither. 


That's actually sometimes worse than if 
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TRUANT MONSOON 
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Grey days 





Rainfall 
(June 2004) 





The failing monsoon could play 
havoc with Budget predictions 


the farmer had waited and sown the 
crop later than normal.” 

The news is not bad across all the 
crops. With rice it's touch and go right 
now. The crop can still be salvaged if it 
rains by the third week of July. “However 
even then the productivity is bound to 
be lower," says the trader. In the case of 
cotton and oilseeds, the sown areas are 
up over last year. The very nature of cot- 
ton means that it can survive with lesser 


, amounts of rain than other crops. “Veg- 
Yet the July figures show that the area 


etable crops too can survive with less 
rainfall so there isn't cause for worry in 
that area for now either," says Thakkar. 
However, the area under pulses has 
been badly hit. Sugarcane is also badly 


| affected because of drought-like condi- 


tions in areas like interior Maharashtra. 
So what's the worst case scenario? 
One of the more pessimistic predictions 
is that of a 15-20 per cent shortfall in 
kharif production this year, even if the 
monsoon gathers pace. Given that the 
bulk of last year's 9 per cent growth in 
agriculture was accounted for by kharif, 


that's bad news indeed. Assuming that 
the monsoon is a washout, what will be 
the likely effect of agriculture on the rest 
ofthe economy? 
ll As far as GDP growth is concerned, in 
the last decade or so, agriculture's im- 
portance for the rest of the economy is 
primarily as a source of demand for 
goods. A study published in the Eco- 
nomic and Political Weekly in June 2003 
showed that a one percentage point fall 
in agricultural growth affects GDP 
growth by around 0.52 percentage 
points. So a two percentage point fall 
could reduce GDP growth from about 7 
per cent to about 5.96 per cent. 
B At first glance, inflation could be 
sharply higher driven by a rise in prices 
of primary commodities, but experts 
point out that rural demand is likely to 
be severely hurt, and that is likely to 
lower the pace of any price rise. 
@ Well over 60 per cent of the popula- 
tion still relies on agriculture for a liveli- 
hood. If significant parts of the crop fail 
in various states (as is happening in 
places like Andhra Pradesh), the gov- 
ernment will have to spend far more 
than budgeted for various food for work 
and other relief programmes. For in- 
stance, in February 2003, Jaswant Singh 
budgeted Rs 5,000 crore more than the 
year before in the governments largest 
wage employment programme because 
ofthe drought in 2002. 
WE The world over interest rates have 
been rising. In India too, expectations 
were that interest rates would start to 
rise in line with global trends. But a 
lower -than-expected growth in agricul- 
ture may force the RBI to put offany hike 
in interest rates for the time being. 
E Tax revenues, especially those from 
corporate taxes, which form a quarter of 
all tax revenues in 20033-04, are likely to 
be hit due to any slowdown in GDP 
growth. Add to that, the fact that the 
government may have to spend more 
than intended on relief programmes 
and its likely the FM could miss his tar- 
gets for both revenue and fiscal deficits. 
These scenarios may seem scary 
and its important to point out that they 
may not come to pass if the monsoon 
improves. If that doesnt happen 
though, the FM, and the market, could 
well start wishing for simpler worries — 
like turnover taxes. LI 
AVINASH CELESTINE 


RAJENDRA S. LODHA 
The unlikely inheritor 


UDDENLY a shy hexagenarian 

has become the talk of the 

country, thanks to the one- 
paragraph will of Priyamvada Birla, 
widow of Madhav Prasad Birla. She 
has left Rajendra S. Lodha assets 
worth Rs 5,000 crore with the atten- 
dant perquisite of the combined 
wrath of all the scions of one of In- 
dia's oldest business empires. 

Surely, the long-trusted auditor of 
the Birlas would have liked a less tu- 
multuous entry into the arclights, 
something he has shied away 
from all his life. Since Monday 
evening, when he read out the 
contents of the will at Birla Park 
in Kolkata, Lodha, along with his 
two sons, Aditya and Harsh, 
both promising chartered ac- 
countants, have shut them- 
selves away from public life. 

An acknowledged expert in 
the numbers game, Lodha was 
the first professional accountant 
to head Ficci. He has also been 
the president of the Indian 
Chamber of Commerce as well 
as held board positions in presti- 
gious companies like LNM Hold- 
ings of L. N. Mittal. He’s also had 
a six-year stint on the central 
board of the State Bank of India 
as well as its executive commit- 
tee, the Indian Council of Arbi- 
tration and a seat on the Na- 
tional Advisory Committee on 
Accounting Standards. When firms 
like IOC, ICICI, LIC and ONGC had is- 
sued GDRs, Lodha had personally 
supervised the audit activities. 

It was this promise that the late 
Madhav Prasad spotted in Lodha 
when he inducted him into his group 
more than two decades ago. Lodha 
gradually rose to be his confidante. 
Madhav Prasad’s death in 1990 
brought him in close contact with 
Priyamvada, who suddenly burdened 
with the running of a diversified group 
with interests ranging from jute to ce- 
ment, found a faithful hand in Lodha. 
An intensely private person, Priyam- 
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vada also developed a deep affection 
for Harsh, Lodha’s younger son. 
Priyamvada's dependence on 
Lodha grew by the day and five years 
ago she made him co-chairman of 


| the M.P Birla group, of which she her- 
self was the chairperson. K.C. Mittal, 
| managing director of the group flag- 


, Ship Birla Corporation, describes how 


| 


Rajendra Lodha: Loyalty rewarded 





not a single decision was taken with- 
out consulting Lodha. A conservative 


| accountant, known for his frugality, 


Lodha, Birla old-timers say, is tem- 





peramentally close to the group's 
ethos. Now, he has matched the Bir- 
las in toughness, denying them even 
a copy of the disputed will, for which 
they have had to run to the courts. 

It's just taken a paragraph to turn 
a trusted insider into an arch foe . The 
outcome of the battle as the Birlas 
take on the insider in and out of the 
courts will determine whether Lodha 
will go down in the history of family 
businesses in India as the man who 
the Birlas trusted too much. Li 

AVUIT GHOSHAL 





The author is special correspondent, 
Anandabazar Patrika 
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.... Choke-point: noun A narrow passage of 
*/ landorwater, through which one must 
.-, pass to gain access to another territory 


AINING control of a 
choke-point has been the 
hallmark of many war 
strategies. Now the Am- 
banis and Tatas are using 
this strategy in a war to control the 
fat telecommunication pipes that con- 
nect the Indian sub- 
continent with the rest 
of the world. 

In the week starting 
19 July, representatives 
from Reliance-owned 
Hag Telecom and Tata- 
owned VSNL will at- 
tend a crucial meeting 
in New York called by 
Goldman Sachs. It's the 
second round of dis- 
cussions being held for 
x77 the sale of Tyco Global 

* Network (TGN), the 
. worlds largest under- 
sea submarine cable 
system, owned by the 
beleaguered conglom- 
erate, Tyco Group. The asking price is 
$200 million. The two Indian compa- 
nies are pitted against each other and six 
others including Singapore Telemedia. 

The deal is significant for various 
reasons. One, India suffers from a 
chronic bandwidth shortage and if the 
deal goes through, experts reckon it 
would make it easier for telecom players 
to offer a range of services — especially 
broadband and international voice ser- 
vices — at far lower rates. 

Two, the deal clearly signals that the 
Reliance and Tata groups, two of India's 
biggest conglomerates, are keen to posi- 
tion themselves as the key conduit 
through which India connects to the 
rest of the world. And neither is willing 
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Fishing in deep waters 


Global risks will come with a stake in the global undersea cable network 


tolet the other walk away with the deal. 

Says an industry analyst: "They are 
both trying to be the king of bandwidth. 
Reliance is worried that VSNL already 
owns too much bandwidth through Se- 
MeWe2 and 3 (a South-east Asia-Middle 
East-West Europe cable system, in 
which VSNL has a stake) and VSNL is 
worried that the combination of Flag 
Telecom and TGN will give Reliance too 
much power." 


Note: TB = terra bytes 


Is it too much bandwidth? The Na- 
tional Association for Software and Ser- 
vice Companies estimates that India's 
bandwidth usage, inclusive of Internet, 
corporate and IT services, is 8.5 GBps. 
This is an absurdly low number for a 
country that claims to be the world's 
back-office, particularly when one com- 
pares with China's usage of 80 GBps. 
However, Reliance officials estimate 
that the true Indian bandwidth demand 
is close to 50 GBps. 

"There is a suppressed bandwidth 
requirement since supply is artificially 
low,” says a Reliance official, referring to 
VSNLS stranglehold on international 
connectivity. So far VSNL has enjoyed a 
monopoly over international band- 
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width, and experts say that even after 
the Tatas acquired it in 2002 prices of 
bandwidth have still not fallen appre- 
ciably. As a result, the existing capacity 
coming in and going out of India is ap- 
proximately less than 15 GBps. With 
growth rates expected to be about 70-80 
per cent, there is a strong case for build- 
ing further capacity. 

Given that bandwidth prices have 
been falling across the world due to a 
supply glut, more so in 
the transatlantic re- 
gion, how much sense 
does it make to buy a 
network? Crafting a 
global bandwidth net- 
work has always got to 
do with a tricky mix of 
building, buying or 
leasing. The basic eco- 
nomics of this busi- 
ness is built on taking 
these decisions judi- 
ciously. In geographies 
like the Indian subcon- 
tinent, where there is a 
scarcity of bandwidth 
connectivity, opera- 
tors have had to lay 
their own cables. 

Till 2003, Bharti Televentures’ i2i ca- 
ble network between Chennai and Sin- 
gapore was the only private bandwidth- 
provider in the country. Now VSNL is 
building a 3,100-km link between Chen- 
nai and Singapore (incidentally, it's a 
$100-million contract awarded to 
Tyco Communications, a 
group company of 
TGN), which will pro- 
vide 320 GBps of 
capacity by the 
end of 2004. The 
second largest 
international 
long distance 
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player in the country, Data Access, is 
planning to build a cable 
system called Stealth along with two 
other partners. This network will con- 
nect India to west Asia. 

In certain geographies, it makes 
sense to buy out an existing network. 
TGN falls into that category. Poor finan- 
cial performance and news of alleged 
misdemeanors by members of the top 
management of Tyco have battered the 


company in recent times. As part of a | 


massive restructuring exercise, the 
Bermuda-based group is selling off 
TGN, the loss-making, 60,000-km net- 
work that snakes around three conti- 
nents — Europe, Asia and North Amer- 
ica. Parts of this network, however, have 
not been ‘lit’ (commissioned) and the 
company has yet to book profits. The 
amount of accumulated losses is not 
known since it is not a separate com- 
pany. But all this has helped push down 
the price of TGN, making it a great buy. 


The asking price a year back was report- | 
| global bandwidth game is one about | 


edly double what it's today. 


| 
| 
| 








One segment of the TGN network | 


runs from London to the US, another 


_ runs from Japan to the US, and the re- 


maining two segments are across North 


| America and Europe. The value of the 
| entire network lies as much in its terres- 
| trial links as in the undersea ones. And 


that would be a common draw for both 


_ Reliance and VSNL. 


Despite these advantages, manag- 
ing TGN will not be easy. "Anyone who 
buys Tyco will have to grapple with the 
pesky problem of transatlantic price 
wars which make owning and operating 
this network as difficult as any other," 
says Om Malik, writer of Broadbandits, 
Inside the $750 Billion Telecom Heist and 
a writer with Business 2.0, a US-based 
technology magazine. 

While the buying price might not be 


much, the operating and maintenance | 


costs of an undersea network are sub- 
stantial. The winner would also have to 


| deal with formidable competitors like 


Global Crossing, Alcatel and Qwest. 
As in any asset-heavy business, the 


how quickly the pipes can be filled with 


Pipers at the gate of a new dawn: 
Reliance chairman Mukesh Ambani (L) 
and VSNL chairman Ratan Tata 





Tyco: The baggage 


€ TGN has not earned any profit 
since inception and there will 
be huge accumulated losses 


€ Transatlantic bandwidth price 
wars, although abating, will still 
put pressure on margins 


e There would be tough 
competition from other global 
systems, like Global Crossing, 
Alcatel and Qwest 


e These networks are expensive 
and difficult to operate and 
maintain 


^ 


traffic. Reliance is already using Flag to 
run a cheap India calling service from 
22 states in the US to India. VSNL is 
awaiting clearance to start services in 
the US, Hong Kong and UK, and has 
started a service in Sri Lanka. It has the 
added advantage of having an adequate 
captive user base capacity — so much 
so that it claims it will recover the $100 
million spent on the Chennai-Singa- 
pore link in five years. 

Both the players have 
extensive networks in In- 
dia which these undersea 
cable networks would 
connect to. Reliance, for 
one, has 90,000 km of fi- 
bre optic cables running 
under 52 cities in India. 

Amid the several un- 
certainties, however, one 
thing is certain: if Tyco 
goes to an Indian player, 
the Indian user will be a 
major beneficiary. È 

RADHIKA DHAWAN 
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POLITICS 


Indias ready for a deal 


Armitage's visit could explain the FM's moves on foreign direct investment 


N the face of it, finance 

minister P. Chidambaram 

seems to have been less 

than wise to have ruffled 

feathers of the UPAS sup- 
porting Leftist allies with his very first 
Budget. Although the Left parties have 
made it clear that they will not do any- 
thing to destabilise the Manmohan 
Singh government, Chidambaram's 
proposals to hike foreign direct invest- 
ment (FDI) in insurance, civil aviation 
and telecom have set the stage for a con- 
frontation that could have serious polit- 
ical repercussions. 

The Left is peeved with Chidam- 
baram for two reasons. One, when the 
FM telephoned CPI(M) Politburo mem- 
ber Prakash Karat a few days before 
Budget day to sound him out about the 
proposed FDI hikes, he was categori- 
cally told that the Left would oppose 
them. Chidambaram apparently asked 
Karat to consult other Left leaders and 
said he would call again in the evening 
for his final decision. Karat's answer was 
the same when Chidambaram spoke to 
him later that day. 

Two, the FDI proposals cannot form 
part of the Finance Bill. The proposed 
49 percent FDI cap in the insurance sec- 
tor, for instance, needs an amendment 
in the Insurance Regulatory Develop- 
ment Act and will, therefore, have to be 
legislated by Parliament separately. The 
other two proposals have to be placed in 
Parliament in the form of a policy state- 


ment. They cannot be merged into the | 


general Budget. 

Why, then, did Chidambaram rush 
through the announcement in his Bud- 
get speech instead of thrashing out the 
matter with the Left parties and then 
bringing the proposals through the nor- 
mal route? That's what the Left is asking. 

The answer lies, perhaps, in the visit 
of US deputy secretary of state Richard 
Armitage. The US official was here on 
Wednesday to kick off discussions with 
India on the bilateral strategic partner- 


ship that was announced on 12 January. | 











To send the right 
signals to Armitage 
(top), the FM chose to 
ignore Left ideologues 
Prakash Karat (L) and 
Sitaram Yechury 


Highly placed sources 
in the government 
disclosed that India is 
keen to extract certain 
concessions on dual 
use technology from 
the Bush Administra- 
tion before the No- 
vember elections in the US. 

India not only wants Washington to 
lift restrictions on the transfer of specific 
types of technology, but also to remove 
impediments that require scientific out- 
fits like the Indian Space Research Or- 


| ganisation to get an export licence, even 


for something as small as screw drivers 


| from the US. 


India is also hoping to convince the 
US to ease its export and proliferation 
regime against India, which is much 
tougher than the one against China. 
This means, among other things, allow- 
ing India to import supplies for nuclear 
power installations, which cannot be 
purchased from the US now because In- 
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dia is not a signatory to the Nuclear | 


Non-proliferation Treaty. 
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The Manmohan Singh government 
is anxious to get the concessions as soon 
as possible. Its assessment is that the 
Bush Administration is favourably dis- 
posed towards India. In case the No- 
vember elections in the US produce an 
upset (like the May elections did here) it 
will take India time to establish a rap- 
port with the new regime. 

The government realises, of course, 
that all this needs tough bargaining and 
it has been searching for levers. The 
Americans have made no secret of the 
fact that they want India to open two key 
sectors of the economy to more foreign 
investment. These are banking and in- 
surance. The American argument is that 
US companies will 
come into India only 
if they can bank and 
insure with US repre- 
sentatives. 

In fact, one of the 
stated objectives of 
the US ambassador in 
India, David Mulford, 
is to convince India to 
liberalise its banking 
and insurance sectors 
so that he can push 
for better economic 
and trade relations. 

Clearly then, there is more to the 
FM's seemingly hasty announcement 
than meets the eye. There are indica- 
tions that the Congress is not all that un- 
happy about the negative noises com- 
ing from the Left because ultimately the 
move increases the government's bar- 
gaining power with the Americans. 

Much depends now on how the ne- 
gotiations go and how the US responds. 
There is little point in pushing for a con- 
frontation with the Left on the FDI issue 
unless the government succeeds in ex- 
tracting the concessions it wants from 
Washington. The state of play will un- 
fold over the next few weeks after Ar- 
mitage returns to Washington and briefs 
his bosses there. 2 
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Prizes for all regional finalists. Fabulous audience prizes. 


Eligibility: Open to all corporates / Companies including Financial institutions, Public Sector Undertakings, Media 


Houses, Ad Agencies etc. Teams of two participants only. Multiple teams are allowed. Registeration - Rs 500 per 
team (for non-Tata companies). 
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Finals - Aug 1, Mumbai, «crac 
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THE BOND MARKET 


Boom, bang, crash! 


WEEK after the Budget and the 

bond market still had not re- 

covered from the relentless fall in 

prices following finance minister 
P Chidambaram’s announcement of the 
0.15 per cent turnover tax on all securities 
transactions. Yields on the benchmark 10- 
year government bond rose by as much as 
11 basis points on Thursday. For the week 
leading up to Thursday, yields were up by 
25 basis points. 


The last fortnight 
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Line represents yield on 10-year GOI bond (2014) 7.37%. 
Volumes as on July 15 not available 


Data source: Value Research 


According to a bank treasurer, the bond 
markets had reached the conclusion that the 
government may not exempt government 
securities from the transaction tax. Part of the 
fall was also due to technical factors and on 
the back of extremely thin volumes, say deal- 
ers. The average turnover in the market has 
slumped to half of what it was on the eve of 
the Budget. (See ‘The last fortnight’). 

However, what was worrying about the 
crash, was that it was also driven by worries 

over a rise in the inflation rate. 
Dealers were anticipating a rise of 


5.96 æ 35-40 basis points in the WPI rate, 
Ld 3 which is released by the govern- 
53) =  mentatthe end of the week (the 
5.15 © inflation data had not come out 
5.70 $ at the time of going to press). If 
5.65 t the data bears out the markets 

| 5.60 $ ş concerns, any rebound on possi- 
555 = 


blegood newson the turnovertax 
could be short lived. a 
R. MONGA & A. CELESTINE 
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INFOSYS 


Consulting with a difference 


ing its business mix after it moved into 


| NFOSYS Technologies has been chang- 
the $1-billion club. It’s reducing its de- 


pendence on North America and growing its | 


business in Europe and Australia. It is invest- 
ingin China and in new areas like consulting. 
The last is Infosys' big move this year and 


; Infosys Consulting, which was set up in April | 
. in Texas, will account for an investment of 


$20 million. It is being built ground up. 

The new outfit plans to hire only the top 
10 percent employees from consulting firms. 
So far it has hired eight, including CEO 
and managing director Stephen Pratt, 
who was the top selling partner at De- 
' loitte Consulting, and Ming Tsai, the 
former global retail head of IBM 
Consulting. In fact, it is the 
promise of heady growth 
— the target is 40 per cent 
this year — of the offsho- 
ring model that's attract- 
ing consultants. "It feels 
very good to be hiring 
again after the years of 














layoffs and recruitment freezes," says Tsai. 
Infosys isn't the first IT services firm to of- 
fer consulting and outsourcing. Global ma- 
jors such as IBM (it bought Pricewaterhouse- 
Coopers), EDS (it bought AT Kearney) and 
Accenture have been doing so for the last 3-4 
years. Where Infosys will be different, says 
Pratt, is that it will leverage the parent's large 
offshore base to deliver the same services at 
lower costs to the clients. So will Infosys’ bill 
lower than MNCs? No, says Pratt. For on-site 
work Infosys will charge MNC rates. The dif- 
ference will be Infosys will send 60 per 
cent of the work offshore, where the 

client will incur a lower cost. 

Infosys Consulting will focus on op- 
erations consulting, which can generate 
downstream revenue for the outsour- 
cing business. For example, while 
the consulting team will help build 
a SCM solution, the outsourcing 
team will help maintain it. The 
business has got its first client: a US 
financial services firm. " 
MITU JAYASHANKAR 
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BANGALORE BIO 2004 : 


Catalyst 


ESPITE somewhat 
D broader participa- 
tion, Bangalore 
Bio was a subdued event 
this year. If last year there 
were signs that Bio would 
end with a whimper in a 
few years, this time they 
were stronger. What was 
only a few years ago the 
country's only biotech 
conference is now an 
event devoid of interest, 
and not only because of 
the preponderance of 
biotech conferences. 
Given the size of the In- 
dian biotech industry, it is 
difficult to hold Bio every 
year. More so, if compa- 
nies outside Bangalore 
stay away. TCS was re- 
leasing its Biosuite in Hy- 
derabad around the same 
time. Even Bangalore 
powerhouse Biocon was 
busy with its results. And 
even though it was held 
on the Indian Institute of 
Science campus, most of 
the students stayed away. 
Ultimately, the meet 
was saved by higher than 
usual participation from 
abroad. The German dele- 
gation signed a pact with 
the Karnataka govern- 
ment and this co-opera- 
tion could prove to be sig- 
nificant in the long run. 
But Bangalore Bio has 
achieved its broader ob- 
jectives of catalysing ex- 
changes within the 
biotechnology industry. In 
a year or two, if the entire 
Indian biotech industry 
gets together to hold India 
Bio (murmurs are pretty 
strong already), they'll re- 
member it all started in 
Bangalore. i 
P.HARI 
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INDIA'S LARGEST SELLING 
BUSINESS MAGAZINE 





3 out of 5 of our readers belong to SEC A. 
Businessworid has-the highest proportion of the SEC A audience (NRS 2003) and also has a growth 


rate of 53% in SEC A & B in the top 8 metros** while Business Today remains stagnant, What's more, 


i 


we have a circulation of [,46,537* and great readership besides. And once you've been through the 


readership numbers below, you'll see that we truly reach the readers who count and not vice-versa. 


READERSHIP NUMBERS DECODED 


*Businessworld has 42% average issue readership among decision makers (DMS 4). 


*More involved readership. 3. readers per copy compared to 8 per copy in Business Today and HE per copy in Büsiness India". 


“Qur growth isn't rural, 14.396 of Business Today readers are from rural India (15+ age group): 
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Hope and fear 


HE XV International AIDS Conference got off to a positive start in 
T Bangkok on 11 July as Thai prime minister Thakshin Shinawatra said his 

government would contribute $1 million every year for five years to the 
Global Fund to fight AIDS, TB and Malaria. Even as the 15,000-odd delegates 
cheered the announcement, the US came in for strong criticism for limiting its 
contribution to the multilateral initiative created three years ago to disburse 
funds for HIV/AIDS programmes. Sessions have been marked by demonstra- 
tions against PEPFAR, the Bush Administration’s $15-billion five-year Presiden- 
tial Emergency Plan for AIDS Relief. There have also been demonstrations 
against the high prices of drugs by the MNCs, with France leading the chorus. 


CLINICAL TRIALS: The International Aids Vaccine Initiative (IAVI) announced a 
new schedule for Phase | clinical studies in India. Two vaccines will undergo 
tests. The first has been developed by ICMR and Therion Biologics, US, and is 
completing preclinical studies in the US. It should go into trials early next year. 
The other, made in collaboration by IAVI Targeted Genetic Corp and Columbus 
Children's Research Institute, is undergoing clinical studies in Germany and 
Belgium. IAVI director (research) Wayne Koff says: "End-2004 is when we ex- 
pect the recombinant adeno associated viral vector to go into trials.” Sites 
have been prepared at Pune and Chennai for the studies. 


GET SERIOUS: One in seven people infected with HIV/AIDS is in India, and there 
are fears that India could soon replace South Africa as the highest-prevalence 
country. Given that, there seems to be a surprising lack of seriousness about 
the problem at hand. This was evi- 
dent at the Indian session, ironi- 
Cally titled ‘India leads the way’. 
Union health minister Anbumani 
Ramadoss came late and left 
early. Two months into the job, he 
is reasonably clueless about In- 
dia’s policy on AIDS. Margaret 
Alva said India had other pressing 
healthcare problems besides 
HIV/AIDS. She was booed hand- 
somely for her pains. Bihar’s 
health minister Raghunath Jha 
delivered his address in Hindi, 
waxing eloquent about the lan- 
guage. Nobody had told him he 
was at an AIDS conference. 

Only Tamil Nadu health minis- 
ter Senthil Kumar made some sig- 
nificant comments — on MSM 
(men having sex with men), ABC 
(abstain, be faithful, use con- 
dom), and CNN (condom, nee- 
dies, negotiating skills). A 

GINA S. KRISHNAN 


Faith heals: Ayessa Khatun, a Muslim 
delegate from India, prays as a Buddhist 
monk leads a prayer during an inter-faith 
gathering on AIDS at the conference 
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The KPO 
opportunity 


USINESS process outsourcing is 
dead. Long live BPO. According 
to estimates by Evalueserve, in 


2003-04, the knowledge process off- 
shoring (KPO) business was worth $720 
million out of the total business process 
outsourcing (BPO) work of $3.6 billion. 
By 2010, KPO is expected to grow to $12 
billion, while the entire BPO pie will be 
worth $18 billion. 

But what exactly is KPO? BPO is get- 
ting differentiated into strata based on 
the level of skill and knowledge required 
for the job. As one moves towards KPO, 
the employee skill levels required in- 





crease. So companies hire MBAs, 
engineers, doctors, 
> lawyers and other spe- 
cialists. Take writing 
patent applications. 
Buzz An intellectual prop- 

erty specialist at a 





The new vista 





POVE sae ha Micra 
BPO 820,000 $18 billion 
KPO 250,000 $12 billion 

*by 2010 - . Source: Evalueserve 


KPO in India can draft an application 


that can be tweaked by a US patent at- 


torney before it is filed. (Those in 

biotech outsourcing call their work re- 

search process outsourcing, or RPO.) 
Evalueserve COO and country head 


Ashish Gupta says: "The differentiation 


is important as BPO has got commodi- 
tised and the very low end work will 
soon shift to destinations like Bang- 


ladesh and the Philippines. Also, the 


billing rates in KPO are 50 per cent to 100 


per cent higher than in BPO, closer to 
what software services companies 
charge. Besides the skills required in 
KPO are different from what plain grad- 
uates that a BPO manages with have." 


KPO has a lower attrition rate — less 


than 20 per cent compared to over 40 
per cent in BPOs. That's because teams 
usually work normal hours and dont 
answer irate callers. Now you know 
where to go for growth. He 


SHELLEY SINGH 
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Our readership is entirely urban 
Qur-growth isn't rural while 14.3% or 1,31,000 readers of Business Today (NRS 2003) are from rural 
India. Our circulation blitz continues in the top. 8** metros with a growth rate of 1296 What's more, 


we have a circulation of 146,532" and great. readership besides. And once you've been through the 





INDIA'S LARGEST SELLING | | 
BUSINESS MAGAZINE PSD numbers below, you ^ see that we truly reach the readers who count and not vice-versa, 


READE =RSHIP NUMBE RS DECODED 
*More involved readership. 3 readers per copy compared to J per copy. in Business Today and i2 2 per copy in Busine 5s India". 
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F you happen to be at the Mumbai 
airport, like | was last week, pick 
up the first copy of ngage, the latest 

missive from the Rs 1,500-crore 
Bennett, Coleman stable. It is the 
one with a delicious picture of Soha 
Ali Khan on the cover. ngage is clas- 
sic Page Three fare, in tabloid form. It 
is full of games, gossip, puzzles, and 
Archie comic strips. The free news- 
paper was launched as Rajdhani 
Times nearly three years back. It 
then morphed into The Times on 
Wheels and then ngage last week. 
(Largely because Times on Wheels 
was not available for registration). 
You can pick up a copy on the Delhi 
Rajdhani Express or the Ahmedabad 
Shatabdi Express among a few 
places. It is, as a Times staffer puts 
it, “meant for people on the move". 


HILE on new media brands, 

here is a tidbit we picked up 
about Animax, Sony's latest launch. 
Apparently both AXN and Animax 
have been designed only for the 
Asian markets. That explains why An- 
imax was first launched in Japan and 
most of its programming is of Japan- 
ese origin. What gave Todd Miller the 








man who heads both AXN and Ani- 

max, the courage to launch in India is 

the success of Cartoon Network. He 

refers to it as "one of the cartoon 

channels". However, unlike Cartoon 
Network, Animax is looking at get- 
ting a bulk of its viewership from 15- 
24-year-olds. That's confusing, Is it 
for kids, or for teenagers? 


O hell with Trai (Telecom Regu- 
latory Authority of India), is 
what cable operators in Delhi 
seem to be saying. In parts of 
South Delhi, prices have been 
hiked by anywhere between 
Rs 40 and Rs 60. "It is not ille- 
gal, madam,” says my cable 
operator. He refers to the 
ESPN-Star Sports price and 
says that he is not ruled by the Trai. Is 
the broadcast regulator listening? Or 


| is he busy fighting what looks like a 
'brewing battle' with both the minister 
| for information and broadcasting and 


with cable distribution companies? 
The minister is talking about forming 


| what the Convergence Bill had envis- 


aged, a Communication Council of In- 


| dia kind of body. On the other hand, 


six major cable companies have now 
formed an alliance (more than 10 
years after they came into being). 


| Among other things, they are actively 
| questioning what Trai chairman 
| Pradip Baijal has been up to. Watch 


this space for more on these battles. 


RTISTES Unlimited survived its 

first year. This loose association 
of about 120 musicians spanning 
genres like Indian and Western clas- 


| sical music, sufi, jazz, gospel, funk, 
| soul and R&B, among others is all set 
| to have its second festival in Delhi 


this August. But the really great news 
is that one of the rock bands that is 


| part of this group, Them Clones, has 


managed to impress Rock 3 station, 

a radio station in the UK which played 

all their songs. That's sweet music! Ei 
VANITA KOHLI-KHANDEKAR 


EI ECGRUMÉERGGEG NA OEC E CT ES RE OS L4 "E BU TEGRODcÓUP A CSCOIDE DUX Voc PNIS Es. SS 


BUSINESSWORLD 22 26 JULY 2004 





TRIBHUWAN SHARMA 


MEDIA ROOM 


POST OFFICE 


Hello banking 


OURIER services and email 
p killed snail mail. The finance 

minister, with his Budget pro- 
posal to end the postal department's 
monopoly, could kill post office small 
savings schemes. Banks and others in- 
stitutions will now be allowed to start 
similar small savings schemes. 

So the Department of Posts is look- 
ing at ways to protect its revenue. And 
for that it is looking at getting a banking 
licence, no less. After all, postal depart- 
ments in Singapore, Japan, France, Por- 
tugal and Greece successfully run banks. 

The foray would need finance min- 
istry approval (which may take some 
time to come), but the department is al- 
ready getting ready for it. For starters, it 
has set up the first postal finance mart in 
Madurai and plans to set up six more in 
Tamil Nadu. These will sell a variety of fi- 
nancial services, including life insur- 
ance and mutual funds. The marts have 
tied up with ICICI Prudential, IDBI and 
SBI Mutual Fund. 

In 2002-03, the postal department 
ran up losses of Rs 1,364 crore. That year, 
48 per cent of the department's rev- 
enues of Rs 4,010 crore came from non- 
postal activities. Of this Rs 1,577 crore 
came from small savings. The depart- 
ment was, in fact, looking at growing 
non-postal activities substantially. At 
the end of FY03, deposits in the 1.55 lakh 
post offices was Rs 313,792.6 crore 
(Rs 262,855 crore, FY02). The number of 
depositors: 61 million. 

Not surprisingly the department is 
miffed at the FM’s announcement. 
Apart from the department, the states, 
which use the money deposited in post 
offices, could have aspotoftrouble. Wi 

ANUP JAYARAM 
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How Indian 
mutual funds 
are thriving at 
the cost of the 
retail investor. 


By Vikas Dhoot & 
Rachna Monga 


The Mutual Fun Industry 


Inside 
Its 
closet 





All animals are equal; but some are more 


equal than others. 


George Orwell, Animal Farm | 
| them: “There is more dirt in the mutual 


HESE famous lines from Or- 


equality and tyranny can be 
paraphrased to describe the 
sordid reality in the mutual 
fund industry today: all in- 
vestors are equal; but some 





wells classic fable about | 


are more equal than others. Business- | 


world has been 'sniffing around' (as one 


mutual fund CEO put it) the fund indus- | 
try for about three months. It led usto a | 


closet with all sorts of skeletons inside 
— attempts by fund managers to enrich 
themselves, preferential 


treatment | 


given to large investors, insider trading, | 


and a regulator who is happy keeping | 
the door of this closet tightly shut so that | 
the skeletons do not tumble out into | 
_ of democratic capitalism. They allow 


public view. 
In October 2003, at a closed-door 





meeting of the Ficci Committee on Cap- | 


ital Markets held in the regulator's 


boardroom in Mumbai, Securities and | 
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Exchange Board of India (Sebi) chair- 
man G.N. Bajpai swore the committee's 
members to secrecy, and then told 


fund industry than you can imagine. 
Some of the biggest fund managers and 
the biggest fund houses are involved.” 

BW confirmed this with three mem- 
bers of that committee. Bajpai later said 
that Sebi was working fast to clear the 
mess. BW learns that Sebi has been in- 
vestigating about half-a-dozen fund 
managers for various alleged misde- 
meanours like buying shares on their 
personal accounts, conniving with 
managements of companies to increase 
share prices and, in some cases, collud- 
ing with each other to create and cash in 
on volatility in some stocks. 

But no action has been taken against 
the suspect fund managers so far. 

Mutual funds are ostensibly vehicles 


millions of ordinary investors to own 
equity, and this is one reason why the in- 
dustry is lavished with tax breaks. But 
mutual funds have become vehicles of 


power and privilege instead, doing 
all they can to help a few favoured in- 
vestors, as we will show you in this story. 

In the US, New York state attorney 
general Eliot Spitzer has trained his 
guns on that nation’s $7-trillion mutual 
fund industry. He unearthed the market 
timing scam last year. Some of the big- 
gest names in business have been bus- 
ted, and fines worth $1.5 billion have 


been levied —- fines that will be routed | 


back to the investors who lost money 
due to the scam (See ‘The Spitzer Blitz’). 
Sebi insiders say Bajpai is keeping 


| 





the investigations under wraps to pre- | 


vent panic and hence "protect the In- 
dian investor". UTI has done enough 
damage to investor confidence already. 
But critics wonder whether the regula- 
tor is trying to evade responsibility. UTI 
was not regulated by Sebi and so the lat- 
ter was unscathed by its troubles. The 
onus of regulating companies and bro- 


kers is shared with others like the DCA | 


(Department of Company Affairs) and 
the stock exchanges, respectively. As far 


as mutual funds go, the buck has to stop | 
, is not harmful. If he buys 5 
| lakh shares, then there is a 


with Sebi. 
The Front Runners 


A few months ago, when Sebi's investi- 
gators were going through the books ofa 
Mumbai broker, they stumbled upon a 
hidden account that was linked to one 
of the industry's most high-profile fund 


managers. (Some allege that other bro- - 
kers who had not got orders from his | 


| running in some form or the 











fund house had tipped off the regula- | 


tor) The affair seems to have been 


hushed up despite the fact that there | 


was an investigation. 
This fund manager was indulging in 
the classic dirty game — front-running. 


Amfi chief 
A.P. Kurian 
says that 
late trading 
has never 
been an 
ISsue, except 


in a few stray 
incidents 








SANJIT KUNDU 


He would buy the shares of a 
company through his secret 
account mere hours before 
his fund bought them. Prices 
normally rise when a large 
fund picks up thousands of 
shares of a particular com- 
pany. Once the prices rose, 
the fund manager would qui- 
etly sell his holdings and 
make a neat profit. Sebi was 
on the verge of taking action, 
but instead asked the fund to 
lose the guy. The fund kicked 
him upstairs recently. 

The widespread opinion 
on Dalal Street is that every 
fund manager does front- 


other. But as one fund man- 
ager says: "A guy doesn’t do 
front-running to such an ex- 
tent that his investor loses. 
From a public policy view, if 
someone buys 10,000 shares 
of a company before the fund 
buys the same firms shares, it 


problem. But, either way, the 
guy is a badmaash and he 
should be hung.” 

The Indian regulatory environment 
encourages front-running. Till some 
time back, anybody could open an ac- 
count with a broker. No identification 
was needed. It was, hence, very difficult 
to trace deals back to specific individu- 


als. That's one reason why front-run- | 


ning is the rule here and the exception in 
the more developed markets. 

The Association of Mutual Funds in 
India (Amfi) had proposed a code of 
conduct that Sebi imposed on fund 
houses two years ago. It said that most 


mutual fund employees "can't buy any- | 


thing that a fund has bought or sold in 
the last 15 days. Once an employee buys 
such a stock, he cannot sell for 60 days". 
Some investment officers believe that 
this is actually encouraging front-run- 


ning because it implies that one can buy — 


before the fund buys, but not after. It 
means that the whole market will know 
in a week what a particular fund is buy- 
ing and react, but its own employees 
cant. Plus, there is an escape route — 
the onus to disclose his or her invest- 
ments is on the employee. A mutual 
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. MUTUAL FUNDS 


Sebi chairman 
G.N. Bajpai 
is said to be 
aware of how 
much dirt 
there is in the 
MF industry, 
but has done 
little so far to 
clean it up 





fund strategist says: "If a fund employee 
is personally interested in the stockmar- 
kets, you are inviting him to breach 
the law." 


Of Timing And Late Cuts 


On the evening of 29 September 2003, 
the Reserve Bank of India (RBI) released 
its latest borrowing calendar. There was 
good news — the government was plan- 
ning to borrow Rs 30,000 crore less than 
what the market had expected. Bond 
prices were bound to head northward 
the next day. 

A few powerful financial institutions 
transferred an estimated Rs 600 crore 
into bond funds that evening. Though 
the mutual funds that received this 
money could buy bonds only the next 
day, these large investors were allowed 
to enter at that day's prices itself. They 
made a killing. 

When The Economic Times blew the 
lid offthis late trading event a few weeks 
later, Sebi sent letters to all mutual funds 
asking them whether they had indulged 
in late trading that day. Most mutual 
funds denied they indulged in late trad- 





The Spitzer Blitz 

ust one phone call to New York state attorney general Eliot 
| Spitzer's office in September 2003 is all it took to shake the 

$7-trillion US mutual fund industry. The call came from 
an ex-employee of a hedge fund called Canary Capital, which 
had raked in around $10 million by market timing and late 
trading of mutual funds since 2000. Spitzer's office swung into 
action to nail down the hedge funds, and the mutual funds, 
their CEOs, and their affiliated distribution firms that either allowed or promoted market 
timing and late trading in some way or the other. All this was despite the fact that most 
fund prospectuses state that they discourage timing in mutual funds. Prominent names 
that came under the scanner included Janus, Morgan Stanley, Putnam and Alliance 
Capital Management. 

Alliance Capital permitted market timing in some of its funds, while, in return, the 
market timers made long-term investments in some of its hedge funds and mutual 
funds. Alliance was also charged with providing confidential information about the 
portfolio holdings of some of its funds to one ofthe timers to help the timer profit in 
declining markets. The Securities & Exchange Commission (SEC) ordered Alliance 
Capital to pay $250 million. 

Massachusetts Financial Services (MFS), the 10th largest fund in the US, was also 
charged with directing its mutual fund trades to security brokers who provided more 
shelf space to their products. MFS agreed to pay $400 million towards penalty and 
restitution to investors. In some funds like Pilgrim Baxter and Putnam, the co-founders, 
CEOs and fund managers have also been charged with fraud and/or asked to step down. 
A $140-million dollar fine was imposed on Strong Capital Management and its founder 
— apart from the market-timing problem, the founder was also involved in personal 
trading that reaped him profits of $1.6 million. 





REUTERS 





The new order 


Though it was slow in catching the scandal, the SEC has been quick to reform the mutual 
fund laws where needed. Here is a quick recap of the reforms it has already brought in: 
li Three-fourths of the board of mutual funds, including a chairman, would be required 
to be chaired by independent directors. They should not have any business or 
employment relationship with the fund company, or any service provider. 
li Mutual fund shareholders should receive an annual statement of amount of charges 
levied on account of management fees, distribution and other expenses. Disclosures in 
annual reports now need to show trading costs, commissions paid to brokers and the 
fund managers' compensation details. 
ll Portfolios are to be disclosed quarterly rather than half-yearly. 

Sebi could learn a thing or two from the SEC. 





E offer documents of all mutual 





prits have been public sec- 
tor financial institutions 
and banks — they were the 
ones who have been arm- 
twisting MFs (mutual 
funds), especially in debt 
and liquid funds.” One fund 
manager  recollects: “A 
client who had invested 
Rs 50 crore with us wanted 
to redeem his units at back- 
dated NAVs when the mar- 
kets crashed on 11 Septem- 
ber 2001. The next day, 
when the market surged, he 
wanted to buy at the back- 
dated NAV!” 

Its not the fund man- 
agers who are responsible 
for the late trading epi- 
demic. Late trading deflates 
the NAVs of the funds they 
manage. And NAV perfor- 
mance is what fund man- 
agers are judged by. It's the 
marketing men, who are 
keen on increasing the size 
of the fund, who love late 
trading as it attracts big 
investors. 

This March, Sebi intro- 
duced a specific regulation 
against late trades. The Sebi 
circular claimed that it's a 
proactive move, with a ref- 
erence to the US MF scan- 
dal. But even without the 
new regulation, the regula- 
tor could have asked funds 
why they were accepting 
late applications (despite 
the claims made in the offer 
documents) and booked 
them for fraudulent and 
unfair trade practices. 





ing. According to BW's sources, there 
were five who admitted to the practice. 
Industry sources say that late trad- 
ing is rampant — what happened on 
29 September was not an exception. A 
report on reforms in the industry, writ- 
ten by UK-based consultants Cadagon 
Financial and submitted to the finance 
ministry first in March 2003, and revised 
in November 2003, specifically asked 
Sebi to take proactive action and look 
into the extent of late trading prevalent 
in India. But Sebi chose to restrict its 
queries to the events of 29 September. 


funds clearly state that equity, gilt 
and debt funds applications received 
before 3.30 p.m. (3 p.m. or 4 p.m., in 
some cases) will be given the net asset 
value (NAV) of that day. The others will 
get the next day's NAV. But large or pre- 
ferred investors have been allowed to 
circumvent this rule by helpful asset 
management companies. The returns 
ofother investors in the fund suffer. 

A former fund CEO says: "Inappro- 
priate NAVs have been given to large in- 
vestors for a long time. The biggest cul- 
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Sebi officials privately claim they 
had no way to check late trading. Their 
sources of information are the custo- 
dian and the asset management com- 
pany’s back office. There is not enough 
technological security in those systems. 
Changes can be made manually by the 
funds. Typically, Sebi only reacts on spe- 
cific complaints from outside. And in- 
vestigations rarely get off the ground be- 
cause Sebi's mutual funds department 
has only seven officers. They are already 
overburdened. There are 31 mutual 
funds sending 302 compliance reports 
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to Sebi every year — that's more than 
9,000 reports a year. 
So even if Sebi receives a complaint, 
it first sendsaletterto the asset manage- 
ment companies (AMCs). If it's an in- 
vestor-sensitive issue and there's any 
political pressure, Sebi appoints an ex- 
ternal auditor to look into the matter, 
"The auditors generally have little idea 
of how mutual funds work. With so 
much money at stake, the reliance on 
inefficient third-party information is 
not enough," says a former Sebi officer. 
Sebi may not have had the mecha- 
nism to check past late trades. But all it 
needed to ask mutual funds was: can 
they vouch to their boards and endorse 
-itin their prospectus that their fund 

house has never done late trading? In to- 
- day's era of corporate governance, few 
Os would have pre such a state- 







pm o8. . Til we » went to press, and 
M about two weeks after we sent the 
. queries, only LIC Mutual Fund and JM 
.. Mutual Fund had replied that they 
. could indeed give such an undertaking. 
Birla Sun Life and Prudential ICICI re- 
fused to comment on the issue, saying 
they could not share with BW confiden- 
tial matters related to Sebi. Birla Sun Life 
| however mentioned that "time-stamp- 
ing machines have been installed at all 
. Official points of acceptance of transac- 
-. tions of Birla Mutual Fund within the 
stipulated date". 

Sources say that Alliance Capital 
mutual fund, whose parent had been 
fined in the US just three weeks before, 
was one of the first ones to admit to 
some late trades. Apparently, Alliance 
offered to set the NAV right and pay any 
fine that Sebi might levy. But Sebi hasn't 
made this public either, as itis probably 
not comfortable disclosing the other 
four names involved. It is still not known 
to investors whether fines have been 
levied, or NAVs been rectified, or stric- 
tures passed. 

(You may wonder what we mean by 
rectifying NAVs. When late trading is al- 
lowed or units allotted without receiv- 
ing the money, the scheme has, say, 
x+1,000 more units. But the assets of the 
scheme do not increase, So when the 
net asset value is calculated, the assets 
are divided by the 1,000 extra units. So 
the NAV drops.) 
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. Mutual fund F 
CEOs, with an airof | 
innocence, discu- | 
ssed the prob- 
lem in their 
- next Amfi mee- 
ting: "Can late 
trading really happen in Iridia i 
too?” Amfi's Kurian said that 
the ‘deemed’ self-regulatory organ- 
isation (SRO) would be coming out with 
strict rules, That's like the president of a 
political party announcing after a cor- 
ruption scam that from now on, the 
members of his party won't take a bribe. 
What about the past crimes? Kurian says 
late trading is restricted to only a few 
stray incidents. And it's not as large as 
that in the US. (Read BW's interview 
with Kurian at www.businessworldin- 
dia.com.) The problem may be smaller 
in absolute size here as the industry is 
smaller. But as a proportion of the total 
assets, itisn't, says an ex-fund CEO. 






T'HEAmficommittee, headed by Alok 
! Vajpeyi of DSP Merrill Lynch Mutual 

nd, suggested a standard cut-off time 
for accepting applications, But the real 
issue — of cooking the books to allow in- 


vestors in after the cut-off time — WAS 





sidestepped. Sebi accepted Amfi's sug- 

gestions and issued a fresh rule from 
25 March 2004. Every fund house would | 
install time-stamping machines in its | 
centres where applications are pro- 
cessed. And an application received af- 
ter 3 p.m. (except for liquid funds) on à 


. day will only be given the next day's NAV. 


(By creating a new process to do what 
their offer document stated in the first 
place, the industry obviously acknowl- 
edges the incidence of late trading.) 
Anyway, this was supposed to have 
been implemented by funds in 60 per 
cent of their offices by 25 May and in all 
of them by 15 June. But even now, Amfi 
is still in the process of asking Sebi to is- 
sue some clarifications. For instance, 
under the new rule, local cheques are 
given the same day's NAV while outsta- 
tion cheques are given the NAV of the 
day on which they are cleared. With 
most mutual fund offices restricted to 
the six big cities, this means the hinter- 


land investor is being discriminated | 


against. Shouldn't Amfi have thought of 
this earlier considering it drafted the 
regulation in the first place? When the 
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time-stamping regulation came out, Va- __ 
jpeyi told the press that the new guide- 
lines are 'great' and the interest of in- 
vestors was 'paramount.' 3 
There is still no clarity on what hape — 
pened to the investigation on late trad- 
ing launched in October. Amfi and Sebi. 
believe the late trading problem is over 
and done with. Is it?.A mutual fund an- — 
alyst says: "Late trading is still happen- 
ing, With so many transactions ina day, 
how will one ever audit them? Thetruth. - 
is, in the US, if you are caught once, — 
you've had it. Here, people know they. 
can get away with it." ; 
Some Amfi members wanted the 
cutoff time to be4 p.m. But a chiefin- - 
vestment officer says that even the 
3 p.m. cutoff time is difficult to manag 
“If somebody comes at 3 o'clock an 
gives Rs 10 crore to my Lucknow office, | 
have to put that money in the market 
before it closes, It could happen, but it - 
may not." Ideally, the industry should — 
move towards asystem where units are 
allotted after the money for them is ree 
alised. Cutoff times only help so muc 
The world over, funds don't 
units unless the mon 
schemes account, De 
ulations, analysts. ai 
























higher ei exp pense ratios "4 x reall 
over institutional ones, following 
disclosure practices, and making unfa 
trade allocation among schemes a 
some that need to be looked at....” : 

In the US, funds are still bearing the — 
brunt of a massive investigation. Here, 
everybody is walking free — no fines. 
have been levied for years for stealing — 
from investors. And now, the issue is be- 
ing considered dead and gone. 


The Companies We Keep 
The original concept of a mutual fund 
implies that the bulk of investors will be 
individuals. But a former marketing 
head of a fund house says: "Theresa fo. 
cus on mindless growth of assets under — 
management, And the institutional S 
market is an easy way to grow assets.” 
Corporates have always i 
tual funds due to their tax swe 
1999, tax concessions were exter y 
mutual funds — dividends of 4 equi y 
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A.P Kurian on 22 June — on that day, 
he had a meeting with Sebi member 
A.K. Batra to carry forward the SRO 
idea. But that very day, Sebi put the 






















































of trustees are huge. Sebi tried to 
shake up the trustees last year to get 
them to do their job more effectively, 
as they are the first checkpoint in the 
functioning of asset management 
companies. But trustees are 
appointed by the sponsor of the 
~ mutual fund, and though they are 
E [ usually successful professionals like 
| | accountants and lawyers, or even 
|| members of royalty, they really dont 
know much about the stockmarkets. 
“Tili 2002, they met only four times a 
| year (then they were asked to meet 
~ sixtimesa year). They are paid Rs 
5,000-10,000 per meeting. Can they 
check three months of trading and 
sales data to see if everything is in 


. funds were tax-free and there was a 10 
percent distribution tax on debt fund 
' dividends. Corporates realised that it's 
better to receive dividends from a mu- 
tual fund than investing directly in the 
equivalent debt securities. That's be- 
cause, while corporate income from se- 
- curities attracts a tax of 35.87 per cent, 
B the same through a mutual fund is only 
| 12.81 percent. 
B. The craze for corporate assets is not 
(| anew phenomenon, but the way it has 
| heightened over the last five years 
| should scare small investors away from 
B alotoffund houses. Former UTI chair- 
| man S.A. Dave recollects: “Between 
B 1985 and 1990, UTI had depended alot 
| oncorporate funds. Eighty-five per cent 
B of its assets were from corporates. It 
| tried to market US-64 as a money mar- 
| ket mutual fund." Today, the industry 
and Sebi claim that corporate assets are 
only 57 per cent ofthe total assets under 
the industry, but the true figure is closer 
to 80-90 per cent. 
The damage to bond fund investors 
is done because most funds do not seg- 
regate the retail and institutional 


order at just one meeting? This, when 
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possible to check compliance mat- 
ters, but don't expect us to investigate 
on your (Sebi's) behalf. You can't | 
abdicate all your responsibilities (half | 
to Amfi and the other half to us). Ifa | 
| compliance officer misreports, it's | 
| Sebi's problem, not the trustees’ Or it — 
should be Amfi's problem, if it does | 
become an SRO (self-regulatory | 

organisation). If you want trustees to | 

take on such roles, get a different | 
| model for trusteeship.” | 
| indeed, Sebi has been calling | 
| Amfi a ‘deemed SRO’ for years now. | | 

And, over the last one year, it has | 
| been actively pressurising Amfito — | 
become a formal SRO. Amfi, which — | 
resisted the idea initially, is now | 
considering it. BW met Amfi chief | 


monies that they manage. Because it’s 
easier to get institutional money, mu- 
tual funds offer institutional investors 
preferential loads and charge lower ex- 
penses. A financial adviser says: “The 
difference in expense ratios between re- 
tail and institutional plans in debt funds 
is too high — 0.7-0.9 per cent. Generally, 
expenses of debt funds are much lower 
than that of equity funds, so within such 
low expenses, these differentials are 
very high. Funds may say the acquisi- 
tion costs for corporate investors are low 
and that the savings on marketing ex- 
penses are passed back to them. But the 
difference is more than what can be ac- 
counted for by their marketing ex- 
penses. And if you consider just the 
bond funds, only three out of a total of 
23 schemes have separate portfolios for 
institutions and retail." 


“RANKLIN Templeton and a couple 
of other AMCs are the few who have 
separated their retail and institutional 
portfolios. So, mostly, not only do retail 
investors subsidise the big investors ex- 
penses, but they also lose out on poten- 
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others. If you look at the structure of 
Amfi's board, committees and work- 
ing groups, you will see that four 
mutual funds — DSP Merrill Lynch, 
HDFC, Prudential-ICICI and Birla 
Sun Life — wield tremendous influ- 
ence over the agenda of Amfi. Take 
DSP Merrill Lynch. CEO Alok Vajpeyi 
chairs three committees, is a member 
of another, is on the board of Amfi, 
and has two of his senior employees 
as members in a committee each. 

In fact, the world over, the SRO 
model has been junked as the lines 
between self-regulation and comme- 
rcial self-interest are blurred. Ironi- 
cally, in Sebi's foundation day lecture 
on 22 March this year, Howard 

Davies, director of London School of 


AST year Sebi tried to get trustees | Sebi gets 302 weekly, daily and | Cadagonreport online. The report 
| to take on more responsibility for | monthly reports a year from a funds | states that Amfi should not become 
mutual funds’ actions. As mutual | compliance officer. | an SRO. What it wants to say is that if 
funds are formed under the Indian A trustee in à couple of mutual — | Amfi becomes an SRO, effectively, 
Trust Act, the rights and obligations funds says: “We will do as far as | some big funds would regulate the 
| 
| 
| 


tial returns. If the institutional investor 
pulls out money in uncertain or volatile 
times, the fund will have to sell large 
amounts in a short time to repay the 
large investor. So he will sell his most liq- 
uid holdings first, and the long-term in- 
vestors, who typícally react later to mar- 
ket developments, will be left with the 
relatively illiquid ones. In fact, that's pre- 
cisely what is happening now. In May, 
income funds witnessed outflows to the 
tune of Rs 12,662 crore, as debt markets 
turned volatile. (Note that because the 
market is volatile, the prices of even the 
liquid holdings are falling, which means 
that the fund has to sell more of its port- 
folio to meet its redemption pressures.) 
This problem is compounded because 
the funds also offer lower or zero exit 
loads to large investors — so while a re- 
tail investor may need to pay a 0.5 per 
cent exit load for leaving a fund within - 
six months, big investors pay nothing or 
amuch lower load. This encourages fre- 
quent trading by large investors. | 
In the US, mutual funds are not to be 
used for short-term trading (their offer 
documents mention this). And there- 





Economics and former chairman of 
the Financial Services Authority, the 
super-regulator in the UK, said: "Any 
country reviewing its regulatory 
structure should ask... whether the 
self-regulatory mechanisms are 
sufficiently robust to be left alone 
(and)... does the system retain the 
confidence of those whom it is 
intended to protect? ...Self-regulation 
is in retreat, around the world." 
Wasn't Sebi listening? Didn't it read 
the Cadagon report? Why did it waste 
precious time on the modalities of 
Amfi's functioning as an SRO? 

In December 2003, a working 
group of trustees, appointed by Sebi 
to rationalise the role of trustees, 
submitted its report. The group, 
chaired by PK. Kaul, trustee of Taurus 
Mutual Fund, said trustees needed 
more administrative support from 
the asset management companies, 
namely, a compliance officer who 
would assist them in fulfilling their 
obligations. Second, it pointed out 
the need to set up professional 
trustee companies, like in the UK 


fore, when some funds allowed it, the 
Securities & Exchange Commission 
(SEC) could haul them. In India, how- 
ever, there are still no regulations to de- 
ter rapid trading in mutual funds, even 
though the regulator is aware of how it 
can harm long-term investors. While 
late trading is nothing short of cooking 
the books, rapid trading is not a crime, 
but needs to be discouraged. Sebi could 
have easily adapted the rules existing in 
other nations, applied its mind a bit and 
tried to tackle this unhealthy practice. 

Yet this and the problem of a single 
or few large investors dominating a fund 
have not been addressed. In April 2001, 
Sebi asked funds to disclose the number 
of unit holders who hold more than 25 
per cent of the NAV. Though funds have 
been reporting this in each of their half- 
yearly annual results, Sebi swung into 
action only in December 2003. The 
number of schemes that are what Sebi 
calls single-investor schemes are very 
high. As of 31 March 2004, a whopping 
110, or nearly one-third, out of the total 
350 schemes in the industry were sin- 
gle-investor schemes. 


and Australia. But the most critical 
suggestion was that the regulations 
must explicitly state that the primary 
responsibility for doing activities 
within the law should lie with the 
asset management companies. 


. The trustees, as you can see, 


clearly dont want to get involved in 
any scam for a piddly Rs 60,000 a 
year! So the first checkpoint — the 
trustees — is not working. 


Trustees cannot evade their 


responsibility and neither can Sebi. 
Trustees can be the internal 
checkpoint in mutual funds and Sebi 
should play its role as the external 
watchdog more effectively. As for 
Amfi, it should restrict itself to 
education and awareness activities, 
and lobby only for the bigger things. 
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Familiarly enough, Sebi had asked 
Amfi to set up a committee on this issue, 
which had first suggested that the mini- 
mum number of investors be 2,500. But 
that was talked down to 250, then to 20. 
It's easier to get 20 corporates than 2,500 
investors. Sebi agreed and said that 
every scheme should have at least 20 in- 
vestors, and no single investor should 
hold more than 25 per cent of the fund's 
assets. But this doesn't serve the pur- 
pose much — a big investor or a fund 
can easily rope in 19 small investors into 
the scheme to meet the legal require- 


ment. Moreover, say risk management 


experts, even a maximum holding of 25 
per cent for a single investor is too large 
— definitely large enough to margin- 
alise other investors with their moves. 


E deadline to fall in line with this 

rule or wind up has been extended 

to 31 December 2004. Instead, Sebi 
should have done two things: mandate 
disclosure of investor base in the 
monthly factsheets of funds, and wind 
up schemes that didn't meet the many 
extended deadlines. As the chief invest- 
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MUTUAL FUNDS 


ment officer of one of the 
top mutual funds says: “If 
single-investor schemes are 
wrong..., why do they [Sebi] 
extend the deadlines? They 
must cut out a cancer immedi- 
ately. If l've done something 
wrong, shoot me. Why put me 
through thís mental rape?" 

"Theonly way to deal with this prob- 
lem is [to have] transparent disclo- 
sures,” says Dhirendra Kumar, CEO, 
Value Research India, an agency that 
has been watching the fund industry for 
almost a decade now. According to him, 
there should be stringent regular disclo- 
sures as to how many investors hold 
more than 10 per cent, 20 per cent or 25 
per cent of the NAV. Fund managers 
should also disclose what the possible 
impact of these investors redeeming 
would be and also how they would deal 
with such situations. 

Apart from the tax benefits, corpo- 
rates’ ‘relationships’ with fund houses 
get them more facilities like ability to 
manage timing of entry and exit in 
funds, big incentives for investing, 
and special treatments. BW under- 
stands that most funds check with 
their corporate clients before making 
big portfolio decisions. Some fund 
managers personally meet their corpo- 
rate investors once a month. Funds 
even go to the extent of launching cus- 
tomised funds for their big corporate 
clients. Fixed maturity plans are one 
such example, where the securities to 
invest in, the expenses, and the period | 
are all fixed. This means the funds even M 
guarantee returns to clients. So mutual 
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funds are just leasing out their structure F 
with tax benefits to big investors. How = 
mutual is that? : 


An industry veteran says: "The mis- 
use of their tax benefits will ensure that 
those very benefits go away. They al- 
most lost it two years ago, because of 
rampant dividend stripping, but 
Jaswant Singh introduced the 90-day 
lock-in rule instead. This wont last for 
long." Long ago, companies exploited 
Section 80 (M) of the Income Tax Act. If 
they distributed more dividend than 
their income from UTI, their own earn- 
ings weren't taxed. As finance minister, 
Manmohan Singh knocked off this ben- 
efit over three years (1992-94). 

With this Budget, Chidambaram 







seems to be taking the same phased 
route. He has reduced the tax arbitrage 
opportunity for corporates in mutual 
funds by raising the dividend distribu- 
tion tax for non-individual and non- 
HUF (Hindu Undivided Family) invest- 
ments. And as dividend and 
bonus-stripping continued despite 
Jaswant's 90-day rule, Chidambaram 
has been smart enough to increase the 
lock-in period to nine months. Chi- 
dambaram is clearly trying to push the 
industry towards retail investors. And 
he's doing it in phases so that there are 
no instant shocks, just like Manmohan 
did with Section 80 (M). 

As investments in new capacity pick 
up, companies will perhaps pull their 
cash piles out of mutual funds to build 
new factories. The new tax structure 
could also push them away from mu- 
tual funds. The party could end soon. 


The Distribution Din 


While the SEC has been cracking down 
on cosy distribution deals in the US, that 
is another area where Sebi has main- 
tained a silent watch. It did try to get 
mutual funds to set sub-limits on their 
marketing expenses, but the industry 
vehemently opposed it. In fact, when 
the industry met Cadagon Financial in 
December 2003 to discuss the Novem- 
ber version of its report, it even asked 
the consultancy for its opinion on the 
Sebi recommendation. Why? And why 
did the issue come up in the first place? 
Truth is, mutual funds have been 
splurging on 'marketing' expenses — 
when 75 per cent of assets under a 
fund's managements are in commodi- 
tised debt and cash funds, differentiat- 
ing one scheme from another depends 
on what the fund houses can do for dis- 
tributors — from giving extra commis- 
sions in particular periods or on meet- 
ing some targets, to furnishing their 
offices, gifting them cellphones and ad- 
vertising in the distributors' newsletters 
or magazines. But that's not all. Meeting 
higher targets bring in interesting 
perks. For instance, Prudential-ICICI 
sent its top distributors to the cricket 
World Cup in 


| 


The carrots for distributors 
Year AMC 


2003 IL&FS 


NES o SUR SURE II 


Incentive 


A Santro on mobilising Rs 25 crore for equity 
funds in 3 months 


2003 RELIANCE CAPITAL A DVD player for Rs 1 crore in MIP* 


; Retum ticket to Bangkok on mobilising Rs 5 crore 
2004 | PRUDENTIAL-ICICI for equity funds, Rs 10 crore for debt 


2004 PRINCIPAL Laptops for equity funds and MIPs 


2004 RELIANCE CAPITAL A 3-night/4-day trip to Europe for mobilising more 
than Rs 3 crore 


The list is not exhaustive *Monthly income plan 


South Africa. More recently, Principal 
Mutual Fund offered laptops to agents 
who met specified targets. Some have 
sent their distributors to Bangkok on 
pleasure trips, while others have organ- 
ised 'nautch-girl' dos at nearby resorts. 

Consider this: if 2.5 per cent is the 
limit on a scheme's running expenses, 
then 1.02 per cent may be the manage- 
ment fee, 0.06 per cent the custodian's 
fee, 0.15 per cent would go on R&D and 
0.001 per cent on trustee fees. The rest 
(almost 1.25 per cent, in this example) is 
all marketing expenses. In smaller 
funds, the percentage of marketing ex- 
penses may be higher as they have to in- 
centivise more to bring in assets. Mar- 
keting expenses are what pay for the 
distributors or large investors ‘es- 
corted' free trips, whether they are to 
Lonavla or Bangkok. 

Sebi is aware of the mad short-term 
incentivisation going around in the in- 
dustry and has therefore suggested 
these sub-limits. The industry obviously 
is not in favour of it. But if Sebi were re- 
ally concerned, it would have taken a 
leaf out of SEC's book, and taken some 
concrete action against these sweet dis- 
tribution deals and marketing incen- 
tives. It would also have involved small 
investors in the debate, as this would af- 
fect them the most. 

Ironically, the marketing ballyhoo 
affects another bunch of 
people — the fund man- 

agers. There is always a 
sales gun on fund man- 
ager's heads — the pressure 
to go short is tremendous as 
most distributors sell on the basis 
of short-term returns (1-3 month 
returns). So sales guys want their 

q funds to be in the top 5 or top 10 list 
I inthe short run. As a former fund 
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Source: BW research 


manager puts it, "It's a case of the tail 
wagging the dog. Fund managers can't 
go long even if they want to. They don't 
have the freedom oftime, and are told to 
ride the momentum. So every portfolio 
looks the same." 

That's why the mutual funds indus- 
try's stars, some of its most experienced 
fund managers, are leaving the rat race 
and moving on to places where they can 
actually invest for the long run. Birla Ad- 
vantage Fund superstar Bharat Shah 
joined financial services firm ASK-Ray- 
mond James Securities, Samir Arora 
quit Alliance Capital (India) with the in- 
tention of starting his own fund, Kotak 
Mutual Fund's Vettri Subramaniam left 
to work as an adviser to large offshore 
funds, and, more recently HDFC 
Mutual Fund’s chief investment officer 
Sanjoy Bhattacharya has moved to a 
hedge fund. 

Truly, some Indian mutual funds 
turn over their portfolios so many times 
in a year that moderate hedge funds 
would be put to shame. The industry 
claims this is because the Indian inve- 
storonly invests for the short term, there 
is no equity cult to speak of in the coun- 
try. However, distributors have a huge 
role to play here. The director of a pre- 
mium advisory boutique says: "Retail 
investors rarely shift funds. Distributors 
keep encouraging HNIs (high-networth 
individuals) to churn their investments. 
The reason lies in their commission 
structures — the upfront commissions 
are 1.5-1.75 percent, while trailing com- 
missions (linked to how long the in- 
vestor stays with the fund) are very low 
at 0.25-0.5 per cent. So the churn is bet- 
ter for them." Commissions differ on 
different products at different times, but 
agents do anything to sell, their Amfi 
certification notwithstanding. When 
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Reliance launched its power sector fund 
. recently, a sub-broker tried to tempt a 
mutual fund CEO, saying: "Sir, you'll get 
power sector shares at Rs 10 only. It's es- 
pecially for you. Don't tell too many peo- 
ple about this....” 


What Can Be Done? 


Sebi is either unaware of the games mu- 
tual funds play, or it prefers to ignore 
them. And last year, when Bajpai reshuf- 
fled his team, he had two new faces in 
the mutual funds department —- exec- 
utive director S.C. Das and general man- 
ager S.C. Gupta, Neither ofthem has any 
previous experience of mutual fund reg- 
ulation. Even the Cadagon report finds 
this odd; “Simultaneous change in both 
E capacities, where the incomers are un- 

familiar with funds, would be better 
sewhere, the report says: 







ction... tend to be weaker 



















and less detailed than regulations in | 
more academic areas such as bench- 
marks and corporate governance." 
Though the report, which was com- 
missioned by the NDA government, 


mentions many of the ills — like late | 
trading and the focus on corporate | 
clients — reported in this story, itseems | 


to have been ignored. 

The NDA government refused to | 
rock the boat in an election year; Sebi's 
inactions so far, say critics, are unlikely 
to have been without the government's 
blessings. Someone in the finance min- 


scathing indictments of Sebi's handling 
of the industry, but refused to do any- 
thing. In fact, BN. Vijay, the convenor of | 
the BJP Central Economic Cell, in one of 


 hisnewspaper columns specifically said 


areas that are critical to in- - 
Sebi handles the big influential wn 


- that mutual funds need a big broom. He | 


even said: “The nation will watch how 


possibility that Sebi will finally bring some of its mutual fund 


| A: this story was about to go to press, we learnt that there is a strong - 


! investigations out in the open. With the recent change in governmentat . | 
| the Centre, the dynamic political equations may require Sebi to change gears. | 





j| ine. oar Is chairman, G.N, Bajpai, was working 
F hi s tenure ends in February 2005. But Congress circles are buzzing with 





towards a governorship a 





| P | rumours about him beinga pro-BJP man, what with the witch-hunt against 
uk First Global's Shankar Sharma after the Tehelka episode and his role in the 
. | disinvestment mess. There's a lot of speculation about him being moved out 





d i | before his tenure ends, 


But Bajpai is not a quitter. By disclosing one of his ‘silent’ fund 
investigations before that, he may be able to turn the tables for a while. 
Replacing the Sebi chairman immediately after he unearths a big-ticket 
market scandal will be tough. It will seem like the government is trying to 


| protect the bad guys. 


We got in touch with Bajpai for this story on 11 June. He deputed whole- 
| time member of the board, A.K. Batra, to meet us. Batra, in turn, deputed the 
| executive director in charge of mutual funds, S.C. Das, to deal with us. Das 
agreed to meet us, but never did. Meanwhile, Sebi, in anticipation of the 
investigative nature of our story, leaked the news about a Rs 2.89-crore fine 
being imposed on Alliance Capital mutual fund. Though the story is out, the 
| Alliance order is still not on the Sebi website. BW understands that the order 


was passed in April. 


Which brings us back to the moot point — why is all of this being done 
| outofthe public eye? When asked whether Sebi's investigations on the 
| industry were ever going to be made public, an officer at Sebi said: "You are 
| asking me the most central and sensitive question in this whole affair. The - 
| best people who can help you are Mr T.M. Nagarajan (Sebi member, chief of 


| investigations) or Mr Bajpai himself." 
Can we have some answers now? 
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| before the elections, the ‘India Shining’ — 





| employees would beallowedtoinvestin _ 
istry must have read the reports | mutual funds for their retirement bene- — 





| aca in a top 


who run the fund industry" But, as a « 
Dalal Street broker says, "By bringing 
the MF scandal out in the open months 





campaign would have gone for a toss." 
The only realloser in the whole affair — 
has been you —- the ordinary mutual 
fund investor. 
Thereisalotthegovernmentcando, — — 
| Two weeks before the Budget, mutual 
fund CEOs exhorted finance minister. 
P Chidambaram to start a US-style401- 
K investment option, whereby salaried. - 


fits, Of course, the ‘mutual fur’ industry — 
also sought continuationofthetaxsops. 
And expected the minister to announce — 
an exemption on capital gains from mu-. 
ual fund investments, similar to that on 
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granted any capital acit n à to 
mutual funds, Rather be- 
fore, it has reduced: the tax arbitra 
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Tax benefits are a for bu 
tivities, not trading! On the o 
you want to encourage long-term in- 
vestment and, on the other, you say the. — 
dividend income on mutual funds is 
tax-free, Fund investments will always 
be short term in nature, as funds will pay 
out short-term earnings to investors for 
tax arbitrage.” 

Removing sops for dividend tax 
could solve most of the problems in one 
sweep. Corporates will ease out of mu- 
tual funds, and fund houses will work 
harder on setting up distribution net- 
works to reach the hinterland investor, 
whom they never tapped all these years. 
The retail investor would not be dis- 
criminated against. The small guys will 
be back in the saddle. 

Isn't that why mutual funds exist in 
the first place? 
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INTERVIEW / P. CHIDAMBARA 


“You had to 
present a 
new deal 
without 
appearing 
regressive” 


Palaniyappan Chidambaram's third 
Union Budget is like a hologram. It 
shows different images when seen from 
different angles. It is, in some ways, a re- 
formist Budget — after all, hasn't he 
hiked the FDI cap on three sectors, and 
also brought down the deficit signifi- 
cantly? It is also a Budget that signals a 
substantial shift in governmental priori- 
ties towards the social/rural sector — 
didn't he spend much of his speech time 
on such issues? It is also a don't-rock-the- 
boat Budget — hasn't he kept the num- 
bers largely unchanged from the last 


year? One can go on and on. Which par- | 


ticular aspect of the Budget you want to 
pick on depends on your own inclina- 
tion; Chidambaram has put a bit of 
everything into it. 

When Businessworld met him the 
day after the Budget, we decided to pick 
on one thing most of all — is he really 


talking about 'bringing reform' to agri- | 


culture, or is he merely planning to spend 


more money on it? His answers are clear | 


enough for you to make your own judge- 
ment. Excerpts from the finance minis- 
ter's interview with Tony Joseph, Anjuli 
Bhargava and Avinash Celestine: 


ll If you look at the Budget, it is fairly 
clear that you have signalled a major 
shift in emphasis. It's almost as if the 
government is saying that a lot more 
of the mindshare is going to a different 
sector, one which hasn't got it so far. 
Absolutely right. 
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ll And is that going to be the trend for 
the rest of your term? 

That's the wrong way to look at it. Indus- 
try and services have matured; they are 
able to stand on their own legs today. All 
they need is an enabling environment 
in which they can grow. They may ask 
for a few things which we may be able to 
give them. Industry this year has made 
no demand from me at all. The only 
thing they asked for is that the initial 
additional depreciation allowance of 
15 per cent should not be linked to an 
additional capacity of 25 per cent. They 
wanted it reduced to 10 per cent. I said 
all right. Then they wanted some sectors 
to be added to Section 80-IA. Industry is 
mature enough to understand that cus- 
toms duty will come down, and excise 
duties will move towards a Cenvat rate; 
its an open competitive economy and 
you have to fight it out in the market- 
place. The service sector is growing on 



















its own steam — it requires a condu- 
cive environment. 

But agriculture has been neglected. 
Public investment has suffered. Credit 
has been neglected very badly. So 
credit- enabled investment in the sector 
has suffered. We have not opened up 
agriculture to FDI for very good political 
reasons, Nor have we allowed our farm- 
_ ers to export to the rest of the world, 
again because of compulsions — to en- 
sure that supplies in India are main- 

* tained, That is where I think that re- 
ae m are very Eran At the same 





uw » E of their concerns. 


lll So you see this as taking reform to 
the agricultural sector? 
Of course. Most of the programmes that 
I have announced in the first 20 pages 
_are investment-oriented programmes, 
i : not welfare-oriented ones, though they, 


Wi There's a conceptual problem here. 
As you would know, when you started 
reform in the industry or service 
sectors, you did not do it by throwing 
public money into it, but by 
unshackling business to do what it 
wants. But when it comes to reforms 
in agriculture, what we have seen is 
promises of more spending. 

Because there are externalities in that 
spending. If I set up an irrigation pro- 
ject, there are tremendous externalities, 


@ The Economic Survey talks of the 
need for farmers to diversify crops. 
One of the reasons why that does not 
happen is the minimum support price 
(MSP) regime. Now, you can't start 
dismantling it without substantial 
opposition from the farm sector. 

You can incentivise the growing of oil- 
seeds, for instance. While farmers who 
grow paddy may continue to enjoy MSB 


we can incentivise anyone who wants 
to grow oilseeds, There's a committee 
report which suggests exactly that. I 
dont think you need to take away some- 
thing that someone enjoys in order to 
give to someone who is willing to 
change his behaviour. 


W But isn't that unrealistic? When you 
started liberalisation in industry, vou 
faced substantial opposition from the 
entrenched lobbies. You faced up to 
that opposition, and now the results 
are there for everyone to see, Unless 


. you have the same willingness... 


Why do you assume we don't have that 


willingness? That is not the stage 
we are in. The stage we are in is about 


enhancing public investment in agri- 
culture and enhancing investment in 
infrastructure which supports agricul- 
ture. We are at a very primitive stage, 
where we have to complete irrigation 
projects, restore water bodies, build 
roads, and bring drinking water and 
sanitation. We are at a very early stage of 
reform in the farm sector. Things that 
ought to have been done 10, 12 vears 
ago are being done now. 


E How will you ensure that the 
spending being done will be done 
more efficiently? 

Well, it won't happen overnight, But | 


think there is a rising consciousness | 
among the farming class. We willhaveto | 
ensure that state governments, through | 


whom funds will be channelled, will 
give them to the district administra- 
tions. At the same time, we can also use 
non-governmental public institutions 
to channel these funds. Funds need not 
go through only the state government 
and through DRDAs (District Rural De- 
velopment Authorities). They can go 
through banks, through self-selection 
programmes and through inter-state 
programmes run by the Centre. 

For instance, we have set up a na- 
tional horticulture mission which can 
assume the overall responsibility for de- 
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| veloping horticulture, We also have state 


| idea, and more thought will go into 


co-operative societies, | think there are = 
many ways in which we can ensure that = 
funds will reach the target audience. 


@ One gets the feeling that not j 
enough thought has gone intoit,Has 
there not been enough time? : 
Thought has gone into conceiving the — 


designing the project. We are àt. two 
different stages — concept and design. 
The Budget only lays out the concept. 
The design will be laid out by the - 
Planning Commission. 





Bi Is that why you've laid out Rs 10,000. 
crore for the Planning Commission? 

Rupees 6,000 crore for the Centre and 
Rs 4,000 crore for the state sector. TI 
has not been enough time to 
programmes. We had just 40 days. 


Yes... It's not a new "w brief. I's a newiy 
dusted i brief. The brief was always: 
— it had been gathering dust. 





W Have you gone against the Kelka: 
Committee recommendations? There 
are alot of ad hoc tax measures. Like 
those for tractors... 

Excise on tractors fits in with the new 
deal for agriculture. We may impose ex- 
cise on it after 4-5 years. But today, if it 
can bring greater productivity into agri- 
culture, then why not? It's not for all time 
to come. Taxation is a tool to influence 
behaviour. If I can motivate people to 
buy tractors, then I will do it. 





8 Aren't you making your task harder 
for when you do start simplifying the 
tax structure? 

No. If the ‘tractorisation’ of Indian agri- 
culture takes place significantly, then we 
can bring back the excise on tractors 
down the road. 


E Would you say that you are still 











gent 


committed to the implementation 
of the Kelkar Committee report? 
Well, I know what the Kelkar Com- 
mittee said, I also have a sneak pre- 
view of what the task force is going 
to say, You don't have that advan- 
tage. That report is being submitted 
next week, The task force modifies 
many of the committee recom- 
mendations, Therefore, I need 
to have both before I do compre- 
hensive tax reform. But I have done 
nothing which will go against the fi- 
nal, cooked product of the commit- 
tee and the task force, 


lil Are you being over-optimistic 
on the revenue assumptions side? 
No, Interim Budget figures were 
available in February, We have lived 
with them for over four 
months, Nobody has qu- 
estioned those figures, 


“Indust 
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experience, is 
proactive, out- 
going, engag- 
ing, and who 
seeks invest- 
ment, You need a commiíssion that 
will go and sit with the Tata Sons 
board and spend three hours with 
them. Spend time with GE and 
spend time with the CEO and his 
board. Go to Toyota and tell them: 
"You set up one plant in India; why 
don't you put up a second factory in 
India?' That kind of proactiveness 
can come only from someone ac- 
quainted with business, business 
methods and behaviour, and who 
speaks their language. 





E What about the board for 
reconstruction of PSEs? 
How is it different from 
the disinvestment 


Theyarebasedonhistor- haye matured; they are able to — ministry: — 

ical growth rates plus The Disinvestment 
eat stand on their Own legs... BUt — conmialon nde i 
have simply taken the in- i "?  toothless, and the con- 
terim Budget figure and agricu Itu re has been negl ected cept of disinvesment 
added new taxes plus ar- was raised to a dogma or 


rears of taxes, I have done nothing more. 
It's [arrears] a very large amount, but 
I have taken credit for collecting a very 
small amount. What I am going to col- 
lect are undisputed, recoverable arrears. 
I'm not saying they are easy to collect. 
But they are recorded as undisputed, re- 
coverable arrears, There is no stay 
against them and no court order. 


ll How much are these arrears? 
Quite large, 


ll And how much do you hope to 
recover? 

A tídy sum... l'm not going to reveal my 
cards, I am going to find a way to col- 
lect them. I didn't set a target for my- 
self for VDIS [Voluntary Disclosure of In- 
come Scheme]. Even if I had one, I did- 
n't reveal it, 


@ | hear that there was a far greater 
degree of coordination between the 
finance ministry and the PMO in the 
making of this Budget. 

That's right. The PM is an acknowledged 
economist, and I have got the greatest 
respect for him — he has spent a 


long time on Budgets, 


lll What did you spend the most 

time on? 

Tax and policy proposals, We also went 
through the structure of the speech so as 
to convey clear signals, and not con- 
fused signals, It’s a difficult thing to do. 
You had to present a new deal without 
appearing regressive, 

Please remember, you can't change 
too many numbers in the month of July. 
Ministries have already started spend- 
ing the money. Every Budget made in 
July or August has only been a compro- 
mise budget because there is so little 
time to make and implement one. 


ll What will the new Investment 

Commission do that the FIPB will not? 
The FIPB was supposed to be proactive, 
but we know it was not. The FIPB is 
headed by bureaucrats, and their orien- 
tation is different. They are very good at 
receiving an idea and then acting upon 
it. They are doing a job and will continue 
to do it. The Investment Commission 
will not be headed by a civil servant. You 
need someone who has had business 
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acreed, They started worshipping disin- 
vestment as though it was God. The 
board will be an expert board of young 
professionals who will look at each case 
and say whether it is a case for disinvest- 
ments, reconstruction, or a case for sale. 
So [that] these options [are] available. 


ll But those options were available in 
the disinvestment ministry too... 

All I know is that Arun Shourie was tak- 
ing those decisions, and those decisions 
were driven by the principle of disin- 
vestment for the sake of disinvest- 
ment. They were even attempting to 
disinvest in Neyveli Lignite Corp- 
oration. I was horrified. So I organis- 
ed a major public rally to protest 
against this. Why would anyone even 
entertain the idea? 


E Many would argue that the money 
you are providing to ITI is just more 
money down the drain. 

No. I think people have looked at it — as 
a case where parts of ITI can be saved. If 
the board had been set up, it would have 
taken a look at it... Because there is no 
board, I have taken a look at it. gT 
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The FM's Rope Trick 


New proposals disrupt the move towards a seamless Cenvat 


ASHISH AGGARWAL 


HE finance ministry's Budget 
proposals aren't tuned to the 
Central value added tax (Cen- 
vat). In fact, Finance Minister 
P. Chidambaram has made a 
complicated tax regime even more 
complex. Take, for instance, his much- 
lauded proposal to exempt tractors 
and computers from excise. It was a po- 
litical statement, addressing two very 
different constituencies — that of the 
farmer and the computer user. 

But the proposal has created disrup- 
tions in the taxation chain that threaten 
to derail the country's move towards the 
Cenvat regime. It is an illustration of a 
dangerous trend Chidambaram may 
have set, a return to the era when the 
FM picked and chose exemptions at 
will. When industrialists lined up out- 
side North Block to lobby. When sus- 
pense prevailed, and Budget announce- 
ments meant the world to corporates. 

Under Cenvat, duty is payable only 
on the value added at each level of the 
value chain. Budget '04 has, however, 
struck a discordant note in the move 
towards a seamless Cenvat. Like in the 
case of computers, imports have be- 
come attractive as a result of the ex- 
emption from the countervailing 
duty. Then take tractors. Under Cen- 
vat, manufacturers are allowed to ad- 
just the excise paid on inputs against 
the excise on the final product. Follo- 
wing exemption on the final product, 
the manufacturer will have to bear 
the entire excise paid on inputs. 

This is disadvantageous for 
those who outsource compone- 
nts. And the proposal has bene- 
fitted integrated players. The in- 





dustry will now look for ways to 
avoid this distortion. 
The real benefit of the duty 
cuts would accrue if the Cenvat 
paid on components of tractors 
and computers are either ex- 
empted or refunded. As per the Bud- 
get proposal, exemption from duty is 
restricted only to those components 
of tractors and computers that are 
produced or used as inputs in the 
plant. "(Such) exemption will 

























® Locational and product-related 
exemptions under Cenvat go 
against the principle of extending 
coverage and reducing exempti- 
ons to increase the tax-GDP ratio 


E The textile industry has been 
given the option of exemption 
from Cenvat. This undermines 
the Cenvat regime 


E Giving exemptions as in the 
case of the tractor and computer 
industry brings in arbitrari- 

ness. This is against the 
basic principle of Cen- 
vat. The tax benefits are 
low and unequal 


Bi The definition of input 

services — for which 

Cenvat credit will be 

available against 
manufactured 
goods or services 
— needs to be 
more liberal 
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favour vertically-integrated manufactu- 
rers who make parts in-house, as 
opposed to manufacturers who buy 
components from third parties," says 
S. Mahadevan, executive director, PwC. 
But there is some consolation. The reac- 
tions of the government suggest they 
are willing to address some concerns. 

But another aspect is the area-spe- 
cific exemption which also breaks the 
Cenvat chain. The FM favours continu- 
ation of area-specific exemptions. For 
states other than those in the north-east 
and J&K where such exemptions exist 
(like Uttaranchal and Himachal), they 
will continue for units set up or ex- 
panded on or before 31 March 2007. 

A bold measure announced is a uni- 
fied goods and services VAT regime. Un- 
der this, Cenvat credit will be allowed for 
services used in relation to manufacture 
of the final goods. But an analysis of the 
services that are used in relation to ma- 
nufacture will lead to hair-splitting. 
With rules yet to come, the industry 
hopes the guidelines will be sufficiently 

liberal to result in an effective integra- 
tion into the Cenvat regime. 

Similarly, handlooms and pow- 
erlooms were brought under Cen- 
vat last year. This year, the FM has 
given them an option of exemp- 
tion. If the idea was to give benefits, 
it would have been possible by a 
concessional rate, a subsidy. Or, 
even zero rate, which would have 
ensured they maintain Cenvat 

documentation. 

A decisive move towards a 
seamless Cenvat is needed. And 
the FM has to find a way to pro- 

vide concessions that economics 
or populism demand without dis- 
rupting the Cenvat. n 
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Maharashtra died in April and 
May this year owing to malnu- 
trition. It was the state govern- 
ment itself that made the re- 
port public and the story was prime 
time news till the Budget pushed the 
story off the screens three days later. 

A couple of weeks earlier, there was 
another report, from West Bengal this 
time, that several people had died of 
starvation in a couple of tribal villages. 
Soon thereafter, there was an equally 
grim story from Tamil Nadu that farm- 
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: chi “most 5 500, 200 fair price shops. Yet, large 
dren in five tribal districts of | 





olders through a network of al- 


‘of the group for whom this ex- 
tensive network has been built, specifi- 
cally those who are categorised as BPL 
(below the poverty line) have neither the 
cards nor the wherewithal to buy from 
the shops that sell the subsidised grain. 
Hunger deaths are really not news in 
this country. In recent years, there have 
been increasing reports of people dying 
of starvation in the notorious Kala- 
handi-Bolangir-Koraput belt, in pockets 
of Rajasthan and even in the seemingly 
better off Andhra Pradesh. What makes 
the latest reports startling is that Maha- 
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Persistent starvation 


deaths have put a huge 
question mark over the 
food subsidy programme. 
What is the way out? 


By Latha Jishnu 





rashtra, West Bengal and Tamil Nadu are 
among the better administered states, 
where the PDS is supposed to be func- 
tioning fairly well. 

At a public hearing on hunger held 
in Delhi last year, Nobel economist 
Amartya Sen had warned that hidden 
hunger in this country is more wide- 
spread than it is believed to be, and 
more dangerous than famines. The 
worst off are children: a disgracefully 
high number (over 50 percent) in India 
suffer from malnutrition, double the fig- 
ure for sub-Saharan Africa. 

The irony is that the latest reports of 
hunger deaths come at a time when the 
government says its food bill is so huge 
that it needs to be pruned. The Eco- 
nomic Survey 2003-04 shows the sub- 
sidy burden has increased exponen- 
tially — from Rs 2,450 crore at the 
beginning of the nineties to Rs 27,746 
crore this year. Providing food security 
through buffer stock operations, it com- 
plains, is fiscally unsustainable. 

For one, a quarter of the subsidy is 





351) 


eaten up by the carrying cost. For an- 
other, the storage losses are high. Add to 
this the procurement incidentals, distri- 
bution and administrative costs, and to- 
gether they form a very high proportion 
of the actual cost of the grain. A redesign 
of the food security framework, it says, is 
imperative. 

The rising subsidy is not the only 
problem though. The offtake from the 
PDS is barely a third of what is being 
pumped into the system (see graph). So 
what is going wrong? Is it a case of micro 
deficits against a backdrop of macro 
surpluses? Or is it a clear case of the des- 
titute being unable to buy the sub- 
sidised food? 

Development economist 
Jean Dreze, known for his pio- 





(PUCL) activist Kavita Srivastava and 
human rights lawyer Colin Gonsalves to 
launch the landmark right to food peti- 
tion in the Supreme Court three years 
ago. This was filed at a time when a se- 
ries of hunger deaths were reported 
across the country against a backdrop of 
bulging food stocks with the govern- 


ment. Their dogged campaign 
prompted the Supreme Court to order 
the conversion of eight 


food-based security schemes into enti- 
tlements or rights for the poor. Among 
these, the Antyodaya Anna Yojana and 
the school midday meal scheme (MMS) 
became a special focus because it tack- 


led the worst aspects of the food prob- | 
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lem: starvation deaths and child 
malnutrition. 

Of all these entitlements, Antyo- 
daya, according to Dreze, has emerged 
as “an island of hope in the sea of neglect 
[around the poorest)”. The primary rea- 
son it has worked well is that beneficia- 
ries are identified by gram panchayats 
and gram sabhas. Antyodaya house- 
holds have specíal ration cards and are 
entitled to 35 kg of grain a month at 
highly subsidised prices (Rs 2 per kg for 
wheat and Rs 3 per kg for rice). 

Last year, 2.7 million tonnes of rice 
and 1.74 million tonnes of wheat were 
distributed to 15 million families. This 
year, the subsidy on this scheme will ac- 

count for Rs 3,500 crore of the 
total subsidy of Rs 25,800 
crore that has been allocated 
in the current Budget. The 
Budget provision is sharply 
scaled down from the earlier 
Budget estimate of Rs 27, 746 
crore, 

Chidambaram has sig- 
nalled two things in his Bud- 
get: that he intends to clamp 
down on the food subsidy and 
that there will be no expan- 
sion of the PDS in its present 
form. The alternative that the 

government is toying with is 


Union for Civil Liberties Mme food stamps. According to the 
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Source: Department of Food and Public Distribution 





"This is a ignara of the CMP" 





Jean Dreze, well-known develop- 
ment economist, is as familiar to so- 
cialactivistsas he is to academicians. 
Till recently a professor at the Delhi 
School of Economics, Dreze has done 
pioneering work on hunger and the 


role that public action can play inal- 


leviating the scourge. He is a leading 
figure in the Right to Food campaign 
that was instrumental in forcing the 
government to convert eight food se- 
curity schemes into entitlements. 
Dreze is visiting professor at the 
G.B. Pant Social Science Institute, Al- 
lahabad, but spends much of his 
time in the field. In an interview with 
Latha Jishnu, he speaks of his disap- 
pointment with both the Common 
Minimum Programme (CMP) and 
P Chidambarams Budget. Excerpts 
from the interview conducted before 
and after the Budget. 


W How do you view this so-called 


pro-poor Budget? 

This budget is a betrayal of the CMP. 
Forone, it doesn't include any major 
expansion of budgetary allocations 
for the social sectors in sharp con- 
trast with the rosy promises of the 
CMP For another, the Budget makes 
it clear that the finance ministry is 
going to be tight-fisted for years to 
come ifit has its way. 


E Are you pleased with the 
expansion of the Antyodaya scheme? 


There is no ‘expansion’ of Antyodaya 
beyond what had already been de- 
cided by Jaswant Singh. The earlier 


decision to extend the coverage of - 


Antyodaya to 20 million households 
is itself nothing more than the be- 
lated implementation of a Supreme 
Court order. 





> I would not agree with that. Our 


studies, and those of others, have 
shown that the PDS, like most wel- 
fare programmes, is effective in 
states with a reasonably account- 
able bureaucracy and a well-in- 
formed public. 


E But the PDS has not really 
worked, has it? 

The way you have formulated the 
question gives the impression that 
‘pad delivery’ is a feature of this 
country. It is not. The delivery sys- 
tems, including the PDS, are work- 
ing reasonably well in some states, 
including large parts of south and 
western India. If accountability can 
be restored in the PDS, it can be an 
effective means of protecting 
households against hunger. 


E Would it be better to have a 
system of food stamps? 

It is a different way of organising a 
PDS. For instance, Iraq had an excel- 
lent PDS based on food stamps in 
the early 1990s, which saved mil- 
lions of people from starvation, 
Food stamps have several potential 
advantages, such as fostering com- 
petition among the suppliers and 
making the PDS accessible to mi- 
grant labourers. However, it can be 
derailed, for example, Bur 
vage of fake we 


For the full text 


of the interview, log on to 
www.businessworldindia.com. 
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scheme outlined by the finance minis- 
ter, eligible families will be given their 
monthly quota of food stamps from a 
designated distribution centre and 
these can be used to buy food grains 
from any food shop within the country. 

Not a good idea at all, says N.C. Sax- 
ena, former secretary of the Planning 
Commission. “Stamps will spawn more 
corruption, more bureaucracy and ulti- 
mately end up with the same results. I 
am all for giving cash to the beneficia- 
ries, through money orders or bank 
transfers, instead of starting another 
system that is vulnerable to the same ills 
as the current one — dealers’ cuts, 
bribes, etc.” 

Dreze takes a somewhat more be- 
nign view of food stamps (see ‘This is a 
betrayal of CMP’) because it introduces 
an element of competition, but agrees 
that it could be derailed just as easily as 
the current PDS. After all, how difficult 
would it be to print fake stamps? 

The problem with the PDS is that it 
has become a mechanism for disposing 
of surplus food grains, rather than a tool 
for feeding the hungry. It is this central 
contradiction the new government will 
have to resolve if the subsidy is to serve 
its purpose, which is still open to debate. 

There are many like Dreze and Abhi- 
jit Sen, former JNU professor and now 
Planning Commission member, who 
believe that the PDS must not only stay 
but it should be made more universal 
and effective. Sen, who is in charge of 
agriculture, development policy and fi- 
nancial resources at the Planning Com- 
mission, was earlier chairman of the 
Committee on Long-Term Grain Policy. 
In an interview given at the time, he had 
pointed out that targeting the PDS 
would always be a futile exercise be- 
cause the target would never be right. 
Either it would exclude people who 
should be included or include those 
who should, ideally, be excluded. 

India’s PDS has been improved, tar- 
geted and reformed several times and 
been renamed from PDS to Revamped 
PDS (RPDS) and Targeted PDS (TPDS), 
which is being implemented now. But 
none of these experiments have really 
worked. As Sen said in his report, a tar- 
geting concept is problematic, because 
the whole system involves dealing with 
contingencies that cannot be foreseen. 
Therefore, it would be unwise to pre-se- 





lect the beneficiaries. | 

. . Ttalso makes no sense to have a pol- | 

A icy that says the PDS will be extended | 
~~ only to those who are poor. Take for in- 
stance the southern and the western 
parts of the country. They have more 

^C prosperous states, but these are food- | 
-< deficit states that are known fortheirlow | 
_ _ percapita consumption of cereals. Ifthe | 
-> targeting were to be done solely on the | 
~~ basis of poverty, then this would mean | 
that the PDS supplies to these states go | 
down, despite the need. | 

. Infact, the TPDS is a major reason | 
behindthe mismatch between procure- 
ment and offtake. How does this hap- | 
pen? The system of procurement in- 


-creases food prices in the south and the | 


i 

x west and reduces prices in the north, | 
which 1as the grain surpluses. This | 
igher procurement, but off- | 
cause the main source | 













PDSi is jto iam food "ibn régions oen 
plus to repens of deficit — a purpose 





best served by universal PDS, with a sys- 


| tem that doesn'tallow too much subsidy 


within it. 

Saxena, on the other hand, has come 
a full circle on this. There was a time 
when he subscribed to Sen's views, but 


| now feels that it should be gradually al- 


lowed to die. Instead, he advocates a 
sharply targeted PDS — to fewer num- 
bers, but with a substantially higher per 
capita subsidy. He singles out Food for 


| Work, MMS, Antyodaya and the Inte- 
| grated Child Development Scheme 


(ICDS) as programmes that could be in- 


tensified because a rights-based ap- | 





proach, which improves the access of | 


beena critical mass of takers. 


| the poor to their entitlements have had | 


The crux of the problem on the PDS | 


“Food worth each rupee: received by the 


| isthe procurement of food through the | 
Food Corporation of India (FCD. The | 
PDSis inefficient and prone to leakages. ^ perform hard. manual labour. Idealh 


| citizens should be entitled to nutritious 


intended beneficiaries costs another | 


from the system," points out Saxena. 
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one to two rupees to buy, store and de- | 
liver, dependingon how muchisleaking | he 
| offood for thought. 


"Arre bhai, there is absolutely nothing for us 
citywallahs in this Budget!" 


a positive impact, provided there has : from FCI.” 
























Saxena speaks 
from the vantage 
of having closely 
monitored these 
schemes over the m 
last three years. He was the first com- ` 
missioner appointed by the Supreme 
Court to ensure the compliance ofthe 
states with its order on entitlements, _ 
and has been travelling far and wide to. 
reportontheirimplementation. ^ — 

But his choice for the poor is simply a 
cash. “Directtransfers through the post 
office or select banks is the best for 
weaker states, where fiscal crisis and 
weak infrastructure prevent them from 
drawing additional allocations of food E 


Dreze,. however, will have: none of 
this. Food, he insists, is a basic right. ^1 
a decent society the right to food should 
not be conditional on willingness to 


food without ahy condition." 
Morally, he may be right. And even if 
it adds little to the plate, it leaves f 


"Since politicians 
hardly serve the people, 
can't we device a 
‘disservice’ tax? 








Soon after, the iMac saw light. 











except Jet 


ANJULI BHARGAVA 





T came right towards the end of 
P Chidambarams Budget speech. 
The finance minister said that he 
"proposed to withdraw a few ex- 
emptions that had outlived their 
= utility. One of them was: the tax 
exemption on leasing of aircraft or air- 
craft engines. This would come into ef- 
fect from 1 September 2004. 

That announcement is giving sleep- 
less nights to the CEOs of every airline in 
the country — except one. Barring Jet 
Airways, virtually every player in the in- 
dustry — from the state-owned Indian 
Airlines to the low-cost, no-frills carrier 
Air Deccan — will be hurt by the move. 
Jet remains unaffected because, unlike 
the others, it has moved away from the 
leasing route — and operates primarily 
through its owned aircraft. 

Captain G.R. Gopinath, CEO, Air 
Deccan, is feeling particularly worried. 
He was planning to lease at least five 
new aircraft by the end of the year to ex- 





Eight B 737-800s 
Four to five B 737-700s and B737-800s 


pand his network. The tax on leasing will 
substantially impact his operating costs. 
Fortunately, he had signed leases for 
seven aircraft already, on which the tax 
will not be applicable. 

Not so fortunate is state-owned car- 


riers Indian Airlines (IA) and Alliance 
Air. There is a proposal to lease six A320s 
for IAs winter schedule of 2004, and 
eleven A 319s for Alliance Air (see 
‘Clipped Wings’). The tax will work out 
to around 40 per cent on the invoice 
value of the deals, which could work out 
to an additional cost of Rs 87 crore-88 
crore in a financial year, say IA sources. 
As with most taxes in India, there are 
ways of getting around this particular 
levy too — by signing leases with compa- 
nies in countries where a double taxa- 
tion avoidance treaty exists, or by regis- 
tering the lease in a third country. But IA 
sources say that only private sector com- 
panies can take advantage of these loop- 
holes. IA, since all its deals are subject to 
detailed public scrutiny, can only take 
routes that are legal and transparent. 
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But private companies say that get- 
ting around the leasing tax is not partic- 
ularly easy for them either. Gopinath 
points out that of the seven leases that 
he's recently signed, none are with com- 
panies in countries where such a treaty 
exists. "We will have to find companies 
in countries where such treaties are in 
place. Otherwise, I straightaway suffer a 
loss of 40 per cent on lease rentals." 

He further argues that the procedure 
is cumbersome for the leasing com- 
pany, since it has to file a return in India 
and get a refund. “I will deduct the tax at 
source, he will take a TDS certificate 
from me and file a return and then get a 
refund. Who wants to take an additional 
headache?" Obviously, the tax will have 
to be borne by the airline which is leas- 
ing the aircraft, as the leasing company 
will demand its rental net oftaxes. 

Since leasing is the obvious route for 
new players planning an entry into the 
sector, the removal of the exemption is 
likely to affect the entry plans of low- 
cost carriers, including Vijay Mallya's 





Kingfisher Airline, Royal Airlines (Mod- 
iLuft's new avatar) and AirOne (being set 
up by former IA pilots). 

Even Air-India is hit hard. It had just 
floated a tender to lease eight B 737- 
800s for its new low-cost subsidiary, Air- 
India Express. Besides, Air-India has 
drawn up a detailed plan for capacity 
expansion for itself through the leased 


route. Since the carrier's ambitious fleet | 


expansion plan is still under works, it 
plans to lease two B 747-400s for its 
long- haul routes. Air Sahara, which has 
also been on an aggressive expansion 
plan, was also looking at leasing 4-5 ad- 
ditional B 737-700s and B 737-800s in 
this year — its plans are currently on 
hold due to a recent change in the top 
management of the carrier. 

Whatis bothering the industry is the 
lack of consistency on the issue. As 
Gopinath points out, the exemption 


was given in 1989, withdrawn in 1996-97 | 
(when Chidambaram was the finance | 
minister), reinstated in 2002-03, and has | 
now been removed again. "Who knows | 


what will happen next if the govern- 

ment changes again?" he queries. 
Aviation sources say that Jet Airways 

is the only carrier which will gain from 


Jet, Set, Go: Jet Airways' Naresh Goyal 
is the only one sitting pretty now 








the removal of this exemption. The car- 
rier owns most of its fleet and has been 
expanding through the purchase of air- 
craft. They allege that when Jet was ex- 
panding through the leasing route, 
somehow this tax was not applicable 
and now when Jet owns most of its fleet, 
the tax is back. 

What's worse is that there is another 
ministerial decision on the cards which 
will further hurt the new players in the 
market. Currently, the Directorate Gen- 
eral of Civil Aviation refuses to certify as 


 airworthy any aircraft that is more than 
. 15 years old, and bars their registration. 


Now, there is a move to reduce this age 
to seven years. "This will severely affect 
the cost of leasing. The younger the air- 
craft you lease, the higher the rentals," 
says an [A source. 

While younger aircraft cost less to fly, 
the negatives — higher lease rentals and 
consequently higher tax —far outweigh 
the positives. In any case, leasing works 
out to be the more expensive route to 
follow when expanding one’s capacity. 
"Clubbed with a tax of over 40 per cent 
and the possibility of lowering of the 
age, leasing may well become an unvi- 
able option," says a former Alliance Air 
CMD. Says one source: "Even the issue 
of the age of planes will not affect Jet, 
which has a young fleet, with an average 
age of around 3-4 years." 

Finally, says one Indian Airlines offi- 
cial, even the decision to hike foreign 
equity in the sector from 40 per cent to 
49 per cent may only benefit Jet. Clearly, 
IA and AI cannot get any foreign direct 
equity investment (that would imply di- 
vesting government stake), while Sa- 


. haradoesn't need it and Air Deccan may 


HEMANT MISHRA 


not be able to attract it. “So, who in prac- 
tice can actually gain from this?" asks 
the IA official. As he sees it, Jet has been 
further strengthened with the permis- 
sion to fly to Kathmandu and Colombo 
(on the anvil are Dhaka and, perhaps, 
even Singapore). The winds are cer- 
tainly blowing in Jet's favour. h 
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AST week's Budget an- 

nouncement abolishing ex- 

cise duty or countervailing 
duty for imported products 
brought little cheer to the IT hard- 
ware industry. While the move has 
lowered the price for the end user 
buying a fully imported machine, it 
has not resulted in any benefit to 
domestic manufacturers of PCs 
and components. 

In effect, the move only helps 
Dell, which has promptly cut prices 
across products by 6 per cent. Less 
than 10 per cent of the market buys 
such fully imported machines that 
Dell sells. Ninety per cent of the 
market is dominated by either as- 
sembled or organised players (like 
HCL, Zenith, IBM, Acer, HP), which 
do not benefit from the excise cut in 
any way. 

The assembled market and the 
organised manufacturers in India 
continue to pay 16 per cent excise 
duty on components like keyboard, 
mouse, monitor and motherboard, 
making the PC more expensive 
than a fully imported one. Says Raj 
Saraf, managing director, Zenith 
Computers: “It is an aberration. We 
will not be able to claim the bene- 
fits of Cenvat (Central value added 
taxes).” Adds Deepak Sharma, 
managing director, Powerware 
(South Asia), an IT peripherals firm: 
“The fact that a PC does not work in 
isolation but is part of a package 
that includes peripherals has been 
missed.” The FM, we are told, is 
sympathetic, after the industry met 
him. But will he take any action? Ni 


SHELLEY SINGH 
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An old plan is revived. But 
Will it fare any better this 
time? By Supriya Kurane 


$ OLOMBO would have listened to P. Chi- 
13 dambaram’s latest Budget speech with uncom- 
= mon interest. The part that would have made 
45 them sit up and take notice came towards the 
middle: "[The] government will facilitate the 
$* construction of an International Container 
raihi rhesi Terminal (ICTT) at Vallarpadam in Kochi 
port on build, operate and transfer (BOT) basis.” 
Why should that worry Colombo? Because 40 per cent 
of the total container traffic currently handled by the 
Colombo port is transshipment traffic from India. Last year, 





were loaded on feeder vessels headed for the transshipment 


port (or hub port) of Colombo, where they were reloaded onto | 
mainline vessels for their destination. For Colombo, that | 


translated into business of about Rs 270 crore. When the hub 


port at Vallarpadam comes up close to the international liner | 


routes that Colombo itself feeds, it can wean away more than 
this share of business from the Sri Lankan port. 


Now, Indias intention of setting up its first transshipment | 
terminal is at least a decade old. But earlier attempts at getting | 
the project off the ground had come a cropper. It's only this | 
year, after the concession for development was awarded, that | 
one can say the dream has begun to be realised. And Chi- | 
dambaram' mention was a re-affirmation of the Central gov- | 
| Mumbai and the Chennai port. In the end, the bidding 
| process gave way under the pressure of the controversies. 


ernment’ resolve to see it through completion. 


Port Of Calling 


The Vallarpadam story so far has been nothing short of sensa- 
tional. It started way back in 1991, when the Cochin Port Trust 
(CoPT) prepared the first feasibility report for developing a 
greenfield port at Vallarpadam, on an island opposite Kochi. 
In 2002, when CoPT finally managed to float a request for bids 
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The Vallarpadam transshipment terminal, to come up near this 
port at Kochi, could see India move into the global league 


| after more than a decade of soul-searching, it trawled more 
about 750,000 twenty-foot equivalent units (TEUs) of cargo | 


muck than anything else. 

The idea was to develop the ICTT as a public-private part- 
nership, where the private operator would first modernise the 
existing Rajiv Gandhi Container Terminal (RGCT) at the Kochi 
port in the first phase. In the Rs 2,118-crore second phase, the 
operator would develop the ICTT, maintain it for a concession 
period of 30 years, and then transfer it to the government. 

The overall response was lukewarm the first time around. 
To top that, the intelligence bureaucracy forced CoPT to scrap 
the bid by Hutchison Port Holdings, citing that the Hong 
Kong-based groups contacts with mainland China were too 
close for comfort. The spectre of monopoly was raised to keep 
P&O Ports away from the bidding. The reason: it was already 
operating terminals at the Jawaharlal Nehru (JNP) port near 


The government revitalised the project last year when it 
found that the existing capacities at major ports like JNP fell 
far short of the soaring demand. Ministry of Shipping officials 
were despatched on road shows to Dubai, Singapore and 
Malaysia to showcase Vallarpadam. 

"We realised that the existing conditions were difficult to 
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Keep Cool With Subros 





"The world belongs to the enthusiast who keeps cool" 
William McFee 


—— 
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attract investment, and so we relaxed some of them," says | bility gap fund of Rs 932 crore. 
D.T. Joseph, secretary, shipping. One of the reasons for the | The stickier issue is one of ensuring 
lukewarm response at the first bidding was uncertainty over | competitive tariffs. The shipping min- 
the commercial viability of a hub port near Kochi. istry set the direction earlier this year by 
This time, the private operator was allowed to start devel- | asking the major southern ports of Tuti- 
oping the new port only after managing to push up trafficat | corin, Chennai and Cochin to cut their vessel-related charges 
RGCT from the existing 170,000 TEUs to 400,000 TEUs, orafter | and bring them on par with the rates at Colombo. *On the 
eight years from taking over the concession, whichever hap- | Colombo route, if you are carrying most of the boxes across to 
pened first. The operator was also allowed pay for the costs of | theEast, any detourthatyou make means additional time and 
the existing equipment in instalments. money. Your rates need to be such that this additional detour 
The re-packaging worked. Six players — including heavy | costs can be absorbed,” says Joseph. 
hitters like Maersk, Dubai Ports International (DPI), Port of | 
Singapore Authority and a Punj Lloyd-IL&FS consortium — | Berth Pangs 
evinced interest. Eventually, DPI won the contract. In return, | Despite the Centres best intentions, Vallarpadam faces some 
apart from Rs 40 crore for the equipment, it has to pay an an- | serious worries. Among the lot that's less-than-thrilled at the 
nuallicence fee of Rs9.6 crore anda third ofthe gross revenues | developments, a source at a port development company says 
from the operations. A iint mainline vessels will continue to call at 
DPI-led consortium al- ‘a Chennai other ports like Colombo and Salalah, since 
ready operates a termi- the RGCT has a draught (depth) of only 
nal at the Vizag port. 12.5 metres and that’s what DPI would begin with. 
Hence it's imperative that ICTT be developed before 
traffic goes up at RGCT. 
One possible scenario painted by the nay-sayers: 
DPI runs RGCT for eight years and pulls out before mak- 
ing the large investment in ICTT. An official 
atalarge shipping company points out: 
"The licensee can be at an advan- 
tage if he artificially keeps his vol- 
umes below 400,000 TEUSs for 
the next eight years, after 
which there will be a re-as- 
sessment. He can get away 
with not developing the 
expensive terminal at 
all. [It] will still be 
able to reap hand- 
some profits from 
| operating the ex- 
isting terminal. 
How will this ben- 
efit the country?" 
The biggest 
threat yet comes 
from home. Incred- 
ible as it may sound, 












Investment: Rs 2,118 cr 
Developer: Dubai Ports 
Capacity: 1.5 mn TEUs 
Draught: 14.5 m 







Docking At The Mainland 


Currently, about 70 per cent 
of Indias transshipment 
cargo goes to 
Colombo, which 
has been serving 
Indian exporters 
for the past 15 
years. The other re- 

gional hubs at Singapore and 
Salalah serve the remaining 30 
per cent of Indian transship- 
ment cargo. Once Val- 
larpadam comes up, most of this is expected to shift to the In- 
dian hub port immediately. While competition will be stiff, 
Vallarpadam is expected to offer a definite advantage in costs 
— in terms of both time saved and competitive tariffs. 

A hub port in the country will save exporters up to 3-4 
days. "It will not only help in saving time for all, but especially Colombo 
benefit [textile] exporters from Tirupur, Madurai and Karur,’ 
says Rafeeq Ahmed, president, Federation of Indian Export 
Organisations. For India-bound cargo too, traders would save 
a lot by eliminating one whole step in the transportation 
process — that of unloading at Colombo, reloading on feeder 
vessels, and then carting the cargo to an Indian port. while Vallarpadam was 

Some traderson the east coast of India may still find it cost- being planned, the state gov- 
effective to go through Colombo, given the comparatively | ernment of Kerala was working on another hub port just 
steep inland transport rates in India. That, and more, is what | 30kmsouth of Kochi, atVizhinjam. It even invited expressions 
the Central government needs to address now. Since Val- | ofinterest in 1999 for developing this natural harbour, which 
larpadam is an island, a connection to the mainland needsto | currently enjoys the status of a minor port. It received 10 ex- 
be worked out first. CoPT has come up with an innovative | pressions of interest for the Rs 2500-crore project. The final 
scheme to fund the bridges: it would reclaim some land from | round of bidding is expected to start at the end of July. 
the backwaters owned by it, sell it, and use the proceeds to | Even Joseph is sceptical about the prospects. "There just 
build the bridges. The National Highway Authority ofIndia, on | isn't enough scope for two hub ports in the area," he says. But 
its part, has done a feasibility report for linking the portto | the state government is adamant about carrying on. For the 
highways. The Container Corporation of India, an Indian Rail- | moment, Vallarpadam seems to be ahead in the race. 
ways subsidiary, will ensure rail connectivity. To back up | Its a race of political endurance. And eight years is a pretty 
this whole process, the Central government has pledged avia- | longtime — especially in politics. Chidambaram will agree. li 










Investment: Rs 2,500 cr 
Developer: To be decided 
Draught: 16 m 














Vallarpadam 
Vizhinjam 











Investment: P&O Ports, - 
Sri Lanka government. 
Capacity: 1.7 mn TEUs 

Draught: 15 m 


Note: TEU = twenty-foot equivalent unit 
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PAX 2003's study confirms CNN's position as the PAX 2003 confirms CNN's lead 
leading international news channel among Top 

Management and Business Decision Makers. The = CNN BBC World m CNBC 

same finding also reveals that CNN viewers are 47% 

highly affluent consumers, with impressive 


purchasing power. 
Source: Synovate - PAX Survey 2003 (Jan - Dec'03) 
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it work 


Clues from the world's 
experience with the 
securities transaction tax 


ASHISH AGGARWAL 
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HE transaction tax is working in many coun- 
tries — developed and developing. And 
across the world, bonds are taxed at a lower 
rate, or are exempt. But the issue of whether 
the securities transaction tax (STT) is a good 
idea is still hotly debated. 

In recent years, some countries have lowered or 
eliminated their STTs. For example, Sweden and Fin- 
land experimented with STTs before eliminating 
them in the early 1990s. Germany abolished the stock 
turnover tax and the tax on bills and notes in 1991. Japan 
eliminated it in April 1999. Recently, Pakistan introduces 
per cent transaction tax on equities, and brokers are fum 

One of the reasons for the STT’s failure has been its ni 





application. For instance, in Sweden, the tax did not apply to 


domestic trades conducted through foreign brokerage firms. 
And in the UK, the debate against the stamp tax continues, 
one reason being that the tax is not applicable to derivatives. 

In the US, the Securities Exchange Commission (SEC) col- 
lects a tax of 0.0033 per cent. Plus, there is a 0.034 per cent fee. 
According the latest study from New York Universtiy and Stan- 
ford, an STT would make the New York exchange less liquid. 

But the FM has good reasons for introducing the tax. From 
his point of view, it is a classic win-win opportunity. It will ei- 
ther reduce excessive financial speculation, or it will generate 
a large amount of government revenue. And the taxes will be 
collected efficiently. 

The day trader's genuine concerns could be tackled by 
working on the tax rates. The tax rate balances the twin con- 
cerns of reducing excessive financial speculation and increas- 
ing government revenue. An interesting take from the UK is 
that the tax there is on registration of security. So one could 
have a lower rate for purchase (for example, 0.05 per cent) and 
an additional tax on delivery (for example, 0.10 per cent). 


TRANSACTION - 


TAX GLOBALLY 


-UNITED KINGDOM 

. Stamp duty — 
` (Buyer pays) ; 

Stock: 0.5096. 

s Bond: Non-taxabh 

o (Buyer pays) 

E Stock: 0. 50% 


Bond: 0.07% : 


INDONESIA - 
Seller pays 0. 10% = 








‘in 2001 proposed : an extensive STT system. It made EWO 


| important points. One, the tax should cover all markets — eq- 
' uities, derivatives and bonds. Two, it qualifies the above by 


saying that the rate should vary according to the transaction 
cost for each security. Equity, they suggest, should be at 0.25 
per cent (paid by both buyer and seller); bonds at 0.01 per cent 
each year until maturity; futures at 0.02 per cent of the no- 
tional value of underlying asset; options at 0.5 per cent of the 
premium paid for the option; and interest rate swaps at 0.02 
per cent each year until maturity of the swap agreement. 

In India, for delivery-based trades, the cost is about 0.50 
per cent. In case of day trades, it is based on volumes. Some- 


| one who trades Rs 1 crore in a day would pay Rs 1,500-2,000. 
, That is 0.02 per cent. The cost varies in F&O and bonds too. 


In the bond markets there are six major brokers. Legally, 


| they need to report each and every trade they do in the bond 


market to the NSE Wholesale Dealer Market. (Bank-to-bank 
trades go through NDS, the RBI's screen based system.) The 
tax would encourage the brokers to stay away from the NSE's 


: system. If this happens, the price discovery will suffer. 


It’s time the brokers and the FM did lunch. a 
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M. RAJSHEKHAR 
“Ishall now deal with the most challeng- 
ingtax problem that I faced last year. This 
relates to the textile sector." 
— P. Chidambaram, while presenting 
the 2004-05 Budget. 


N the minutes that followed this 
statement, as the Indian finance 
minister rattled off a series of mea- 
sures, the Indian cotton industry's 
grin became wider and wider. The 
excise duty on man-made and 
polyester filament yarn wasnt being 
touched (it would remain at 16 per cent 
and 24 per cent, respectively); excise 
duty on other synthetic and artificial fil- 
ament yarns was being upped to 16 per 
cent; Cenvat would not be mandatory 
any longer; the customs duty on speci- 
fied textile machinery and specified gar- 
ment making machinery was being re- 
duced to 5 per cent; the additional 
excise duties were being removed... 

Among these, there were two really 
big announcements — Cenvat, and the 
continuation of duties on man-made fi- 
bres. India's textile industry is deeply 
fragmented, with hardly any company 
straddling the entire value chain — yarn 
to fabric to garment. 

This is the result of government poli- 
cies that penalised large companies to 
protect the small-scale sector. As a re- 
sult, in the absence of a level playing 
field, with everything from excise to the 
tariff structure loaded against them, the 
large companies have struggled and 
slowly sickened. To resurrect the indus- 
try, by doing away with these distorti- 
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ons, an unbroken Cenvat 
chain was first intro- 
duced in the last Budget 
on all yarns, including 
those manufactured by 
the powerloom sector. 

And then, on the 8th 
of July, Chidambaram made Cenvat op- 
tional. From now on, every manu- 
facturer, be it handloom, powerloom or 
composite mill, can choose between 
Cenvat and complete exemption. Un- 
der the latter, no taxes would be levied at 
all. Why did he do that? 

It was part political expediency, part 
canniness. According to a senior man- 
darin in the ministry of textiles, the un- 
organised industry, especially from the 
South (Erode, Salem, Karur and Coim- 
batore), has been vocally opposing the 
imposition of Cenvat. The DMK (a con- 
stituent of the UPA) has been backing 
the protests. It even promised in its ele- 
ction manifesto that Cenvat would not 
come through. But to revoke Cenvat 
would be to regress, to promote the 
small-scale industry (SSI) at the cost of 
the organised sector once more. 

Now, examine what the FM has 
done. One, by making Cenvat optional, 
he has retained the level playing field. 
From now on, all companies, regardless 
of size, processes or machinery, will pay 
the same duties. 

Two, he hopes to slowly push com- 
panies towards Cenvat by making it as 
attractive as possible. Take a garment 
manufacturer who primarily produces 
either blended stuff or non-cotton gar- 
ments. Under Cenvat, his final duty will 
be8 percent, while he can take credit for 
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To Cenvat or not?: A textile factory in Ludhiana 
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A canny move == 


Why Chidambaram decided to 
make Cenvat optional 





duties paid earlier on raw materials 
such as man-made filament yarns. In 
contrast, a company that has opted for 
complete exemption has to carry the 
full weight of the duty already paid by its 
suppliers — 16 per cent for man-made 
staple fibre, 24 per cent for polyester fila- 
ment yarn, and another 16 per cent for 
any other man-made filament yarn. So 
for any player who is using a significant 
amount of man-made fibres or yarn as 
his raw material, Cenvat makes much 
more sense. 

Now for the bad news. Take the high 
duties on man-made fibres, which have 
been left untouched. The downsides are 
obvious. Because of the high prices of 
polyester-based fabrics in India, the 
country continues to be a predomi- 
nantly cotton market. Globally, how- 
ever, man-made fibres dominate the 
textile market. This is where the high 
excise rates will hurt India’s global 
chances. Due to the lack of competitive- 
ness in the domestic market, manufac- 
turers have not invested in scale, which 
they could have leveraged if they 
wanted to look at markets outside India. 
“We are hurting our global prospects for 
the sake of the domestic market,” says 
retail consultant Devangshu Datta. 

Ideally, the government's policy 
would be fabric-neutral. Just as it is 
process- and scale-neutral today. D 
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GAURI KAMATH © 
N April 2000, we identified a clutch 
of Indian pharmaceutical compa- 
nies that had designs on the US 
off-patent drugs market the 
world's largest at $18 billion. 
Blockbuster drugs patented to 
multinationals two decades earlier were 
reaching the end of their patent tenure 
in the US and even western Europe. 


Leading Indian companies — with their | 
| Drug Chase’, BW, 10 April 2000), only the 


low-cost manufacturing and reverse en- 


I, so good. 


gineering skills — were poised to make | 


the most of this by launching cheaper 
but legitimate copies of patent-expired 


drugs. This would help them reduce | 
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their dependence on the domestic mar- 
ket, which would see a product patent 
regime in place, preventing copying of 
patented drugs, from 1 January 2005. 


surfed this wave of blockbuster patent 


expiries with equal success. But we de- | 


cided to do a reality check. 


The analysis was revealing. Among ` 


the six leading companies that had am- 
bitious blueprints in 2000 (See "The Big 


Delhi-based Ranbaxy Laboratories and 
Hyderabad-based Dr. Reddy's Labora- 
tories (by virtue of its merger with 
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Only two Indian 
companies have 
milked the first 
wave of patent 
expiries in the 
US drug market. 
But the others 
are gearing up 


kind of success that turns heads and 
spawns wannabes. (See 'How They 
Stack Up’ and ‘Exporting Success’) Of 


| the two, Ranbaxy is far ahead. It has 
Four years later, it is tempting to as- | 
sume that all leading companies have. 


quadrupled its sales with exports dri- 
vingits growth. It is now twice as large as 
its nearest competitors — Dr. Reddy's 
and Cipla. Both these companies have 
doubled sales, but Cipla is still depen- 
dent on domestic business. 

Cipla, Lupin, Sun Pharma and 
Wockhardt also had big plans. But their 
ramp-up has been slower. A numberof _ 
reasons such as the wrong choice ofal- - 
liance partners, longer turnaround 


_ times for their investments, even a failed 
Cheminor Drugs) have achieved the | 


legal battle with an innovator, and sim- 
ply a delayed start can account for this 
laxity. (See ‘Intent vs Action.) 

What worked for Ranbaxy is its abil- 
ity to spot the opportunity early on. It 
entered the US in the mid-1990s, when 
most Indian companies were content 
with the Indian market, which was then 
growing at double-digit rates. Ranbaxy 
then bled for a number of years in the 
US in order to set up a robust distribu- 
tion network there. It invested aggres- 
sively in generics research to ramp up 
its product approvals year on year, and 
to understand the regulatory affairs of 
that market. The result: by the time the 
generics opportunity took off, Ranbaxy 
was well-positioned to lap it up. 

Thanks to investments in its own 
distribution presence, it did not have to 
split revenues or profits with partners. It 
had a core basket of stable products. At 
the same time it also launched some 
patent challenges, for instance, it cir- 
cumvented some key patents on Glaxo- 
SmithKline's major antibiotic Ceftin to 
develop its own generic. It won that bat- 





tle against Glaxo in court, 
and was the only generic 
for several months, effec- 
tively splitting the $400- 
million market with the 
innovator. 

Dr. Reddy's moved 
later than Ranbaxy and 
focused its energies on 
finding loopholes in in- 
novator patents and ex- 
ploiting them. One early 
win against Eli Lilly on 
the $3-billion anti-de- 
pressant Prozac changed 
the complexion ofits rev- 
enues and profits. But it also lost some 
— key law suits, putting pressure on its 

profits. Dr. Reddy' has leveraged its un- 

derstanding of the US patent system 
`- well, but with investments in innovative 
`- products its making sure that this is not 
- the only arrow in its quiver. It initially 
..chose to partner with companies to 
: its drug, but now plans to have 
| sales and distribution presence 
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3 À INTENT VS ACTION 
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/*2004-08. Cipla has chosen nat to file its own ANDAs, but relies on partners to do so 
ANDA: Abbreviated New Drug Application 


The others are gearing up too. Cipla, 


for instance, has lined up partnerships | 
for well over 50 products with American - 
drug-makers like Ivax, Watson and Mor- | 
ton Grove. Lupin is making a parallel | 
foray into high-value branded generics | 
and Wockhardt has ramped up its | 
generics filings and set up itsownarmin | 
the US. | | 

The year 2005 could see a lull in | 
patent expiries, with just $8 billion | 
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worth of drugs losing 
protection in the US. But 
in 2006, patent expiries 
will peak again. Drugs 
worth $17 billion are ex- 
pected to go generic in 
that year, and that is in 
the US alone. (Of course, 


















To be 


case of à win are unpre- 


it, the five frontline In- 


_ dian pharma companies are well-posi- - 
tioned to grow at a faster clip. They've 


got their research and manufacturingin 
place, and partnerships sewn up. 

But in the meantime, the market is 
getting increasingly competitive. Many 
more companies from within and out- 
side India are eyeing the US generics 
pie. Things are going to get tougher for 
Indias leading lights. But that's a story 


for another day. 8 
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The 
fruition 
of an idea 
depends 
on its 
innate 
strength, 
the 
attention 
it gets 
and how 
much it 
is acted 
upon 








ANY of us wonder if ideas 
have a life of their own. Why 
isitthat some ideas replicate 
themselves and others die? 
Is there a similarity between 
how ideas live and how genes survive? In the 
last decade-and-a-half, significant bodies of 
work have emerged on the subject that ideas 
are like living things. The surge in this thinking 
came after British anthropologist Richard 


Dawkins published The Selfish Gene. Subse- | 


quently, Susan Blackmore wrote The Meme 
Machine. The latter is a seminal piece that 
dwells on memetics. Just as genes are the sub- 
jects of study in genetics, meme is the subject of 
study in memetics. 

The term ‘meme’ is Greek; it is the essence 
ofareplicable idea. Just as the purpose of a gene 
is to replicate itself, so is the purpose ofa meme. 
Yet, its continuity depends on many factors. As 
with genes, a strong meme cancels a weak one. 

Memes travel over time and space. Consi- 
der ghosts. Across civilisations, people have be- 
lieved in ghosts or in some form of life after 
death. It is a meme that has survived. Even 
religions are memes. While genes are passed on 
vertically (from parent to child), memes can be 
transmitted both vertically and horizontally (as 
between peers, friends and contemporaries). 

Take the world of technology — think of the 
concept of an Internet browser as an idea that 
originated in somebody's head. From there, it 
replicated itself as Netscape Navigator, and be- 
came a commercially valuable concept. But a 
time came when another meme called Micro- 
soft Explorer challenged it and became the rul- 
ing standard — just the way a strong gene 
would cancel a weak one. 

In The Tipping Point, Malcolm Gladwell 
talks about the television show Sesame Street as 
a great example of an idea that has a life of its 
own. It started as a concept in someones head, 
and became commercially interesting because 
it figured out that attention must precede any 
learning process. This simple concept led to the 
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Tracing the life 
of an idea 





sustained success of a television serial that is 
most watched by pre-school children. 

Organisations are people bound together 
by memes. If you look at any active organisa- 
tion carefully, you will realise it represents not 
just an idea, but possibly an idea of ideas. 
Hence, an organisation may be called a meme- 
plex, made up ofits own mission, vision, values, 
myths and ways of working. When the memes 
governing its social contracts weaken, 
employees and customers unsubscribe to the 
memeplex. This can lead to the organisation 
morphing into something unintended, or to it 
withering away. 

The impact-making capability of a meme 
depends on three things: its innate strength, 
the attention it gets and how much it is acted 
upon. Think of the non-violence movement. 
The concept of satyagraha was a meme. It was 
inherently potent. But ideas live in the atten- 
tion people pay to them. Given attention, an 
idea can rapidly replicate, as did satyagraha. 
Why people do or do not pay attention to an 
idea is an interesting subject of study. Thomas 
Davenport, an authority on knowledge ma- 
nagement, deals with it in The Attention Econo- 
my. But attention alone is not enough. Much 
depends on the action generated around it. 

Sometimes in history we see an idea whose 
time has come. The idea reaches a point at 
which it becomes viral. This is called the tipping 
point of an idea, beyond which there is no 
stopping the idea; it almost becomes an epide- 
mic. Gladwell illustrates this in The Tipping 
Point. He brings forth the concept of the power 
of the few, and shows how the theory of six 
degrees of separation works in the real world. 
He illustrates, through real examples, how 20 
per cent of people control the outcome in 80 
per cent ofthe situations. 

The Meme Machine, The Attention Economy 
and The Tipping Point are books that have im- 
pacted me deeply in recent times. I recomme- 
nd these books to leaders who have a transfor- 
mationaltaskaheadintheirorganisations. Wi 





Enjoy THE PRESSURES OF BEING IN MUMBAI. 


setings, schedules, deadlines and of course, interminable traffic jams. If that’s the pressure you usually 
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_ AMN! The finance minister 
- hasn't put any money in your 
hand. But that is if you cant 
get your taxable income be- 
low Rs 1 lakh. So, you have to 
make your money work har- 
Luder. Where can you earn above-inflation 
returns? Only in equities and real estate. 
The FM is encouraging you to invest in 
equities, But before that, the bad news... 


Higher Costs 

The 2 per cent cess applies to almost 
everything — income tax, excise duties, 
customs duties and service tax. It will | 
burn a hole in your pocket. Factor in the 
cess, and the service tax will go up from 
8 per cent to 10.2 per cent. And 11 more 
.. Services have been added. Next year, ex- 
. pect the scope of service tax to widen. 

: There are two fallouts of the service 
^ tax. First, as consumer, you will pay 
. more as the service providers will try to 
pass on the tax to you. Of course, if you 
are a businessman you may say that it 
won't be easy to pass on the tax to cus- 
tomers. That brings us to the second 
fallout: businessmen would have to 
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bear the tax from their profits fora while. 


Eye The Equities 


This is the best part. The FM has aboli- 
shed long-term capital gains tax on equ- 
ities. This is more than what Jaswant 
Singh did last year, exempting long- 
term capital gains tax on BSE 500 scrips 
bought between 1 April 2003 and 31 
March 2004. Chidambaram has taken 
offall these riders. So if you are sitting on 
10,000 L&T shares bought at Rs 60 ages 
ago, and sell them at the current trading 
price of Rs 750, you don't have to pay tax. 
That's a saving of Rs 6,90,000. It holds 
true even if the scrip is not part of the 
BSE 500 — it only has to be listed. 

The FM has also reduced short-term 
capital gains tax. If you sell your share 
within a year of purchase then, instead 
ofup to 30 per cent tax on profit, you pay 
only 10 percent. So theonly tax you now 
payis0.15percenton the value at which 
you buy shares. You have to pay this tax 
irrespective of whether you make profits 
or losses. So sharpen your investment 
skills. And ask your HR manager or your 
CFO when the next ESOPs are being of- 
fered. That's because ESOPs have be- 


come attractive from a tax point of view 


Make the fine print work for you 
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because of the tax-friendly regime for 
capital gains. 


Mutual Funds: Think Out Of The Box 


A mutual fund offering called Fund of 
Funds (FoFs) looks attractive. Most peo- 
ple are used to investing in more than 
one mutual fund scheme, and then re- 

balancing their portfolio. Here is how 
FoF can work better for you. It invests in 

a basket of fund schemes, and keeps 

buying and selling different units to get 

you the best returns. The sale and pur- 

chase done by FoF is taxed as business 

income, not capital gains. You will see a 

variety of FoFsin the coming days. How- 

ever, you will incur capital gains tax 
while exiting a FoE Soin the case of equ- 

ity-oriented FoE go for the dividend op- 

tion as it will be tax-free. 


Consider Real Estate 


Property is the other area where you can 
create wealth. You may want something 
like 200-sq. ft shop space in a prime lo- 
cality, going at Rs 8,000-Rs 9,000 per sq. 
ft to let out to a bank for an ATM. Top 
banks would pay Rs 100-Rs 120 per sq. ft 
for the lease — a yield of about 11 per 
cent (7.7 per cent tax-free), if not more. 


Fixed Income Investment 


Chidambaram has done away with the 
6.5 per cent tax-free RBI bonds. This is 


Chidambaram 
has made life 
more expensive, 
but he has also 
encouraged 
you to create 

, wealth in 

|! stock markets 
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Keeping the effective tax rate 
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bad news for people in the 30-per cent 
tax bracket. What you could do now is 
invest in the 8-per cent taxable bond. 
Which means a post-tax return of 5.6 
per cent for people in the 30- per cent tax 
bracket, Inflation has breached 6 per 
cent. 5o PPF continues to be attractive 
with an 8 per cent tax-free return. 


Strip Dividend And Bonus 


The changed rules are only for units — 
not for equity shares. So if you had 
bought Infosys and Wipro before the 
bonus date and incur a short-term capi- 
tal loss by selling the original units three 
months after the bonus record date, vou 
can still set it off against your short-term 
capital gains. If you bought infy, for in- 
stance, at Rs 5,500 on 28 fune 2004 
(bonus record date was 2 July) and sell it 
after 2 October (on completion of three 
months), you can set off the short-term 
loss against any short-term gains. Infy is 
currently trading at Rs 1,380. 

But the door has been closed on mu- 
tual funds, for both dividend and bonus 
stripping. 5o if vou buy units three 
months before the bonus issue date and 
sell the original units within nine 
months, any loss incurred will be con- 
sidered as cost of bonus units. You can- 
not set off the loss. 








Tax Department Gets High-handed 


With a new provision, Section 277A, a 
person can be sent to jail fora period be 
tween three months and three vears, 
even before tax evasion is established. 
Experts have been quick to point out 
that no punishment can be enforced 
without proving the guilt. Hopefully, the 
FM will clarify. 








Log On To File Returns 


If all goes well, salaried people will file tax 
returns online from next year. Chidam- 
baram has provided that from next year, 
assessees will not have to attach the TDS 
certificate. The credit for TDS will be 
automatically given, as the employer 
will submit your PAN details with 
































BROWSING 


B. Muthuraman 
MD, Tata Steel 


Iread two or three books simultane- 
ously. The book that I am really enjoy- 
ing nowis Noel Tichys LEADERSHIP 
ENGINE. Tichy used to teach at GE's 
Croton Ville School. The book is 
about the characteristics of leaders 
and how leadership charges an or- 
ganisation. The other book is Lowell 
Bryan's Race For The World. It is about 
strategies to build a global organisa- 
tion, very relevant to Tata Steel's cur- 
rent plans. I am also browsing 
through Ground Rules, a book on fa- 
mous cricket grounds, because I am a 
cricket fanatic. 

In my younger days, I used to read 
alot of Ayn Rand; Atlas Shrugged is 
my all-time favourite. Then there was 
Somerset Maugham and PG. Wode- 
house, apart from biographies. Sadly, 
those days are over for me. Now I read 
less enjoyable but more useful books, 


based on what I need to learn. p» 
ALERT 
Speak Right For A Call Centre Job 
by Arjun Raina (Penguin Books) 








IN the call centre busi- 
ness, the best parts of 
the speech are not the 
pauses. The goal of the 
work is: sell it to her 
before she hangs up. 
The author, an ac- 
tor and accent consultant, shows 
you the right approach, customer 
service attitude and grammar 
skills to become an effective call 
centre communicator. The book 
covers it all, with American and 
English nuances. dt 
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On the face 


BIBEK DEBROY 


HY another book on glob- 
alisation? I can do no bet- 
ter than quote from the 
preface of In Defense of 
Globalization: “There are 
evidently many who think 
that globalisation may be economically 
benign... but that it is also socially 
malign, that it diminishes, not enhan- 
ces, the war on poverty, the assault on 
gender discrimination.... But then, their 
pro-globalisation opponents who 
refuse to buckle under this assault also 
fail to produce a concerted and total 
defense, based on.a systematic exami- 
nation of these contentions and con- 
cerns that builds up to a vision of the 
global system that is profoundly 
more optimistic, yet sug- 
gests ways to make this 
globalisation even better... 

“The notion that glob- 
alisation needs a human 
face — a staple of popular 
rhetoric that has become a 
dangerous cliché — is 
wrong. It raises a false 
alarm. Globalisation has a 
human face, but we can 
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Globalization 





make that face yet more agreeable.” 

Who, other than Jagdish Bhagwati, 
could have formulated this concerted 
defence of globalisation? Bhagwati’s po- 
sition on protectionism and globalisa- 
tion, and even his style of writing, is fa- 
miliar territory. But in this book, in his 
tongue-in-cheek style of writing, he has 
surpassed his own standards. 

Bhagwati has been adviser to the UN 
secretary general, and he says (with 
some conceit) that: "Kofi Annan now 
seems to lean more towards the view 
that globalisation is part of the solution, 
not part of the problem, but that we do 
need institutional changes and support 
mechanisms to smooth out its occa- 
sional rough edges." 

Apart from a brief concluding chap- 

ter, the book has four 


IN DEFENSE OF 
GLOBALIZATION 


By Jagdish Bhagwati 
Oxford University 
Press 

Pages: 308; 


Special price: Rs 445 


This deadly sin of 


YEAR ago, this magazine reviewed 

a book called Marketing Insights 

From A to Z. It wasnt mind-blow- 

ing stuff, we said. If anything, 

the author, Philip Kotler, appeared to 

have oversimplified marketing for 

these hyper-competitive times. Unfor- 

tunately, that isa comment that can eas- 

ily be extended to his newest book as 

well, Ten Deadly Marketing Sins (John 
Wiley; 152 pages; $19.95). 

Consider this. According to Kotler, 

the 10 deadly sins are: a company is not 

sufficiently market-focused and cus- 
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tomer-driven; it doesn’t fully under- 
stand its target customers; it needs to 
better define and monitor its competi- 
tors; it hasn't properly managed its 
relationships with its stakeholders; it is 
not good at finding new opportunities; 
its marketing plans and planning 
process are deficient; its product and 
service policies need tightening; its 
brand building and communication 
skills are weak; it is not organised 
enough to carry on effective and effi- 
cient marketing; and, finally, it has not 
made maximum use of technology. 








JAGDISH BHAGWATI is a well- 

^known trade economist who 

< teaches at Columbia Univer- 
sity. The author of over 45 
books, Bhagwati is senior 
fellow in international eco- 
nomics at the Council on 
Foreign Relations. He also 
was a special adviser to the 
UN on globalisation 
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parts.” The first partis on coping with the 
. anti-globalisation movement and un- 
_derstanding its concerns. There is a rich 
` chapter on how to harness the NGO 
E movement to improve global public 
x ice and thus, improve out- 
ba alisation. The second part 









Y an ice. aid argues that con- 
E Hiis c ipta There 


m wages and labour standards, environ- 


ment and rapacious multinational cor- 
porations. The third part covers cross- — 


- border capital flows (primarily of the 
- short-term variety) and cross-border 
labour flows. The fourth part addresses 
-the more constructive agenda of mak- 
ing globalisation work better through - 
- institutions of governance, coping with 
‘downsides, accelerating the achieve- 


MM ava. 


ur, women, democracy, culture, | 





E 


——— — nmas 





ment of the social agenda, 
and managing transitions. 
How does one make glo- 
balisation work better? Bha- 
gwati suggests a 'policy tri- 
pod. First, accept that 


face, instead of disbelieving 
it. This has a mindset angle 
hens one then attempts to enhance 


the benign effects. As examples, he | 


points to social agendas like labour sta- 
ndards where generalised application of 
trade sanctions or denial of market ac- 


. cess often have adverse effects, 


Second, he suggests institutional 


mechanisms that help to protect | 








oversimplification 


How many blinding epiphanies did you 
have while reading all this? 

Thatis the whole problem. Yes, these 
are confusing times for marketers. Old 
tacks like USPs and 
positioning arent 
working anymore. 

Expensively main- 
tained brands are 
proving to be vul- 
nerable when fac- 
ed by low-cost al- 
ternatives — be 
they from smal- 





— 


| At one end, there are academics like | 


ler companies in countries like India, or | 


the in-store brands of US retailers, to 
take just one concern. Books like this, 
instead of answering these questions 
decisively, oversimplify the problems. 
There are two things to be said here. 
One, no one disputes that traditional 
marketing methods aren't working any 
longer. Even Kotler acknowledges as 
much in the book. Moving from there, 
however, it appears that there is a split in 
the ranks of marketing thinkers over 


what can be done to fix things up again. | 
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globalisation has a human | 






BOOKMARK 


against the occasional downsides of 
globalisation. Most people assume this 
means international institutions and 
provision of what are called global pub- 
lic goods. However, Bhagwati has mis- 
givings about international public 
‘bads’ masquerading as public ‘goods. 
| Instead, he advocates internal institu- 
| tional mechanisms spliced with inter- 
| national development agencies and 
| rich-country donors. 
| The third element is about better 
| managment of the transition to globali- 
sation. One can legitimately argue that. 
the discussion in this section could. 
have been richer. Bhagwati says that 
much of the hostility actually stems — 
from the speed of globalisa- 
tion and the absence of in- 
stitutional mechanisms to 
smoothen the transition. 
The speed of transition of- 
ten becomes maximal 
rather than optimal. 

There is no way [can 
fully summarise this book. 
Just read it. 
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Bibek Debroy is director, 
Rajiv Gandhi Institute for 
Contemporary Studies 





| Daniel Kahneman and Harvard's Gerald 
| Zaltman. The latter insists that most 
marketing theory is gobbledygook 
with little or no mooring in science, and 
| thus doomed anyway. How can one, he 
| says, try to sell to today's consumers 
| without understanding how the brain 
processes messages. And then, at the 
| other end, there are gurus like Kotler 
| and Ries who insist that traditional mar- 
keting works. It is just that companies 
are not implementing it properly, 
Hence, their focus on the basics. 
Nothing wrong with that, of course. 
| Maybe neophyte marketers and stu- 
| dents of marketing will find this book 
| useful. But, ifyouaremoreexperienced, — 
|! look elsewhere for answers. Ba - 
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P" HAT is PURA? If you haven't followed 


tion, you have every reason to ask. 

This delicious acronym stands for 

Provision of Rural Amenities in Ur- 
ban A Aras, whatever that might mean. The promise oc- 
curs in the context of additional gross budgetary support 
of Rs 10,000 crore offered to the Plan and the further 
promise that the “poor will have a first charge” on all Plan 
funds that Planning Commission will reallocate. But con- 
trary to the National Common Minimum Programme 
(NCMP) and the supposed electoral mandate of the 
United Progressive Alliance (UPA), the poor don't have a 
first charge on all government expenditure. 

Economic Survey 2003-04 
shows there were 18.7 million 
people working in the public 
sector against a total labour 
force of 363.33 million in 1999- 
2000. Presumably, the poor are 
outside the public sector en- 

terprises (PSE) labour force, if 
not outside the total labour 
force of the country. Yet the fi- 
nance minister has seen it fit to 
. provide Rs 14,194 crore as eq- 
uity support to Central PSEs 
and Rs 2,132 crore as loans, in- 
cluding a restructuring pack- 
age for Hindustan Antibiotics 
Limited and Indian Telephone 
Industries. Of the equity sup- 
port, the Railways will eat up 
almost Rs 7,000 crore. 

Barring reallocation and rationalisation, courtesy the 
Planning Commission, there is little the Budget has on 








improving efficiency of public expenditure. The token ref- 


erence to subsidy targeting and food stamps are hardly 
significant. This Budget speaks of things like the Rural In- 
frastructure Development Fund, an investment commis- 
sion, the National Manufacturing Competitiveness 
Council and the Board for Reconstruction of Public Sector 
Enterprises, among others. Had commissions and com- 
mittees been the answer to improving efficiency of public 
expenditure or better outcomes in physical and social in- 
frastructure, Mr P Chidambaram wouldn't have had to 
harp on the Millennium Development Goals yet again. 
According to the Budget estimates for 2004-05, Rs 163,720 
crore will be the Central Plan outlay. That's Rs 1 e per 
year for each Indian citizen. 

Unfortunately, NCMP and, now UPAs Budget, equate 
social welfare with increased expenditure and a larger 
number of government employees. Expenditure Budget 
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the Budget speech with rapt atten- - 





A large part of the seemingly 
charitable budgetary 
allocations may not reach 
where it's intended to 
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Vol.1 estimates ;the namber of Ceniral govetnment em- . 
ployees to increase by 141,589 between March 2003 and 
March 2004, with a very marginal decline by March 2005. 
Beyond the point about improving efficiency, a Cen- 
tral Budget, like a household budget, is about finding re- 


sources and prioritising expenditure. Spending onPSEsis - 


going to be four times the 2 per cent cess on education - 
that amounts to Rs 4,000 crore-5,000 crore in a full finan- 
cial year. Comparing: revised estimates (RE) of 2003- 04 | 
with Budget estimates (BE) for 2004-05, there may be a 
song and dance about Central Plan outlay going up by... 
Rs 21,954 crore to Rs 163,720 crore. But a little scrutiny will: - 


reveal it hasn't gone up significantly i in ministries or de- 


partments you would expect it to increase in —agricul- 

ture, agro and rural industries ; 
` food processing, health and 
e family welfare or rural devel- 
. opment. Indeed, the allocation 


shrunk The Ministry of Pan 


| -are of doubtful irem ae 
a waste of money. If hey? are restructured and become. 
more efficient, you get more bang for the buck, as deputy ` 


chairman Montek Singh Ahluwalia has said. But if you get . 


more bang, do you need an additional Rs 10,000 crore? 
The resources should rather be generated through theim- _ 
proved efficiency. Let's not be too uncharitable. Perhaps 
the Planning Commission needs the money for new ` 
schemes. The trouble is we don't know what they are. = 
Nor do we know why, in that increase of Rs 21,954 
crore, the finance ministry merits an extra Rs 1,500 crore. 
You will find that this is for ‘development assistance, but — 
the epi sts isnt tvety ee For eine it 









SMS Directory 


With the increasing strength of employees in an organisation, it is not possible to have all 






AE-— — — S numbers on a cell phone. With the Airtel directory all the numbers that you want are just an SMS 
Best Mobile Operator | 
in India and the Subcontinent 


| away. So that you don't waste time looking for it, or making calls asking for a number. The directory 


access of the entire organization is available to a user no matter where he is in the country. 


Boost your business with: e SMS Directory & Field Force Automation @ Vehicle Tracking € Coverage in 1400 towns 


@ Seamless International Roaming e Mobile Office e Corporate E-mail 
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Express Yourself 


À Email at BiZsolutions@airtelindia.com or SMS ‘solutions’ at 9818311111, we will be glad to get in touch with you. X 
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GAIL (India) Limited 








Choosing the right technology 
is like selecting a fine blend of tea. 





Our GM (Project Development) has mastered this art. 


Our GM (Project Development) is always busy finding the right technology for our projects. 
That's how GAIL chose Longitudinal Submerged Arc Welded (LSAW) technology 
over other technologies for high pressure pipelines in its Dahej - Vijaipur Pipeline Project. 
Because we at GAIL know that it is 
*Reliable *Safer *Cost Effective 
No wonder that LSAW technology saved us Rs. 34 crore in the implementation of the project.* 


As for the tea-tasting part... he will work on it when he finds time. 


“Assessed by M/s Engineers India Limited (EIL) 
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Samsung, the world leader in TFT techno 


amazing collection of mobile phones. Fes d with : 
ar 1S Pe { 


matter what your addiction is, met as 


INNOVATIVE 
CAMERA 
PHONES 


addi 


Phones with larger screens 
and more colours. 
e Click yourself with self portrait 
e Capture motion with multi-shot 
e Get real close with 4x zoom 
e Spark the night using camera 
phones with built-in flash 


camere 
ction | 


Cheil-0063 


Pioneers of polyphonic technol 
Samsung gives you upto 64 
poly ringtones. 

e Hear your Samsung come aliv 
every time it rings 

e Get crystal clear sound in even 


ingtone 
on 


ddic 


POLYPHONIC 
RINGTONE 
PIONEERS 





Samsung phones have been styled 
"by world famous designers. 
i D Fully loaded yet feather-weight 
Q P * Packed with features... 2000 phonebook 
ING. sual Java, GPRS, WAP... 
A is use = Phone menus 


uage 
e On J 


Only Samsung gives you 
multi-lingual phones 

e Convert menu to different 
regional languages and also 
SMS in these languages 

e Hindi, Tamil, Marathi 
and many more to follow 


^ UNMATCHED 
P j| TECHNOLOGY 


CTO 


Samsung is colour. 

e See images come alive with brilliant 
true to life colours 

e No other range of phones gives the 
richness of 65,000 to 2,62,000 colours! 


^ ae x 
i, : 


To win exciting prizes log on to www.samsungindia.cÓNg/addiction or call 1600 113 4447 9628 000 
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| Kelkar's Lament 
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C) Poor Mr. Kelkar! I know just 
what it feels like when youre 
required to do a helllot of 
homework, show realistic 
findings, and be praised for 
your work not just by the 
government, but also by the country. 
Then you have to sit back and see your work neatly 
placed in... the dustbin. 

Mr. Chidambaram has unfortunately shown that he has lost his 
shine, and is no better than the honorable railway minister who does 
not have a clue as to what he is talking about and what he is supposed 
to do. Could any of those Braille machines (now exempted from 
customs duty) help? 


Paapey, posted on BW website 





LOW TAXES ARE MORE VIABLE and district to district. 

Mr Chidambaram made a mistake by Your reporter should have also 

increasing the service tax by 2 percent. | visited South Tripura to see how well 

The tax was already too high. rural development schemes are 
Every finance minister either fails to | implemented when they have full 

understand, or doesn't want to under- | participation ofthe rural people. 

stand (though their inner conscience M. Naga Raju, posted on BW website 

knows) that any new tax should be 

minimal. This makes it much more 

viable for tax payers to actually come 

forward on their own and remit taxes. Money' (BW, 26 July) we mentioned 

If the service tax was lowered by that long term capital loss on equities 

2 per cent, everybody would can be set off against long term gains 

voluntarily remit. But if the tax is kept on other assets like property and gold. 

this high, the already rampant tax This is possible only if you book your 

evasion will get worse. losses in August 2004, as the new tax 

Sridhar J., via email exemptions come into effect on 

1 September. In August, you can also 

DON'T GENERALISE set off your losses against long term 

I am appalled at BW's generalised view | gains on equity. 

ofthe state of a social scheme after just 

one day's impressions of one district ll In ‘Staying Tuned to India’ (BW, 19 

(‘The Black Hole of Jalpaiguri’, BW, 19 July) the subscription price of Rs 299- 


— 


CLARIFICATIONS 
In ‘The Good, The Bad And Your 


e rennes memet atttem natnm na ee Rinne 


a a pat t a a a aM Fr a d 


July). India is a big country, and Rs 1,200 refers to the price of the 
implementation of schemes differs channels that WorldSpace broadcasts, 
from state to state and not the radio sets or receivers. 











CORRIGENDUM 

In the story 'The Black Hole of 
Jalpaiguri' (BW, June 19) we misspelt 
the name of Anit Mukheriee of the 
Centre for Development and 
Human Rights. We regret the error. 
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NOKIA 


mega pixel camera for 
ultra sharp pictures 
and 65,536 colour mega screen 


for vivid colour images 


BATES/D/NOK/2 








je ps ^k z . 
| | | prope wea d v—N think mega 7 
] meqa pixel 10 min. video Edit with Print high Store in 64 MB Share via MMS’ (^ O 
camera recording Movie Director quality images Multimedia card or Bluetooth 
1 MMS is dependent on the network as v ell as on the í ompa itibility of the devices us ed ind the content formats suppo Please check wit your etwork provide [ hi regi 
Inc. Devices need to ie e BI Jetoot! wi ess technology. Nokia 7610 is ompli; int | vith and adopts the Bluetoot T specific ation 1.1. However, interopera tV between tht f 
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Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones Nokía India Warranty is applicable only for phones imported by Nokia India Pvt. I 


To download exciting ring tones, picture messages, screen icons, wallpapers and games send HL to 5555. For more choice visit the Tones. crema and Games section on www.nokia.co.ir 
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Inside the gates of Birla Park, a clan gets-a rude awakening — 
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COVER STORY 


The Will Of 
A Matriarch 


In the last fortnight, India Inc. has 
been rivetted by a battle — a battle 
where, on one side is one of India’s 
foremost business dynasties, and on 
the other is one man. A battle where 
the separate Birla clans have come 
together to prevent the M.P Birla turf 
from being taken over by their auditor 
R.S. Lodha. Heres the story of how 
the consummate insider became the 
arch-enemy of the Birlas. 
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GAUTAM ROY 





Coming To India 


Why Teva, Ivax, Pliva, Ratiopharm, Sandoz and other generic 
pharma companies are setting up shop in India. 


TCS Canit stay ahead in IT services? Is its valuation 
justified? A look at India's No. 1 IT firm on the eve of its IPO. 





The Pool 
Of Chaos 


It was one of the top white good 
makers here. Now Whirlpool is los- 
ing marketshare, money and staff. 


4 Garrick D'Silva: Can the 
chairman stop the firm's fall? 





DILEEP PRAKASH 


BUSINESSWORLD 








| games and more games. 





Inflation Prices are rising. Is ita short-term blip, or...? 


Nirmalya Kumar The professor of marketing at 
London Business School on the great marketer-CEO divide. 


Interview A chat with Rono Datta, former president 


| of US-based United Airlines, who is now head of Air Sahara. 





Geeks At Play... 


... And the result is games, 





Meet India’s biggest game 
developers. Yes, they exist, 
and they're making money. 


Dhruva Interactive gaming » 
centre in Bangalore 


NAMAS BHOJANI 


Bookmark Getting under the skin of a Formula One 
car with a man who worked with Michael Schumacher. 
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PERSONAL FINANCE 


so Budgeting! 


.Injustone year, the way you manage 
your money has changed completely. 

: Inour first anniversary issue, we take a 
lookatthe new rules of the game. Also, a 
lookat how the Budget will affect you, the 
| Sectors you should look at while investing in 
stocks, your home loan strategy and what to do 
about your fixed deposits. 


62 Stock Eye inthe longrun, stockmarkets do pay. 
‘63 Money Plant Education isan investment, nota cost. 
66 Derivatives Taking the risk out of derivatives. 

'67 News Private insurers wake up to women’s needs. 
68 Data stocksand mutual funds: the vital statistics. 
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i 4: 1 deneten Parikh Trust is an economic as- 
set, and the Budget has failed to engender it. 


ON THE CONTRARY 


48 Mahesh Murthy How many men does 
it take to build a successful global business? One. 
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| Mala Bhargava After spams on your 


s mobile phone, what's next? Viruses on your cell? 
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Monster founder Jeffrey C. Taylor speaks to BW on 
the impending labour shortage in the US and the 
possibility of a bigger H1-B programme. 


A Motorola's HR head, Glenn Gienko, on leadership 


f Interview with the Postal Services Board's U. Srinivasa 
Raghavan, on the changing face of the postal system 
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| traces the journey of Lodha from being theconfi 


BUSINESSWORLD 'i 2 AUGUST 2004 


The Outsider 


ARELY has real life imitated fiction so well. As 
one newspaper has already pointed out, the 
Birla vs Lodha battle currently raging is straight 

out of an Agatha Christie novel. A rich, childless 
» widow with a vast fortune dies and leaves a will : 
gifting her entire property to a faithful companion. Her ^ 
cousins, nephews, grand nieces et al are outraged, The family = 
might not be particularly close any more, but they are cer- 
tainly ready to close ranks against the outsider. High-powered 
lawyers get retained as both sides gear up for a long battle. 
There are rumours of witnesses to the will recanting; of the ex- 
istence of another will. At the time of Businessworld going to 
press, the plot, as they say, continued to thicken. 

















Deputy editor D.N. Mukerjea travelled to Kolkata to try and 
penetrate the fog of allegations 
and counter allegations. He 
spoke to dozens of people close - 
to both the Lodhas and the Bir- _ 
las. Of course, neither the Lodha | 
family nor the Birla dynasty are 
talking. And, of course, the last 
chapter of the mystery has still 
not been penned yet. But the 
story so far is still absolutely riv- 
etting. "R.S. Lodha was the ulti- 
mate Birla family insider,” 
points out Mukerjea. His story 






dante oft most 
of the Birla factions to enemy No. 1 forthe family. 


Meanwhile, the Businessworld Personal Finance section com- 
pletes one year. In our anniversary issue; we focus on how the ke 
entire investment climate has undergone a radical change in 
the space of 12 months. When the world changes, you need to 
learn new rules. And new rules is exactly what the anniversary 
issue talks about. We discuss how the hardening interest rates 
and inflation will affect your money management, how the 
Budget affects you, what to do with your home loans now and, 
of course, the sectors that look good if you are looking at in- 
vesting in equities, 


| Also, don't miss the story on Whirlpool's woes on page 42, and 
the absolutely fascinating interview with Nirmalya Kumar, 
| professor of marketing, London Business School on what ails 


marketing today. That's on page 28. 





EXECUTIVE EDITOR - 


PROSENTIT DATTA, 








PHARMACEUTICALS 


r | 
— Generics market: 

—A creeping acquisitior 
E. ILL the BPO experience repeat itself in pharma? A host of foreign 
NY generics majors are quietly ramping up their presence in India. This 

| includes setting up large-scale manufacturing facilities, hiring sci- 
entists by the dozen and, in short, trying to beat India's off-patent 
<y drug manufacturers at their own game. The drugs developed and manufactured by 
." theIndian arms of these companies are destined for the US and western European 
xf marketsforoff-patent drugs, where Indian companies have become the lowest 
^, Costplayers. While foreign majors like Teva, Ivax, and Apotex already have sourcing 
^  pactswith Indian companies like Cipla and Lupin for these countries, they clearly 
x> want to leverage India better themselves. (See ‘Entering on tip-toe’) Some facts: 
cor M The $3.8-billion Teva, the world’s largest generics company, has hired about 30 
_ ^x scientists in Faridabad to work on the chemical synthesis of generics. It plans to 
_. take this number to 50 by the year-end. To accommodate its growing team it will 
: oon be movingto a research and development centre in Greater Noida. Teva has 
5 beens sourcing bulk drugs and intermediates from Indian manufacturers for nearly 


a decade, butit was only last year that it bought a manufacturing facility from one 
of them. The former JK Drugs unit in Uttar Pradesh cost Teva about Rs 35 crore and 































_ . since then has seen à 
Entering on tip-toe Rs9-crore investment 
F Company/Countty Sales ($bn) Activity in India* n eee 
"m— i @ Ratiopharm, a lead- 
: Teva, Israel 3.3 : aeons ing German generics 
m" a a 7 T MOREAU Vivere uma recenti ees 
| Ptiva, Czech Rep. a land in Goa's Verna In- 
ie ,NMA j M p MCI house a formulations 
| Apotex, Canada NA development and sta- 
ee manufacturing | bility control labora- 
f Hexal, Germany 1.3 tory employing over 
"NV i 100 research scientists. 
ÞANQOZ Austria 2.9 2 Italready has 18 scien- 
5 tists and other techni- 
cal staffin Mumbai. 


50 W Canada’s largest generics company, Apotex, is investing about $10 million (by in- 
— Xy. dustry estimates) in a manufacturing facility and research centre in Bangalore. 
00s. W As reported earlier, Sandoz recently inaugurated a large-scale tablets facility 
|. V near Mumbai and plans to make its Indian development centre its biggest. 
EUM f These companies came in quietly some years ago. Ivax in 1999, Pliva in 2000, 
== and Ratiopharm in 2001. Sandoz came in even before that. They began by sourcing 
^^v drugs: Itis only in recent months that they have stepped up their other operations. 
_ sy The reasons are obvious: low manufacturing and product development costs, and 
the ability to hire scientists quickly. Says an executive working with a generics com- 
v7 pany: “India is very much on everybody's radar.” Developing their own drugs could 
" also help them keep costs lower than if they were buying from an Indian firm that 
*; had to be allowed a good margin, says an industry watcher. Of course, there are still 
.., some exceptions. The Czech Republic-based, $1-billion Pliva is still to take a call on 
— \/ moving ahead from just sourcing activity. Other companies rumoured to be inter- 
a. ested in leveraging India better: Alpharma of the US and Hexal of Germany. Indus- 
try sources say the latter already has an office here. 
GAURI KAMATH & GINA S. KRISHNAN 
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: been delayed as it has not beenak.— 
. lotted parking bays and ticket coun- 
-ters in Mumbai and Delhi airports. — 
» "They should aene additional park- PS 
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"IS reticence with the me- 
dia is legendary. But on 
- 21 July 2004, S. Ramado- 
rai, the CEO of the coun- 
try's largest IT services firm, Tata 
Consultancy Services (TCS), was un- 
abashedly playing to the galleries. 
Flanked by Tata Sons chairman 
Ratan Tata and executive director 
Ishaat Hussein, Ramadorai kicked off 
TCS’ Rs 5,000-crore initial public of- 
fering roadshow by announcing its 
first quarter results — a 71 per cent 
growth in net profit of Rs 519 crore. 
Expectations were high that TCS 
would revealits future gameplan and 
quell doubts about whether growth 
was on track. But, apart from stray 
details about TCS' business process 
outsourcing (BPO) strategy, Ra- 
madorai did not give much away. 
Many questions remained unan- 
swered. For instance, could TCS re- 
tain its lead as Asia's largest IT ex- 
porter warding off challenge from 
Infosys Technologies and Wipro, 
both in the $1 billion-plus revenue 
club? How would it counter global I. 
services giants like EDS, IBM and Ac- - 
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SANJIT KUNDU 


TATA CONSULTANCY SERVICES 


BPO now. What next? 









Eu — 


centure, who have been scaling up 
their offshore bases in India? 

TCS' sheer resources (30,000 peo- 
ple) project management depth 
across multiple verticals and geo- 
graphic footprint still proves to be a 
potent combination when it bids for 
large and complex projects. A JP Mor- 





RAT AN N TATA 





~ S. Ramadorai and Ratan Tata kick off the Rs 5,000-crore IPO roadshow 


gan report estimates that in the last 12- 
24 months TCS’ hit rate for large out- 
sourcing deals awarded to Indian ven- 
dors would be four out of every five. 
Early this year, it was part of the con- 
sortium that won a $1-billion contract 
from UK National Health Services. 
TCS' share: over $100 million! 








But the competition is getting ag- 
gressive. Infosys, for instance, is fast 
building its consulting business (it ac- 
counts for 20 per cent of its revenues) 
to move up the value chain. In TCS' 
case, consulting brings in barely 1 per 
cent of its revenues. The low-end, low- 
margin application development and 
maintenance segment still brings in 78 
per cent of revenues. 

TCS, for its part, is betting big on 
pure transaction processing services in 
the BPO space and has sold its 50 per 
cent stake in Mumbai-based contact 
centre firm Intelenet to its joint venture 
partner HDFC for Rs 161 crore. In Janu- 
ary, it bought out its joint venture part- 
ner Swissair in airline back-office outfit 
Airline Financial Support Services 
(AFS). In May, it acquired Bangalore- 
based insurance BPO firm Phoenix 
Global Solutions and is now buying a 
majority stake in WTI Advanced Tech- 
nology, a joint venture with Westing- 
house Electric Corp. and International 
Finance Corp. TCS' offer letter put the 
current size of its BPO businesses at 
Rs 33 crore (excluding Phoenix). be 

SNIGDHA SENGUPTA 








HE ballroom at the Taj Mahal Ho- 
tel, Mumbai, was bursting with 
800-odd analysts and brokers — 
easily the biggest turnout for any recent 
IPO roadshow. This was the issue Indian 
investors had been waiting for over a 
decade. Even as companies like Infosys 
Technologies and Wipro were creating 
millionaires of its shareholders, Tata 
Consultancy Services (TCS), India’s 
No.1 IT company, remained privately 
held. As the head of research at an FII 
put it: "It's not often that you can buy 
fruit-bearing trees in the market." 
Butat what price? At an issue price of 
Rs 775-900 per share (face value: Re 1), 
its not cheap. Even Hemendra Kothari, 
chairman of lead manager DSP Merrill 
Lynch, admits investors cannot expect 
the kind of return an Infosys or a Wipro 
gave them a decade ago. But he adds the 
payoff will be higher for an average 
stockmarket investment. Says JM Mor- 
gan Stanley chairman Nimesh Kam- 
pani: "This company is unlike others 
software firms in India. It has many lay- 
ers of business and I believe its structure 


TATA CONSULTANCY SERVICES 


Rightpriced? 


is better equipped to handle growth." 


Ironically, a few weeks ago, TCS’ rela- | 


tively slower growth prompted analysts 


to assign it a lower price-to-earnings | 


(P/E) ratio than Infosys and Wipro. At a 
issue price of Rs 900, TCS shares would 
have a forward P/E of 20 compared to 


21.8 for Infosys. Apparently Tata Sons | 


chairman Ratan Tata wanted a higher 
multiple and a floor price of Rs 1,000 a 











| share, but his lead managers said this 


price would leave shareholders little 
chance to gain on listing. Now, with the 
earnings report for the first quarter of 
2004-05, TCS P/E would drop to 18, a 
discount of 14 per cent to Infosys. 

DSP's Kothari expects TCS’ growth 
to accelerate after the US elections. Top 
US executives, he says, are unanimous 
that more software jobs are headed for 

India. TCS, with its ex- 





Client servers perience of executing 

GE Medical's $100- 

Tcs Infosys Wipro million-plus projects, 

All clients would be a strong con- 
tender. So, as the bot- 

$1 mn-5 mn tomline grows, it is 

4 $5mn-10 mn likely to push the P/E 
= $10 mn-20 mn down and make it 
2 $20 mn « worth the wait for 
Ş investors. te 
2 Source: Equity research reports As on 31 March 2004 T. SURENDAR 
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INDO-US STRATEGIC PARTNERSHIP 


The politics of hi-tech 


The Left could hamstring any UPA step to build on Vajpayee's legacy 
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Can the new government capitalise on the good start given by 
Condoleeza Rice and Brajesh Mishra in January 


HE most important mes- 
sage US deputy secretary of 
state Richard Armitage car- 
ried back with him from 
New Delhi last week was the 
Manmohan Singh government's unam- 
biguous assurance of its commitment 
to the 12 January joint statement an- 





nouncing "the next steps in the Indo-US | 


strategic partnership". 

The assurance is significant be- 
cause, under pressure from the Left, the 
UPA’s Common Minimum Programme 
carefully avoided any reference to the 
term "strategic partnership" 

While it may smack of adventurism 
to risk another confrontation with the 


Left close on the heels of the row over | 


FDI hikes in three sectors (including in- 
surance), the stakes are far too high for 


the present dispensation to give up | 


what the earlier regime had started. 
After several rounds of discussions 
between former national security ad- 
viser Brajesh Mishra and his US coun- 
terpart, Condoleezza Rice, India has 
succeeded in negotiating an agreement 
with the US for unprecedented bilateral 
co-operation in four critical areas — 











missile development, civilian space 
programmes, dual-use technology and 
non-military nuclear technology. 


Itopens up immense possibilities as | 


India, theoretically at least, can access 


the most sophisticated technology to | 


push ahead with its space and nuclear 
energy programmes, and also upgrade 


its defence systems. Discussions areun- | 
derway for exchanges in sectors like | 
nanotechnology (miniature technology | 


used in advanced military equipment), 
biotechnology and infotech. 
The benefits for India would be 


| enormous. In the civilian sector, hi-tech | 


imports from the US would increase In- 


dia's capacity for setting up advanced | 
| are questions that will be tackled and 


satellite stations for communications, 
education and weather forecasting. The 
last is critical ina country whose agricul- 
tural production is so dependent on the 
monsoons. In the military field, India 
would be in a position to bring its sys- 
tems on a par with those of the world's 
most advanced defence forces. 

There is, however, a quid pro quo in- 
volved. In return for trade in these tech- 
nologies, all of which have civilian as 


well as military uses, the US would want | 
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India to put into place strict and 
transparent export control 
regimes to prevent them from 
falling into the hands of what 
the US considers 'rogue' states, 
and also separate its civilian and 
military establishments so that 
technology does not leak from 
the former to the latter. 

These are important condi- 
tions for Washington because of 
international proliferation 
regimes like the Nuclear Non- 
Proliferation Treaty (NPT) and 
the Comprehensive Test Ban 
Treaty (CTBT). The US is a sig- 
natory to both while India is not. 
Therefore, under US law, US 
firms and research organisa- 
tions cannot do business with 
India in nuclear, space, missile 
and dual use technology. 

It just goes to show the distance In- 
dia and the US have covered over the 
past decade that today Washington is 
willing to look for ways to work around 
the restrictions imposed by New Delhi's 
non-accession to the NPT and the 
CTBT. The ball is, therefore, rolling for 
detailed technical discussions that 
could stray into sensitive areas. For in- 
stance, will Washington ask for inspec- 
tions of Indian installations using tech- 
nologies imported from the US? How 
will India separate civilian and military 
installations? ISRO'slaunching pads, for 
example, are used to test communica- 
tion satellites as well as the Agni and 
Prithvi missiles. These, and many more, 


s: REUTERS (L) & THE TELEGRAPH 


nobody can predict where the negotia- 
tions will lead. Strategic analysts here 
wonder whether the US will ever part 
with technology that it has shared only 
with its NATO allies so far. 

It also remains to be seen whether 
the government has the political capac- 
ity to take the Left along with it on the 
controversial issues that are bound to 
come up as the talks proceed. Ga 

ARATI R. JERATH 
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It is wonderful to be back ! 


HP Aviation takes pride in fuelling non stop Delhi to Milan flight, six days a week. 


=<3= HP Aviation 


A Business Unit of Hindustan Petroleum Corp. Ltd 


www.hindustanpetroleum.com ) ( www.alitaliaindia.com 
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JOB MARKET 


Manpower 


€ ip anean waste E 


T is not just the large IT and BPO 
firms that are discovering the ad- 
vantages of Indian labour. The 
huge Indian workforce (about 400 





. million) is now attracting the attention 


\/ of Fortune 500 global staffing firms. At 
^7" least five such firms have already set up 


~ base in India (see ‘Global Staffing Com- 
^ panies in India’) and more are expected | 


, to enter soon. 


Apart from the MNCs , there are sev- 


y eral local firms such as TeamLease and 


PeopleOne, which also provide staffing 


./ solutions. Most of these firms are ex- 
., pected to focus on the "temp" or tem- 





- poraryemployment market. Temporary 
» Staffing is a big phenomenon in Western 
. countries such as the US, Netherlands 
* and Spain. Under a temporary job, a 
. Staffing company finds employment for 
^ a worker with one of its clients, say a 
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" Te porary solution 


1,600,0¢ 000 
| 700.0 000. 


large retail bank. But the salary of the 
employee is paid by the staffing com- 
pany and not the bank. This way the 
bank gets a resource without adding to 
its headcount and it can scale up and 
down the requirements. The staffing 


| company pays the employee only for 


the duration of the project. 

Staffing companies argue that 
‘temping’ gives more flexibility to em- 
ployers and employees, which leads to 


higher employment generation. Even - 
| though it's anew phenomenon in India, - 
staffing firms say the response has been — 


good. Poornima Das, MD, Kelly Services 
India, says the firm has several cus- 


tomers today from sectors such as in- 


surance, retail, banks, BPO firms and 
FMCG firms. "These are typically ‘feet 
on the street’ kind of jobs (ranging any- 
where between Rs 6,500 and Rs 25,000 
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_ VOLUMES in the stock touched alltime highs in 
_ April. Franklin Templeton Mutual Fund nearly dou- 


30 A : bled its exposure to Eserve in that month 
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790,657 
392,416 


135,870 


640,657 





per month), where. the demand for | 


workers is very high" says Das. Even 
startups like TeamLease (it says it did. 
business worth Rs 80 crore last year), 
say they add 1,000 employees every 
month. 

Worldwide, temping is a $140 billion 
market and 3-5 per cent of the work- 
force in any country are in temporary 
jobs. Applying the same ratio in India, 
there is a potential to create about 10-12 
million temporary jobs. It is a sizeable 
market opportunity which is why so 
many global firms are drawn to India. 

But the question is: can India get 
there? According to staffing firms, In- 
dian labour laws do not encourage tem- 
porary staffing. For example, in every in- 
dustry there are several kinds of jobs 
that are considered perennial and can- 
not be temped out — a medical rep in a 
pharma concern, for instance. Ashok 
Reddy, MD, TeamLease has written a 
white paper on labour reforms in India. 
According to him, the rigid Indian 
labour laws (which makes hiring and fir- 


| ing difficult) are the reason why India's 


employment generation lags its GDP 
growth. Now the large staffing firms 
(TeamLease, Kelly, Adecco and Man- 
power among others) are getting to- 
getherto forman association. They plan 
to petition the Union labour minister to 
usher in labour reforms. Given this gov- 
ernment's leftist leanings it is not going 
to bean easy task. | m 
| MITU JAYASHANKAR 
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_ THAT Templeton 
-  pickedup close to 
; 3.6 lakh shares in 
. Eservesocloseto 
|». the announcement 
:.  . ofthe buyback offer 
ias « from Citigroup has 
_ created some dis- 
_ quiet among other 
. fundhousesandan- . 
— alysts.SoSebiissaid 
— tobe investigating — 
— these purchases. 
_ Franklin Templeton 
^ didn't respond to 
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Time 1s money. So it's important to get new business software up and running quickly. Which is why SAP” solutions built on the 


open SAP NetWeaver" platform make so much sense. Because they're designed with fast implementation in mind, 


business results quickly. Visit sap.com/speed to see how fast SAP can make things happen for your company. 


YOu Can see 


To know more how companies across the world and India have benefited from SAP implementation and to get free 
copies of in-depth case studies, customer interviews & ROI studies of leading companies across the Indian Industry, 


e-mail info.india@sap.com or call toll-free at 1600 445959. 





Left in the lurch 


OR India, the session ‘India leads the way’ at the XV International AIDS 
E conference in Bangkok last week netted little, either in goodwill or in 

diplomatic gains. Meanwhile, Thailand, Brazil, China, the CIS, Nigeria 
and Ukraine formed a network to fight HIV AIDS. Russia offered technical assis- 
tance in diagnostics while China pledged its support in supplying the raw mate- 
rial for the manufacture of AIDS drugs and anti retrovirals. These countries also 
agreed to collaborate on research of AIDS medicine. 

Why India with a vibrant pharmaceutical industry was not part of the coali- 
tion is a mystery. The Indian pharma industry was the first to develop low cost 
generic anti retrovirals and fixed dose combinations. And India has 5.1 million 
HIV infected people. Either way, the requirement of medicine as well of the 
supply of medicine is the largest from India.Once again, despite such a huge 
contingent of government officials, Indian policy-makers were caught napping. 


ANOTHER NETWORK, ANOTHER MISS: The conference was also significant for 
the formation of the Global HIV Enterprise with the endorsement of G8 coun- 
tries. This will be on the lines of the Human Genome project. Countries and or- 
ganisations working on the HIV vaccine and developing medicines to fight the 
disease will be part of this network. The idea is to avoid duplication of re- 
sources and share knowledge . Sadly, India is not a part of this network either. 


FAIR PLAY, ANYONE? The very first day of the conference saw a full page adver- 
tisement in the Bangkok Post against generic AIDS drugs, specially targetting 
Indian firm Cipla. Issued by the AIDS responsibility Project, it claimed that Cipla 
was not willing to offer AIDS drugs for $140 (per person per year) as promised 
until it had something in *writing' from the Clinton Foundation. It also ques- 
tioned the safety of generic drugs citing the WHO delisting of Lamivudine and 
Zidovudine. Talk about bad press! E 
GINA S.KRISHNAN 


TRANSACTION TAX 


Ensuring 
a level 


ECURITIES traders can get 
Ger relief from trans- 
action tax. Finance minister 
P. Chidambaram may have taken 
his time after the row to clarify his 
stand, but on Wednesday he came 
out with a differential rate of securi- 
ties transaction taxes (STT). : 
: 


playing 


For delivery-based trade the 
0.15 per cent will be split between 
buyer and seller. That means for 
you as an investor there are two 








taxes — 0.075 per cent on purchase and 
sale each. 

By introducing different rates, which 
are in tune with the transactions cost in- 
curred by various parties, the FM has at- 


tempted to level the field. For instance, 
a day trader dealing in around Rs 1. 
crore worth of equity in a day pays a 
commission of 0.012 per cent-0.020 
per cent. He will now also pay a transac- 
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ASINEX 
Russian challenge 


NDIAN pharmaceutical companies 
[= have hogged the limelight on 

the merit of their skills in custom 
synthesis and research. Now, however, 
Russian and East European companies 
are moving in to give them arun for their 
money. 

Particularly dangerous is the chal- 
lenge from Russia-based ASINEX, 
which is scouring the Indian market to 
offer its ‘low-cost’ services to multina- 
tionals as well as Indian companies. 

ASINEX is a full-service chemistry 
provider of ‘Intelligent Chemistry’ for 
the lead generation and optimisation 
stage of drug discovery, which is still a 
nascent area for Indian CROs. The Russ- 
ian company is hoping to get outsourc- 
ing contracts from both MNCs as well as 
Indian pharma firms. 

The leading European provider of 
lead generation and optimisation ser- 
vices has a library of 350,00 compounds, 
a little less than half of which have been 
designed and synthesised in-house. 
With a scientific workforce of more than 
100 chemists on its rolls, 40 of whom are 
Ph.Ds, it is all set to give competition to 
Indian CROs like Chembiotek, Syngene 
and Aurigene. Asinex' staff are available 
for outsourcing on a Fee-For-Service 
basis. For Indian companies, clearly 
there is no room for complacency. 
any longer. E] 

GINA S. KRISHNAN 


tion tax of 0.015 per cent. That 
does not throw his costs out of 
gear or kill his margins. For this 
reason, bonds have now been ex- 
empted and 0.01 per cent has 
been specified for derivatives. The 
fact that traders can take credit of 
STT against their business income 
means the net impact of the tax 
will be nil. But the FM wants to 
make sure that the traders file 
their returns and declare their 
business income. This is something 
many traders do not do and 
Chidambaram will be hoping to gain 
some additional revenue. 

ASHISH AGGARWAL 
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PRESENTING THE NEW CORSA ELITE. WITH BEIGE LEATHER INTERIORS. 


‘bust German engineering gets a classy make over with fabric trims, Multi Information Display, a rootwood finish 
ige leather interiors. The Elite also comes with soft-feel on centre console, aluminium pedals and alloy wheels 
So get behind the wheel. And experience a heady mix of pure 





style and great German engineering. 


sa Elite is available as a limited edition variant www.ope 


INFORMATION DISPLAY ROOTWOOD FINISH ALLOY WHEELS REAR SPOILER 





ssories shown are subject to change without prior notice. Colours shown may not match actual colours due to printing limitations. The Opel Cors rated “the most con ble ts category 
verdrive. 


[m 
E 





1 P 21 p 


ERICSSON 


The CDMA thrust 


HE battle for installing code di- 
vision multiple access (CDMA) 
networks in India has intensi- 
fied. After concentrating on the 
GSM market for years, Swedish telecom 
major Ericsson has turned to CDMA for 





/ growth. It has bagged a $150-million or- 
_ der from Tata Teleservices (TTSL) to de- 


ploy its CDMA 2000 1X solution in Tamil 


- Nadu and Karnataka. It will also provide 


core network equipment in the other 


_/ TISLcirclesthathave been set up by Lu- 


cent Technologies and Motorola. 
This is Ericssons first CDMA con- 


tract though it has close to 40 GSM 
networks up and running in India. 
The Reliance CDMA network is by 
Lucent, while the Bharat Sanchar 
Nigam network is being set up by 
Chinas ZTE. 

Says Mats Granryd, president 
(CDMA Systems), Ericsson: "The 
South-east Asian market is ex- 
pected to account for 65 per cent 
of the global CDMA subscriber 
base in a couple of years. Right 
now it accounts for 42 per cent." 
(For Ericsson South-east Asia includes 
China, India and South Korea.) 

Ericssons CDMA plans took off 
when it bought US-based Qualcomm’s 
infrastructure division in 1999. Granryd 
points out that the Indian market is the 
fastest growing in the region. However, 
Ericsson has got its biggest orders from 
China, by far the biggest market for 
CDMA networks. Adds Granryd: "We are 
talking to all the CDMA service provi- 
ders in India to expand reach. We should 
sign some deals soon." EJ 
ANUP JAYARAM 


SANJIT KUNDU 


HDFC 


Opportunities abroad 


HEN Egypts first private- 
sector-led mortgage firm, 
the Egyptian Housing Fi- 


— nance Corporation (EHFO), was being 


setup, guess who they approached for 


X / technical help? Our own Housing De- 
' velopmentFinance Corporation 


headed by Deepak Parekh. Besides 


= helping with setting it up, HDFC has 


. willraise their own money. 


/ ourservices to train and 
' help them set up,” says 


also taken a 10 percent 
stake in EHFC for about 

$1 million (Rs 5 crore). “We 
are not lending there. They 


We will only be extending 


g 
Conrad D'souza, general Ia 
manager (treasury opera- A i K 
tions), HDFC. $k- 





This is HDFC Investments’ third 
overseas equity investment in a housing 
finance company, the other two being 
Delta Brac Housing Finance Corpora- 
tion in Bangladesh and HDB Housing 
Bankin Sri Lanka. 

The logic is that the housing indus- 
try in the developing world face similar 
issues, so it makes sense for HDFC, 
which has been in the busi- 
ness for 30 years, to offer its 
expertise. HDFC already of- 
fers consultancy services to 
countries such as Pakistan 
and Romania. 

An HDFC employee will 
be posted at the Egyptian 
bank as a technical adviser 
for the next two years. W 

SUPRIYA KURANE 
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bharti 
Exploring the 
ADR option 


HE first reaction from the tele- 

com industry to the increase in 
the foreign direct investment ceiling 
to 74 per cent could well be from 
Bharti Tele-Ventures. 

The operator is planning a 
$200-million American depository 
receipt (ADR) issue towards the end 
of 2004. Investment banking 
sources indicate that the mandate 
has already been handed out to 
Deutsche Bank, UBS and DSP Mer- 
rill Lynch. The money will be used for 
expanding the network and going 
deeper into small town India. 

Bharti ended 2003-04 with a 
turnover of Rs 5,002 crore, up 64 
per cent from Rs 3,049 crore the 
previous year on the back of a buoy- 
ant economy and frenetic growth in 
the mobile telephone market, in 
which it is the market leader. The net 
profits for the year were Rs 619 
crore. The company's shares are 
trading around Rs 155. E 

RADHIKA DHAWAN 


B Aire 


No charge for 
dropped calls 


OBILE telephone service 

provider Airtel is launching 
a network promise service for its 
Delhi circle. 

With this promise, Airtel will 
reimburse customers for local calls 
that have been dropped by its net- 
work. Customers should call Airtel 
customer care within five minutes 
of the call getting dropped and they 
will be given one minute free of 
charge, plus the call will be dis- 
counted in the bill. The scheme has 
already been tested in Andhra 
Pradesh and after Delhi will be 
rolled out in the other metros. E 

NANDINI VAISH 
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. HI-B: Demand 
-— upsurge ahead? 


URING the Y2K rush, 

45,000-60,000 Indian IT 

professionals went to the 

US on H1-B visas. But after 

9/11, the economic downturn, job 

losses in the US, and increasing off- 

shoring of work saw the US announcing 

it would not issue any more H1-Bs till 
October 2004. What after that? 

Jeffrey C. Taylor, founder and ‘chief 

_/ monster’ of the world's largest online 

—. resume base, Monster.com, provides 

^/ some answers. "In the next 12-24 


Monster's Taylor: Indian 
techies can take heart 


The basis for Taylor's 
analysis is that between 
now and 2015, about 75 
million Americans will 
retire and there are only 
30 million available to 
take their place. The gap 
of 45 million will be 
bridged partly by off- 
shoring work and signi- 
ficantly by allowing 
more immigrant work- 
ers. Both ways, it is a win-win situation 
for the Indian professional. n 
SHELLEY SINGH 


months, the movement 
of workers to the US may 
be limited as there is alot 
of politics surrounding 
job losses, although the 
US is now moving from 
jobless recovery to a slow recovery. After 
that, around 2008, the US will see the 
largest ever H1-B programme for immi- 
grant workers. And this time, it will not 
just be driven by a demand-supply mis- 
match of IT workers but also biotech, 
healthcare and finance professionals.” 





DILEEP PRAKASH 


For exclusive interview with Jeff Taylor 


www.businessworldindia.com 
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e? [ HE $45-billion UK implementation of the project. Retek 
Buz retail major Tesco | (a retail ERP system) skills are not 
| has set up its first available in India and that’s where 


| captive unit outside the UK, in 
Bangalore. Called Tesco Hindustan 
Service Centre, it employs 100 
people — 40 on business process 
outsourcing (BPO) tasks and the rest 
on IT development. By end 2004, 
the India team will be expanded to 
350. Tesco has 2,318 stores and a 
workforce of 326,000. 

On the BPO front, the back office 





Tesco has flown in an IT expert 
from its central Europe operations to 
oversee training of professionals and 


What was 
that again? 


ee 





the European trainer will be helpful. 

The India shared service facility is 
headed by CEO Meena Ganesh. Prior 
to this, Ganesh was ICICI 
OneSource’s COO. She was also the 
co-founder of CustomerAsset, later 
acquired by ICICI OneSource. 

Interestingly, this is the first 
significant case of retail offshoring 
to India. The retail major plans to 


ELHI'S winning bid for the 





















PeopleSoft. 


Meca ica tinet 
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| operations will be focused on make the India facility a premier 2010 Commonwealth Games 

| payroll, billing and answering retail-focused shared services contains an extraordinary highlight: 

| technology-related centre. However, it | "To save particpants from 

| queries. The IT work Tesco's Meena Ganesh: declined to comment | inconvenience, the Delhi 
would include The new retail push on tapping third-party government has decided to reserve 
developing new work and also on a lane for them on all major 
applications, further expansion roads..." Though we acknowledge 

| maintaining plans in the country. | the remote possibilities of world 
applications and Till Tesco stepped | peace and perfect competition, we 
integrating IT solutions in, retail back office doubt that anything short of a full 

| thatthe company work in India was Army deployment can keep Delhi 
uses. The team will restricted to drivers out of a lane. And, since an 
implement and collections and average of five people die on the 
integrate retail telemarketing. roads of Delhi everyday, our 
solutions like Retek, Will other retail | message to future athletes is: wear 
Terradata and chains now logon? BI | a safety belt and pray. Bi 

SHELLEY SINGH ERICA LEE NELSON 














J.R.D. Tata (1904-1993) 
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OW will IP TV work in India? 
Willitbe through a fibre op- 
tic link like the one Reliance 
Infocomm is putting 


| together? Or will it be through BSNL? At- 


las Interactive, a 51:49 joint venture be- 
tween Delhi-based Abhishek Verma and 
the Bermuda-based $1.5-billion Atlas 


_ Interactive, is hoping it will be the latter. 


Atlas plans to launch netTV, which 


— will offer television, video-on-demand, 


Internet access and other services 


X (though not telephony), over BSNL's last 


mile wires in the National Capital Re- 


./ gion (Gurgaon, Ghaziabad, Faridabad 


0M: 


*. and Noida) in December 2004. It will ex- 


tend this to 38 cities eventually. 
The company will invest $300 mil- 
lion to increase the bandwidth that 


' BSNLS copper wires are capable of car- 


W rying, and run the operation. As a BSNL 


franchisee, it gets to use its facilities at 


—7 various nodes and will share revenues 
*" inan undisclosed proportion. While At- 


las will generate the bill based on what 


" ; theset-top box shows, BSNL will collect 


the money. Atlas chairman Verma pre- 


' dicts a cash break-even by 2006, by 


when he hopes to have 1.4 million users 

paying an average of Rs 1,100 a month. 
That sounds ambitious. There is no 

doubt that BSNL's access into 36 million 





TRIBHUWAN SHARMA 


ATLAS INTERACTIVE 


Into your home, 
down BSNL street 





Atlas' Abhishek Verma: Can he net the customers? 


Indian homes offers a great investment 
opportunity for broadband services. A 
recent Telecom Regulatory Authority of 
India paper suggests unbundling 
BSNLS last mile to private operators so 
that they can provide entertainment, 
access or telephony. Even before that, 
last year, Bangalore-based iSpatial be- 


EPICENTER 


Tackling the tremors 


v. E PICENTER'S new COO, Navanit, 


has his task cut out. Having 

joined the Infinity Ventures- and 
GW Capital-funded call centre in Mum- 
bai from Wipro-Spectramind's banking 
and financial services business, he 


needs to quickly put the four-year-old 


. part ofhis gameplan is to 
' endin the US. 


center was coasting along 


'^ with revenues of $13.5 


/ fellto30 percent next 
. year. In the next few 


call centre back on the rails. A crucial 
develop a strong front- 
Till 2002-2003, Epi- 


smoothly. It had grown 
400 per cent that year 


million. But growth rates 


SANJIT KUNDU 


months, Epicenter plans 





to start a third centre in Mumbai, make 
a$15-million acquisition in the US and 
double headcount to 2,300. 

Will that be enough to prop up Epi- 
center's flagging growth rates? Much 
will depend on whether it can strike at 
the heart ofits troubles, which started 
when the call centre had to terminate a 
strategic tie-up with US- 
based account receivable 
management major, 
NCO group, in Septem- 
ber 2002. Almost 50 per 
cent of Epicenter's rev- 
enues came through 
NCO. Navanit says the 
relationship had to be 


Epicenter's Navanit: 
Troubleshooting time 
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came the first one to sell 
cable TV, Internet access 
and other goodies over 
BSNLs last mile wire. It 
hasn't met with much 
success so far because of 
BSNLs bureaucracy and 
poor sign-ups. What 
makes Atlas confident? 
Verma reckons he has the 
Capital to stay put till the 
subscriber comes in. And 
he says he is in talks with 
many film and music 
firms (Venus, Tips, T-Se- 
ries) for content. 

Verma claims that Atlas’s main oper- 
ating subsidiary, OneWorld Interactive, 
will list at the AIM stock exchange in 
London soon. In India, he plans to fund 
the project internally to start with and 
then lookat raising money. B 
VANITA KOHLI-KHANDEKAR & 

ANUP JAYARAM 


| broken offbecause NCO wanted to ac- 


quire Epicenter, which was unwilling to 
sell. Following the loss ofits US partner, 
the company’s shareholders — Bharat 
Forge promoter Baba Kalyani, Ariba 
founder Ken Eldred, Infinity, GW Capi- 
tal and founder K. Vijay Rao — decided 
to rope in US-based K.R. Vishwanath 
from Sears Credit as CEO. 

In December 2003, Vishwanath in- 
dicated that running an Indian busi- 
ness from the US was tough. That trig- 
gered a second management recast, 
with shareholders roping in Navanit. 
Over the last six months, a new CFO, 
Sanjeev Dasgupta, and CTO, Himanshu 
Vaish, have also joined the team. 

Epicenter plans to acquire a 500- 
people firm in the US by early next year. 
It plans to raise $20 million through a 
combination of internal accruals, debt 
and fresh investments by existing 
shareholders to fund the acquisition 


| andsetupathird centre in Mumbai. Ni 


SNIGDHA SENGUPTA 


EY ranjit shastr 


Level out the 





The author is director 
of PSi's strategic 
consulting and private 
equity activities. He can 
be contacted at 
psi@psi-world.com. 


Freedom, 
and not 
barriers, 
will 
define 
India’s 
economic 
success in 
times to 
come 








speed bumps 





HERE are two ways for policy mak- 
ers to design India’s economic 
game: allow as much freedom as 
possible, but punish those who 
break the rules; or put impedi- 
ments in people's ways to make it difficult for 
them to break the rules. Think of stop signs ver- 
sus speed bumps. 

One can understand why constraining free- 
dom was useful when India was under colonial 
rule — there were fewer crimes to punish and 
the ruler's job was easier. However, as India's 
democracy matures and improves, it is only 
natural that we should start seeing more stop 
signs and fewer speed bumps. An economy 
that relies on each individual taking responsi- 
bility is far more efficient than one that relies on 
placing impediments. 

It is much easier to govern a country by 
putting up barriers: high walls to keep the pub- 
lic away from certain sectors, roadblocks to 
prevent people from trading, and speed bumps 
to control traffic. Such barriers are especially 
useful if the public doesn't believe in laws. If the 
public has not internalised the rules, it’s easier 
— and seemingly cheaper — to force them to 
obey than to punish non-compliance. 

The problem with the speed bump ap- 
proach to economic governance is that it slows 
everyone down, not just those whom it is 
meant for. For example, a speed bump is not 
meant to stop an ambulance that needs to rush 
to a hospital or a fire engine racing to put out a 
fire, but it does. In fact, speed bumps are not 
cheap at all when you factor in all the costs to 
society in terms ofthe wear and tear on vehicles 
and loss of time, particularly for vehicles that 
need to pass through in cases of emergency. A 
speed bump doesn't care why you need to 
speed; there are no extenuating circumstances 
for its consideration. 

Unfortunately, the speed bump idea has 
spilled over into other aspects oflife in India. 
For example, we hear very often in India how 
important it is to be patient, and that one must 
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slow down. To those victims of disease and 
poverty who urgently need help, such talk must 
sound quite cruel, Patience is a virtue for those 
who can afford it. And risk avoidance is another 
manifestation of the speed bump culture: it's 
better to avoid risk than to risk failure. 

The speed bump syndrome is deeply 
rooted in India’s history, and six decades of 
democracy are not enough to undo centuries of 
impediments that have accumulated across 
the economic landscape. Until 1991, rather 
than removing impediments, India’s successive 
governments had been hard at work creating 
new impediments. Consider this: how many 
other countries in the world have speed bumps 
on their national highways? 

It is indeed a paradox that a democracy 
would attempt to constrain the freedom of its 
citizens. One possible explanation is that the 
Indian political class believes that the public is 
not yet ready for freedom, and that the public 
has not internalised the laws of the land — laws 
that the Indian masses themselves enacted 
through democratic processes. Another plausi- 
ble explanation is that India is not a perfect 
democracy, and that the people are still in a 
state of simmering rebellion 57 years after the 
end of colonial rule. Or perhaps it’s the class 
struggle again — India's poor can't afford cars so 
they would rather everyone drove slowly, in- 
cluding the ambulance that they can't afford. 
My guess is that there is no single reason; all the 
above factors could be at work. 

To really win in the global arena, India must 
be able to compete without one hand tied be- 
hind its back. Business managers will need to 
beableto take responsibility for making correct 
economic choices about employment (hiring 
and firing), foreign investment and similar 
other core issues. An economy that allows flexi- 
bility, and punishes those who take advantage 
of such freedom, is more likely to succeed. As 
the new government settles in, let us hope they 
continue to remove the impediments in the 
way of India’s progress. bj 
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HE Reserve Bank of India (RBD) 
said just two months ago that 
inflation, by the end of this fi- 
nancial year, would be around 
5 per cent. This prediction now 
looks quaintly optimistic. 
Wholesale prices are already 6.16 
per cent higher than where they were 
last year. Most of this increase in infla- 
tion in recent weeks is because of sharp 
price increases in industrial inputs such 
as steel and petroleum. Food prices 
continue to remain muted, which is one 
reason why higher inflation has not yet 
pinched consumers. But the weak mon- 
soon and renewed fears of drought 
could soon send food prices up. 

But first: is the current 2 per cent rise 
-in the inflation rate a mere blip? Most 
- economists feel prices will be rising 
faster this year. N.R. Bhanumurthy of 
the Institute for Economic Growth in 
New Delhi expects the average rate of 
inflation for the year to be 5.5-6 per cent. 
Siddartha Roy, economist at Tata Sons, 






































pegs it at 6.5-7 per cent. Kiran Nanda, 
economist with Gujarat Ambuja, pre- 
dicts that the average rate will hover 
around 5.8 per cent. "Every indicator 
points towards an increase," she says. 

This year could see the highest aver- 
age increase in wholesale prices since 
2000-01, when inflation slipped well be- 
low the 5 per cent mark. In 2003-04, 
wholesale prices rose by 5.4 per cent. In 
the two years before that, the annual in- 
crease in wholesale prices was below 
4 per cent per annum. So an inflation 
rate of around 6 per cent will be a major 
change for the economy. 

The bond markets seem to agree. 
Last week, yields on government bonds 
rose by 25 basis points — partly due to 
worries that inflation would rise to 
around 6.4-6.5 per cent. Those worries 
have proved unfounded, but the con- 
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cerns havent gone away. Market expec- 
tations of future increases in interest 
rates by the central bank (in an attempt 
to manage inflation) are at their 
strongest since October 2002 (see 
chart). “We certainly are through with 
the falling interest rates regime,” says 
Ashish Ghiya, managing director of De- 
rivium Capital. 

The latest jumps in the inflation rate 
are partly due to technical factors like a 
lower base at the same time last year. 
Butithas also been driven by sharp rises 
in the fuel and manufactured goods 
components of the wholesale price in- 
dex (WPI). The iron and steel index, 
which has a weightage of around 3.64 
per cent in the WPI rose by 43.8 per cent 
over the year. The fuel group index rose 
by 11.8 per cent. In contrast, prices of 
primary goods like food haven't budged 
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much. The year-on-year rise in the pri- 
mary articles index in the last week of 
June has been just around 0.1 per cent. 
The inflation rate could soften a bit in 
September and October, partly due to 
the base effect — the growth in pricesin — 
September and October of 2003 was 
strong. However, that softening, say an- 
alysts, could be trumped by a stronger 
rise in various components of the index 
this year. In his credit policy in May this 
year, RBI governor Y.V. Reddy had pro- 
jected a growth of around 14 per cent in 
money supply. The actual growth since 
April has exceeded that, going as high as 
16 per cent, though it subsequently fell 
to 14.8 percent. 

The concern over the growing infla- 
tion rate is being driven by both domes- 
tic and global factors. The RBI had as- 
sumed that the monsoons would be 
normal. That is no longer true. It's now 
seen at 90 per cent of normal levels, and 
key regions in the country like Andhra 
Pradesh, Western Uttar Pradesh and Ra- 
jasthan have not received their normal 
quota of rainfall. The immediate effect 
of that will be a substantial rise 
in prices of key crops. 

Bhanumurthy points out 
that the government also has 
lower buffer stocks of food- 
grains this time compared to 
the last drought in 2002. The 
total buffer stocks with the 
Food Corporation of India 
(FCI) were around 32 million 
| tonnes as on May this year, as 

compared with 64.8 million tonnes in 
2002. "Though the stocks are still fairly 
substantial, it's clear that the govern- 
ment has less leeway than before in 
terms of influencing prices in the mar- 
ket," he says. 

The global factors influencing infla- 
tion are prices of petrol and other com- 
modities. "Given the pass-through of 
international price-trends to domestic 
inflation, the inflation rate during 2004- 
05 is likely to be significantly influenced 
by international oil prices and trends in 
commodity prices," said Reddy in his 
annual credit policy statement in May. 
Petrol prices soared to over $40 a barrel 
in early June this year, but then softened 
to $34 a barrel later that month. How- 
ever, prices have again begun firming 
up and are currently around $37 a bar- 
rel. In contrast, commodity prices, 
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which soared over the past year on 
strong demand from China, have weak- 
ened after its economy slowed down. 
However, metal prices in the interna- 
tional markets are up again from their 
lows earlier in the year. 

In January 2002, the RBI, in its 
annual ‘Report on Currency and 
Finance feared that there was a threat to 
growth if inflation rose beyond a thresh- 
old, which most studies put at between 
5 per cent and 7 per cent. Analysts ex- 
pect the average rate of inflation for the 
year to remain within that band. 

However, in sharp contrast to the 
WPI, the consumer price index (CPI), 
which is the prices that people actually 
pay, is fairly soft. The latest CPI figures 
(for both industrial workers and urban 
non-manual employees) show that the 
rise in consumer prices as of May this 
year has been just below 3 per cent. 
That's because food and primary goods 
form a major chunk of the weightage in 
the CPI, and prices of those have re- 
mained soft as pointed out earlier. Of 
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course, if food prices rise because of the 
failure of the monsoon, the CPI could 
start rising too. 

Some argue that the CPI is a more 
relevant indicator, since it covers prices 
of goods on the shopfloor. It also covers 
services that the WPI doesn't. “But the 
problem with the CPI is that the data is 
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Inflation is rising and interest rates are expected to rise 
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available with a lag, and moreover, each 
of the indices (there are four of them) 
covers fairly narrow segments of soci- 
ety," points out Bhanumurthy. The mar- 
kets tend to generally ignore the CPl and 
take their cue mainly from wholesale 
prices. That doesn't bode well for 
P Chidambaram and Y.V. Reddy. | 
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_.~ believes that while business is 


.. losing its influence and how it needs 


ce . Wi The interesting thing is that the peo- 
| ple in marketing were rising as sales 
grew dramatically, because marketing 





V hy are e today s marketers getting 


increasingly divorced from the 
CEO's agenda? Professor 
Nirmalya Kumar provides the 
answers in a conversation with 


Indrajit Gupta 


Marketing is facing its worst crisis. 
And Nirmalya Kumar believes 
business schools are largely 
responsible for it. The professor of 
marketing at the London Business 
School (and the co-director of the 
Aditya Birla India Centre at LBS) 


increasingly becoming more cross 
functional and process led, 
B-schools continue to be mired in 
narrow functional specialisations 
with Ph.D. students encouraged to 
. takeup narrow niches that make 
' little sense to practising managers. 
Kumar has just written a new book, 
Marketing as Strategy (published by 
HBS Press), on why marketing is 


to rethink its role. Excerpts from an 
. exclusive interview. 


Wb Isntitironic that at a time when 
every organisation is striving to be cus- 
. tomer-focused, marketing suddenly 
.; finds itself mired in a mid-life crisis? 
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_ was delivering the goods. Now, most of | 
. the western developed countries like | 
Europe, Japan and the US are slow 
growth economies, so it's much harder 
x to get sales growth. Once the sales 
— growth died down, the marketing 

. departments importance went down | 
— even in those companies that want- | 
ed to become more customer-focused | 
— and the operations, re-engineering | 
and finances, the cost cutting and cost 

optimisation became more important. 
.. The second reason was that pricing | 
power declined dramatically. Compan- | 
ies cant grow if they can't hike prices. So | 


the combination of the fact that the 
market was not growing and the pricing 
power was lost meant that sales growth 
was less than robust. So even though 
you'd assume that it's the marketers 
who interpret the customers for the 
company, in the end their fortunes are 
linked to sales and sales growth. 

In India, you might find that mar- 
keting managers have more power just 
because sales is growing very fast in the 
country. So you need to attract new cus- 
tomers, new users and new products. 
That's very much in the growth mode. 
So, whenever we are in the growth 
mode like in the 1950s and 1960s in the 
US, the power of the marketers is high. 


Bi f marketing is now all-pervasive in 
the organisation and it is everybody's 
job to be customer focused, do we really 
need a marketing department? 

Bl Yes, even if you think about the big 
‘M’, which is marketing as a concept, 
where you interpret customers' needs 
and create value, that is everybody's job. 
The small ‘M’, which is decisions like 
product, place, price, and promotion, 
still has to be made. You need a market- 
ing department for that. So the big M is 
increasing in importance and the small 
M is declining. That is where the diver- 
sification is taking place. Unfortunately, 
the marketing department is more 
addicted to the small 'M' than the big 
‘M. I'm saying that marketing should 
be more concerned with the big M’ too. 


ll So what should the new role be? 

Bi The old role was to determine the 
kind of promotions one should have, 
what advertising one should have, how 
much advertising, etc. The new role 
would be more about the transforma- 

tion that I'm talking about in my book: 
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how do you go from a company that 
sells products to one that sells solutions 
— because you can't make money sell- 
ing products anymore. How do you 
move from a company that looks at 
brand creation and acquisition to 
brand consolidation? In the end, that’s 
not a decision for the marketing depart- 
ment alone, but for the entire organisa- 
tion. How do you move from the chan- 
nels of today to channels of tomorrow? 
How do you go from developing brands 
based on incremental innovation that is 
based on customer feedback to radical 
innovation based on creative leaps? 
Those are the kind of things that are 
really the big 'M' of the story, making 
the entire company customer focused, 
and then trying to do an organisational 
transformation. That is going to be the 
big challenge for marketers because 
marketing people generally dont have 
the skill. Business schools don't train 
marketers in those issues because these 
are cross-functional issues; these are 
more strategic issues, bottomline ori- 
ented, none of which are particularly 
considered marketing strengths. That is 


a huge challenge. The challenge is: how -~ 
can we get the marketers. to. perform S 


strategic and cross-functional roles, so 
that they can lead the big 'M' organisa- 
tion transformation? 

Now if marketing is everyone's 
responsibility, then it can be nobody's 
responsibility Even if it is everyone's 
responsibility, you still need to have 
someone co-ordinating in the organi- 
sation. Being market oriented, being 
customer oriented, we need to under- 
stand very clearly who the customer is. 
Define very clearly, across the organisa- 
tion, how we can create customer value. 
If] have a value creation model which is 
based on price premiums and better 
service and say ‘no’ when a customer 
asks for a lower price, it means that I 
either dont have the right customer or 
the right value proposition. Being cus- 
tomer oriented means you have a very 
clear insight into who your customer is, 
and what the value proposition is that 
you have created for them. | 


li How are all these changes impacting 
the marketing directors ee within 
the firm? (à 
@ The current breed: of: marketing lead- 

ers, for the most part, don't have the 


CEO's ear. In board meetings, we don't 
spend that much time on marketing, 
compared to how much we spend on 
finance. If you go to any company 
today, you'll find that the amount of 
time spent on marketing is not enough, 
partially because marketing doesn't 
have the CEO's ear, and also because 
they do not have the same strategic ori- 
entation. CEOs are under a lot of pres- 
sure to deliver results. So the old spend 
mentality is not really appreciated 
much by the CEO. Every conversation 
that the CEO has with a marketing per- 
son is about the latter asking for more 
money and more resources. Then obvi- 
ously, as a CEO, you avoid the conversa- 
tion rather than seek it. Compare that 
with the finance guy who says: "Listen, 
I'll tell you how to increase profits." 
Unless, we can change our conversa- 
tion to: "If you give me this much 
money, I can deliver these results for 
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you and this enhanced profitability and | 


this price premium..." 


li But you also mention that the Rol 
(return on investment) approach to 
marketing isnt the way to go... 

While marketers have to be more 


investment activities like brand build- 
ing. You will focus on short-term activi- 


show a Rol. So, while overall we need to 
be more Rol oriented, we need to 


explain to the CEO that there are two | 
buckets of expenditure. There is one | 


concentrated on getting the short-term 
results and another where the focus is 


on short-term indicators like brand | 
awareness. The financial indicators will | 


come 12-18 months from now. 


/ 
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In brand building, here are my 
intermediate measures and here are my 


| long-term measures. But you can't say 


that for brand building — you don't 


| know what the Rol is, so you can't keep 
| a track of that. Now since promotions 
| you can track, lets do that. Then the 
bottomline oriented, it is true that you | 
cant measure the Rol of every single | 
marketing activity. If you start doing | 
that, you cut out all the long-term | 


CEO looks at that and says let's do more 
promotions and less brand building. 

In brand building, within 3-6 
months, I should be able to see 
improvements in awareness, prefer- 


| ence and liking. And in 8-9 months, I 
ties like promotions, for which you can | 


should see an improvement in market 
share. In 12-18 months, I should see a 
profitability increase and price 
increase. So thats how we should be 
able to do it. We have indicators for 
both activities, even though there won't 
be any immediate three-month Rol. 


E Do you see any organisations moving 
over to this new way of working? 


eter 








cant show the long-term indi- 
. cators, they will not buy it again. 
What they lack from marketing 
is the analytical thinking and 
detail oriented thinking. Marketers 
tend to say that this is brand building, 
and, therefore, we cannot show any 
indicators. Thats the conversation 
CEOs dont want to have. But if you are 
willing to go in with a logic and the kind 
cH of measures that I outlined, then 
they are willing to buy it. 






End of an era 


I F you want a striking example of how marketing power is shifting, 









look closely at the crisis facing the global consumer product goods 

(CPG) industry today. Kumar reckons that ever since P&G invented the 
brand management system in the 1930s, the CPG industry has never had to 
face the kind of dramatic changes it is undergoing now. For a long time, 
firms like P&G, Unilever and Nestle enjoyed huge pricing power because 
they could dictate terms to the mom-and-pop shops they sold to. 

But now, their customers — the retail chains — have 
consolidated and become global. For instance, the top 10 retailers 
today account for 40 per cent of P&G's revenues worldwide. In 
another 10 years, they will account for 65 per cent of revenues. "Now 
when 10 customers account for two-thirds of your revenue, they basically 
tell you what to do," says Kumar. P&G is no more capable of telling the 
retailer what to stock, what promotions to run, what prices to charge, and 
they are definitely not telling the retailer that they are going to increase 
prices. That's forcing them to re-organise the entire corporation. "They 
realise that the only thing on which Wal-Mart and Carrefour can't 
. compare prices ,and haven't sent out for private labels, are new 
products," explains Kumar. So that's how innovation becomes 
| priority number one. But then, driving radical innovation inside 
a 167-year old company is hard as hell. 

Also, if you can't increase prices, the CPG companies are 
realising that it is imperative to keep costs under control. And the costs are 













E Why did marketing go down 
that path in the first place and 
refuse to be accountable for results? 

fm To an extent, it is an outcome of our 
success. Because when there was 
growth, marketing could deliver the 
numbers all the time. People could jus- 
tify spending more and more 
money as there was a clear con- 
nection between the two. Once 
that phase stopped, accountabili- 
ty increased and the connection 
dropped. That's when marketing's 
credibility also dropped. And CEOs 





in administration. That means dismantling the huge country management began to fund short-term stuff. The 
structure and all the myriad divisions. These changes are also putting an challenge is to now re-educate the CEO. 
end to their arrogance. Till now the CPG firms never looked at retailers as It may not be possible to educate some 


their intellectual or social equals. Says Kumar: "P&G managers 
would maintain that these aren't people you would sit down and 
have dinner with. We simply sell to them. Suddenly they find out 
that all their MBAs from the top schools were being run around by 
these retailers, who would suddenly turn around and say wait for 
us, we'll give you the appointment!" 


. CEOs. Managing your employees 
WC is important, but managing your 
NÉ boss is more important! 





ME Wi Leveraging the transformative 
> power of marketing is easier said 
than done. Why are established 
companies so slow in developing and 
| managing radical innovation? 

8 The process for new product devel- 
| opment in an established company is 
| such that to get funding for it, you have 

ed because you have to be accountable. to show that there is a market and you 
| 
| 
| 
| 
| 
| 





as customer measures will be looked at 
six months hence, and the brand mea- 
sures three months from now. But the | 
fact remains, you should not be insulat- 


@ We are starting to see companies like 
Diageo go along this kind of format. 


li So what are the metrics they have 
worked out for themselves? 

BE There are three levels of metrics: 
brand measures, customer measures 
and financial measures. Brand mea- 
sures relate to brand awareness, knowl- | 
edge, instant recall, top-of-mind aware- | responsibility, because they have to buy 


| 

| 

| 

have to show there is a technology. 
| 

ness, etc. Customer measures are all | into the first argument that tbe expen- 

| 

| 

| 


Now if there are 10 ideas competing 
for the same money/support, only five 
are going to be funded, the ones that 
are going to be able to show the market 
and technology feasibility the easiest, 
are the ones that are about incremental 
innovation, rather than about radical 


@ Arent you absolving CEOs who force 
marketers to go for short-term targets? 
W CEOs are not absolved of any 


about customer loyalty, preference and | diture will bring financial results 12-18 
liking. Financial measures involve mar- | months down the line, We have to 


_ket share and profitability. explain to them why the intermediate | innovation. Every time incremental 
indicators are important. innovation wins out over radical inno- 

. W How does this way of working insu- vation. The other more well-known rea- 
late the marketing person from the W But do you believe that CEOs are get- son why radical innovation stops in 


.« Short-term quarterly pressures? 

. Bi It does insulate you from the finan- 
. cial pressures as financial measures are 
1^ looked at 18 months from now, where- 


ting this message? established companies is that launch- 
8 I think the CEOs who is minde it to ingit usually means cannibalising an 
this level are willing to buy it. But they | existing innovation or existing markets. 
will only buy it once or twice. If you | Most companies are too scared of can- 
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nibalising themselves. So, rather than 
keep all the cannibals in the family, they 
let someone else to cannibalise them. 

The companies that do it the best — 
like HP and Sony — allow new divisions 
to be set up which could well canni- 
balise existing businesses. Now, in any 
company, you need both incremental 
and radical innovation. But for an idea 
to be approved, you have to go through 
several layers and you have to get a 'yes' 
at each level. The more radical the idea, 
you will get one 'no' at any level, which 
means the idea is scrapped. But if you 
look at entrepreneurs, they get hun- 
dreds of ‘nos, but only one ‘yes’ gets 
them to launch an idea. So how to con- 
vert the process from where one ‘no’ 
stops an idea to where one ‘yes’ makes 
the idea go through? 

3M's strategy is that if your boss 
does not give you approval for the idea, 
you can go to anyone else in the com- 
pany for funding. So if someone else 
says ‘yes, my idea will go forward. 


la How do you ensure there is no chaos? 
Œ Radical innovation is very chaotic. 
You fund hundreds of ideas, and one 
gets successful. But what you don't 
want to do is to bet the company on any 
one idea. Radical innovation is about 


“The current 
breed of 
marketers 

don't have 
the CEO's ear" 





giving a lot of people a little amount of 
money to try a new thing, like venture 
capital. But the worst thing you can do 
for radical ideas is you overfund them. 
When you overfund them, we tend to 
try to make them perfect the first time. 
Instead of launching a prototype, get- 
ting the feedback and improving it. 


I Where should companies look for 
radical ideas? 

E The thing with radical ideas is that 
they tend to be individualistic. Some 
individuals have those ideas. So we 
need to have competition within com- 
panies, where we allow these radical 
ideas to develop. We're not going to 
have radical ideas at the top of the 
organisation, they'll always be at the 
bottom. Companies like Nissan and 
Toyoto have set up systems where every 
year they have an entrepreneurial com- 
petition asking for radical ideas. They 
have a channel to funnel the most 
innovative ideas directly from the bot- 
tom to the top. Externally, you should 
look at small entrepreneurs and see 
what they're trying. Look at the fashion 
industry. If I'm looking at the men’s 
fashion, it comes from the gay commu- 
nity. So I have to go to the gay bars and 
see what people are wearing, because 
that's really where fashion ideas come 
from. So every industry you have to find 
out the customer sniffers — those peo- 
ple who have a nose for the next big 
thing. Find them and talk to them. 


B Any interesting examples? 

lll Consider Nokia. They came up with 
this entire 'ringtone' idea based on bars. 
They went to these hot discotheques 
and bars. The biggest problem in the 
bars was that the moment the phone 
rang, everyone ran to get it, simply 
because they didn't know whose phone 


it was! So, now everyone could design | 


their own phone rings. 


E What can marketing research (MR) 
do to bring in new knowledge about 
consumers? 

E Marketing research has always been 
about testing whether an idea works or 
not. What MR is not very good at is try- 
ing to ‘educate’ them. This is why I call it 
‘market-driving’ and not 'market-dri- 
ven’ because it's not so much learning 
from the customers as teaching them. 


BUSINESSWORLD 3 l 2 AUGUST 2004 





INTERVIEW 








Sting attack 


HE decline of mass mark- 
ik and the fragment- 
ation of mass media is 
forcing marketers to seek other 
ways to get to the consumer. 
Kumar calls it ‘guerilla marketing’. 
Last month, while consulting for 
a leading telecom firm in Europe, 
he worked out alternative forms 
of marketing for an event. A Sting 
concert was the testing ground. 
Usually at concerts, most 
spectators fish out their lighters 
and light them up during the last 
song. “So when the last song was 
being played at this Sting concert, 
some 200 of us stood together 
and put up our mobile phones, 
called up our best friends and told 
them to listen to the last song,” 
says Kumar. Very soon everyone 
caught on. “Once everyone at the 
stadium began using their 
phones, imagine the kind of 
usage it would have triggered,” 
says Kumar. 

Thats the kind of creative 
thinking required — but for that, 
you simply got to know who your 
customers are, says the don. 




























It's not so much about being driven by 


_ the market as driving the market. With 


technology, customers can easily see 
the benefits of incremental innovation, 
but have a difficult time seeing the ben- 
efits of radical innovation. So the only 
way you can test radical innovation is 
by launching and learning. You have to 
launch in a small way, launch to who 
you think are going to be the customers, 


| launch to who you think are at the 


bleeding edge of the marketplace. 
Launch and get feedback quickly. That's 
the only way to do it. So the MR process 
changes to one of 'plan and then 
launch’ to ‘launch and learn. io 





For the full text of the interview 


www.businessworldindia.com 


Log on to 











5.00 PM., 12 JULY, BIRLA PARK, 
KOLKATA. Krishna Kumar, Basant 
Kumar, Ganga Prasad, Sudarshan, 
Chandrakant and Yashovardhan 
assemble at the ground floor 
drawing room of Krishna Kumar's 
bungalow, the first in a line of three 
houses inside the Birla condo- 
minium. They represent three 
generations of the Birlas, one of 
Indias most powerful business 
dynasties. Also present is Rajendra 
singh Lodha, a non-Birla, though 
not an outsider. A few days earlier, 
on 3 July, Priyamvada, widow of 
Madho Prasad, cousin of KK and 
BK, had died. Lodha, senior partner 
at Lodha & Co, one of Indias top 
10 audit firms, is here to read 
Priyamvadas will to members of 
her family. 

Lodha takes out a slim sheaf of 
papers from an everyday plastic 
folder and begins reading the will. By 
the time he is done, the Birlas are in 
shock. Priyamvada has bequeathed 
her entire property to Lodha, cutting 
the dynasty out completely. The only 
Birla named in the will is KK's eldest 


BUSINESSWORLD 





THE BIRLAS 





daughter, Nandini Nopany. 
"LE S a EN Priyamvada doesn't leave her 


ð 
2 


By D:N:Mukerjiea ~ 
g anything, but hopes that she'll 

carry on her good work at Belle Vue 
Clinic, a Kolkata hospital owned by 
the Birla family. 

Yashovardhan speaks first. Since 
Madho Prasad and Priyamvada were 
childless, Yashovardhan, as the 
grandson of Madho Prasad's brother 
Gajanan, is the commonly presumed 
heir apparent in the Birla scheme of 
things. He wants a copy of the will. 
Lodha replies he'll think about it. 
Yashovardhan then enquires about 
Bombay Hospital & Medical 
Research Centre, a premier hospital 
in south Mumbai owned by 
Priyamvada, and what will happen 
to it. Lodha mumbles a reply. 

bK speaks next. He wants to see 
the will, which Lodha duly hands 
over. BK skims through the 
document, looking for signatures, 
and then hands it to elder brother 
KK. KK has a quick glance before 
Lodha takes the document away. 

He then leaves. 
The dynasty is still in shock. 
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like Chandrakant, knew him socially. Others knew 


books of Birla behemoths such as Grasim Indus- 
tries, Indo Gulf Fertilisers (both owned by Kumar 





(owned by Sudarshan). Again, for BK, Lodha was 
not only an auditor (Mangalam Cement, Mangalam Timber 
Products, etc.) but also a friend of his late son, Aditya. BK may 


have known Lodha the longest, from sometime in the 1960s. | 


In fact, those close to the Birlas say that Aditya used to rely on 


Lodha quite a bit. However, since taking over his father's busi- | 


ness, Kumar Mangalam has kept Lodha at a distance. 


Lodha and Priyamvada were, of course, very close, a rela- | 


tionship that had been strengthened after Madho Prasad died 
in July 1990. He was her confidant, her financial adviser, and 


her travel companion, besides being co-chairman on the | 
boards of some of her companies like Birla Corp and Universal | 
Cables. Within Kolkatas Marwari community, it was common | 
knowledge that Priyamvada, niece-in-law of the legendary | 


Ghanshyamdas Birla, rarely moved an inch without Lodha. 
Earlier this year when Priyamvada had gone to London for 


treatment, Lodha had accompanied her. He was also by her | 
| ily say that for long, Priyamvada tried assessing different 


side at Kolkata's Belle Vue Clinic when she died. 


Her death was somewhat sudden. Though she had under- | 
gone a kidney transplant in November 1981, and frequently | 
travelled to see her physician, Dr Cunningham, in London, by | 
all accounts she was as healthy as anyone her age (76) could : 





The Birlas vs Lodha 





TRIBHUWAN SHARMA 


Y all accounts, the Birlas knew Lodha well. Some, | 


him as their auditor. Lodha & Co audited the | 


Mangalam), and Birla VXL and Mysore Cements | 








All those present at the reading of the will on 
12 July at Birla Park, Kolkata: (first row left 
to right) Krishna Kumar, Basant Kumar, 


Ganga Prasad, (second row left to right) 
Sudarshan, Chandrakant, Yashovardhan. 
And, the man who has supposedly inherited 
all of Priyamvada’s wealth, and who also 
read the will: (left) R.S. Lodha 














be. Family members who met her weeks earlier saw no signs 
of imminent demise in Priyamvada. But she had a sudden 
heart attack, then slipped into coma, and died on 3 July. At 
the time of death, members of her family weren't too sure 
about her last wishes. That she had left behind a will with 
Lodha came as a bit of a surprise, but nothing that the Birlas 
couldn't deal with. 

Moreover, given the longstanding ties that Lodha shared 
with Priyamvada, the Birlas were even comfortable with the 
idea that Priyamvada would leave something behind for 
Lodha. But ‘something’ didn't translate into ‘everything. 

The news of the will spread like bush fire. By 19 July, the Bir- 
las announced that they would contest the will. Newspapers 
began carrying the developments on their front pages day af- 
ter day, while TV channels kept their cameras rolling continu- 
ously. Endless conspiracy theories were spun, each more ludi- 
crous than the one before. From nowhere, a figure of 
Rs 5,000 crore appeared (see ‘The Mythical Rs 5,000 crore’) 
and everyone proclaimed that Priyamvadas legacy was worth 
that much. India was hooked by the story of a widow, her vast 
fortunes, the unlikely inheritor and a resentful family. It was 
Bollywood come alive. 

Yet, it need not have been so. Those close to the Birla fam- 


members of her family as likely inheritors. Almost a decade 
and a half back, when Gajanans son Ashok died in an air crash 
— the ill-fated IC 605 that crashed in Bangalore on Valentine's 
Day, 1990 — Madho Prasad and Priyamvada took Ashoks son 
Yashovardhan under their wing. Though Ashok 
never saw eye to eye with uncle Madho Prasad, 
his death brought Yashovardhan and Madho 
Prasad close. In May 1990, the two met at Bom- 
bay Hospital where Madho Prasad lay ailing. It 
was an emotional reunion. 

Madho Prasad died soon after and Priyam- 
vada took charge of his businesses. During those 
years, Priyamvada seconded many of her key ex- 
ecutives to help Yashovardhan manage his affairs. 
She also stood by Yashovardhan during his mar- 
riage to Avantika in March 1991, a decision that 
didn't find easy favour among other Birlas. For 
a brief while, Yashovardhan was also inducted 
into the MP Birla Group, something the Birla el- 
ders approved of. 

But sources say that over the last few years, 
Yashovardhan and his grand aunt Priyamvada 
had somewhat drifted apart. And that perhaps 
explains why Yashovardhan wasn't mentioned 
in the will. 

Besides him, Priyamvada was also very close 
to her nieces, KK's three daughters: Nopany, Jyot- 
sna Poddar and Shobhana Bhartia. Some claim 
that a few years back, Priyamvada came close to 
divvying up her assets, or at least her three houses 
(Sunita in Mumbai, a house on Aurangzeb Road 
in Delhi and the bungalow in Birla Park, Kolkata) 
amongst these three sisters. But finally she de- 
cided against that. 

Priyamvada also tried inducting Rajeev, son of 
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Ashoks sister, Aasha Mohta, into the 
business. But Rajeev, a keen golfer, was 
never really interested. Clearly, had 
any of these worked, chances are that 
Priyamvada would have written a 
different will. 


riyamvada wasn't always called so. 

Before marriage she was Sushila. 
But after her marriage to Madho 
Prasad — his second, after his first wife 
died — her name was changed, a 
practice common in the past. Those 
who know Priyamvada portray her 
as a clever, strong-willed lady, some- 
what of a recluse, busy: with her 
innumerable charities, and maintain- 
ing a distance from the other 
Birlas. “She used to deliberately stay 
aloof from the Birlas,” says an ob- 
server. In fact, some also aver that in 
the last few years, Priyamvada had 
pretty much made up her mind that 
she wanted the independent identity 
of the MP Birla companies to cont- 
inue — and she, therefore, didn't par- 
tition her assets amongst family 
members because she felt other group 
companies would subsume the MP 
Birla identity. 

People close to the dynasty 
strongly contest this description. They 
say that every Sunday, whichever 
member ofthe Birla clan was present 
in Kolkata, used to make it a point to 
visit her. Also, while she was undergo- 
ing treatment in London, 
different members of the family took 
time off to visit her. “All the family 
elders were by her side when she fell 
ill the last time — the family has 
always been very close knit,” says a 
Birla watcher. 


——— hom 








THE BIRLAS 


WILLING AWAY 








HILE the Birla drama seems unprecedented in India, stories of 
inheritance wronged (or righted, depending on one’s point of 
view) across the world have ranged from generous to bizarre. 

The most famous instance was played out at the reading of Alfred 
Nobel's will. Nobel was a bachelor, but had many relatives. They were 
shocked to hear that he left a majority of his estate — worth 31 million 
Swedish crowns, almost $9 million at the time — to a trust that would 
award prizes to people who made outstanding contributions in the fields of 
physics, chemistry, medicine, literature and promotion of world peace. 

The execution of his will proved a tough test. The first question was: 
where was it to be probated? Born in Sweden, he had spent most of his life 
abroad, longest in Paris, then moved to Italy where he 
died. Since rigorous French judges would almost 
certainly throw his will out of court, his executors 
made the case for a Swedish domicile. 

But most of Nobel's funds and securities 
were held in Paris, and would be excessively 
taxed even if the will was not probated there. 
Meanwhile, the Swedish public called the will 
unpatriotic because the prizes were not 
reserved for Swedes. However, a compromise 
was finally achieved and the king himself approved 
the statutes of the Nobel Foundation. 

Around this time, John D. Rockefeller, the owner of Standard 
Oil, was becoming the richest and the most despised man in America. 
Although he gave over half his wealth to charity, he was seen to have 
amassed his epic fortune by dubious means. His son, John D. Rockefeller Jr 
set about correcting his family image by giving away hundreds of millions 
of dollars to charity. He left behind six disgruntled sons bearing famous 
titles, but little of the famous wealth. 

Then there was the Victorian explorer, Cecil B. Rhodes, who set about 
counterbalancing years of waging war in Africa by making enormous 
bequests. The famous Rhodes Scholarship comes at the expense of his kin. 
And finally, Milton S. Hershey, of Hershey's Chocolates, cut his relatives and 
friends out from a will made just before his death. Not having any children, 
he preferred to leave his estate to a school for orphans. 
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But whatever be Priyamvadas reasons for keeping the Bir- 
las out of her will, it does seem a tad bit surprising that Lodha's 
good luck took them so much by surprise. “How come the Bir- 
las never saw it coming, given that Lodha's proximity to 
Priyamvada was there for all to see?" asks a Kolkata-based 
Marwari businessman. 

A simple answer: the Birlas, though joined by a common 
surname and legacy, do by and large function independently. 
" Therefore, who Priyamvada's advisers were didn't really in- 
terest the other Birlas," says an old family friend. The whole 
idea of the Birlas separating their assets (which happened in 
1980s shortly after G.D. Birla's death) was to prevent a power 
struggle among the inheritors and a messy, ineffectual break 
up of the empire. One consequence of the partitioning is that 
members of the Birla clan tend not to interfere in each other's 
lives. Unless, of course, some external agent — in this case 


Lodha — rallies them together. 

Today, it is reasonably clear that the Birlas stand pretty 
united on the issue of displacing Lodha’s claims to Priyam- 
vadas estate. The force of the Birla backlash has, in fact, taken 
many industry watchers by surprise. Unconfirmed reports say 
that while Kumar Mangalam and Yashovardhan are monitor- 
ing affairs in Mumbai, BK, KK, GP and Sudarshan are con- 
stantly in touch with developments in Kolkata. It is also be- 
lieved that both Shobhana and Kumar Mangalam have 
separately spoken to Finance Minister P Chidambaram on 
this issue. So what's raised their collective hackles? 

Birla insiders say that the dynasty's protests have nothing 
to do with money or control (as is commonly believed) and 
everything to do with Madho Prasad and Priyamvada's 
wishes. They say that both Madho Prasad earlier, and Priyam- 
vada subsequently, had always insisted that the businesses of 
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the MP Birla group should be recast in such a 
way that their proceeds go completely to char- 
ity. While there may be a slight inconsistency 
between businesses going to charity and look- 
ing for someone within the family to take over 
the assets, it could also very easily be inferred 
that in the absence of finding that successor 
(or choosing not to hand it over to relatives) 
Priyamvada may have figured that creating 
trusts was the best option. 

The nub of the controversy is, therefore, as 
follows. Based on what Lodha read out to 
them on the afternoon of 12 July, (remember 
the Birlas' early responses have been based on 
a will they have only heard, and, perhaps, only 
fleetingly read), the Birlas believe that all of 
Priyamvadas estate has gone to Lodha. Since this is so com- 
pletely contrary to what both Madho Prasad and Priyamvada 
wanted, the Birlas are doubting the veracity of the document 
that Lodha says is the will. With the matter subjudice, neither 


side is talking. But frankly, there are only two lines of argument | 


here — either the will was written without Priyamvadas con- 


sent or it with it. Though, for the record, Debanjan Mandal, | 


partner at Fox & Mandal (the solicitors appointed by Lodha), 
says that the will is a registered one and is the last will of 
Priyamvadas, drawn in 1999. It's for the courts to decide what 
the truth actually is. (See ‘Courtroom Contests’) 

But here is acommonsensical look at the issue. Why would 
Lodha fudge a will? It's easy to say that there is a lot of money at 


COURTROOM CONTESTS 


It happened in the 1930s with Privy Council cases, and has also happe- 


Priyamvada: After the 
death of her husband, 
Madho Prasad Birla, 
she took charge of his 
businesses. The fate of 
this wealth is unclear. 
Did she really intend it 
all for her confidant? 














stake. But why would a man who, at the end of 
the day, sells an audit service that thrives on 
notions of trust try a stunt that could ruin his 
reputation forever? “If the Birlas carry the day, 
Lodha will not only have lost his claims to the 
Priyamvada empire, but also his audit business 
would also be wiped out forever, because no 
one will ever trust him again. So why take such 
a huge gamble, unless you are sure of what to 
have as evidence?" asks a Lodha watcher. 

Now let's assume for a moment that the will 
was written with Privamvadas consent. Given 
what people say about both Lodha and her, it's 
a foregone conclusion that they would have 
anticipated that the Birlas would react and, 
therefore, would have prepared for all contin- 
gencies. Read that as Lodha having a watertight case. "Given 
what I know of Lodha, it'll be well nigh impossible for any one 
to drill holes in his argument," says a Kolkata-based business- 
man. (But then again, if she did want to hand her assets over to 
Lodha, and had anticipated the Birla action, why didn't she do 
it while she was alive?) 

Does that, therefore, mean that the Birlas are on shaky 
ground? Not necessarily. One insider argues that ordinarily, af- 
terthe 1980s partitioning of assets, each Birla faction wouldn't 
really meddle in the affairs of another. "So had MP and wife 
not voiced their intent so strongly, then perhaps this battle 
never [would] have happened," says he. Others add that there 
is enough evidence, including a will of Madho Prasads, to 
prove that he and his wife wanted 
things to happen differently. And the 
Birlas have closed ranks to take on 
Lodha precisely because they want the 
wishes of their family members ad- 
hered to. "The ultimate objective is to 





JẸ not that registered wills haven't been overturned in India in the past. 


ned since Independence. Former West Bengal Advocate General 
Naranarayan Gooptu remembers having fought one such case. "Theres just 
a presumption of validity if a will is registered," he says. 

There are several other routes the Birlas can take to try and overturn the 
will. They could try to prove that R.S. Lodha misused his position to change 
the content of the will. But this argument has limitations, as Lodhas fidu- 
ciary responsibilities were limited. He was auditor only for Birla Ericsson. 

The Birlas could also prove that Priyamvada had inherited a limited 
estate. That it wasnt hers to give. As the main story states, it's also clear that 
the Birlas will claim that the will read out by Lodha went contrary to what 
both Madho Prasad and Priyamvada wanted done with their estate. 

To prove that Madho Prasad and Priyamvada had indeed wanted their 
estate to be bequeathed differently, the Birlas will need to provide proof — 
beyond private conversations and letters exchanged. Much of that would 
be circumstantial, making it difficult to prove, says Jayanta Mitra, senior 
advocate at the Kolkata High Court. A contesting party typically takes on 
board all sorts of charges, hoping one or more will stick. 

A contested will can stay in the courts for ages. This one will first be 
heard by a one-judge bench of the Kolkata High Court. If the decision leads 
to an appeal, it would then go to a division bench ofthe court. A next round 
would bring the case to the Supreme Court. All this could take years. 


AMITAVA SANYAL 
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create trusts which use the profits of 
the companies for charitable pur- 
poses,” says an insider. 

But is the battle only over princi- 
ples and emotion, and not over 
money, control and ego? Kolkata's 
business houses say that while the 
Birla backlash could also have some- 
thing to do with egos ("Imagine Lodha 
occupying MP's house in Birla Park, 
between KK's and BK's house," says 
one industrialist, tongue somewhat in 
cheek), currently its not so much over 
money or control. 

One part of Priyamvadas legacy 
that has repeatedly been highlighted is 
Pilani Investments. This legendary 
holding vehicle of the Birlas has tradi- 
tionally been the instrument through 
which the family controlled its other 
companies. And while some of the 
cross-holdings have been simplified, 
some minor cross-holdings remain. 
While Pilani controls around 36 per 





E MYTHICAL RS 5,000 CRORE 


Y OW whopping is Priyamvada 
Birlas legacy? The figure doing the 
rounds is Rs 5,000 crore. The Birlas 


themselves have been trying to get a sense 
of how large Priyamvadas legacy is, and 
they still dont have a clue. 

Here's what her holdings translate into. 


As per CMIE data, Pilani Investments’ mar- 


ket cap is around Rs 680 crore. A quarter of 
that works out to Rs 170 crore. The most 
valuable group company is flagship Birla 


Corp, valued at Rs 513 crore (average mar- 


ket cap over 365 days). The promoter 
shareholding there is 64 per cent. That's 
worth Rs 330 crore. Throw in some of the 
other firms like Birla Ericsson (market cap: 


Rs 46 crore; holding 39 per cent), Universal: 
Cables (Rs 37 crore; 53 per cent) and Vind- 
. hyaTelelinks (Rs 34 crore; 53 per cent) and - 


that's another Rs 56 crore. The total so far: 


Rs 556 crore. Then there's the real estate — 


factories, schools, hospitals, etc. For 


EDD at Rs 5,000 a be ft, eee sq. ft E | 


Belle Vue could be won Rs 50 crore to 100 | ia 


crore. (Held through trusts, these 


investments aren't particularly liquid.) — a 
So where did the Rs 5,000-crore figure. 


. come from.? Perhaps thin air. After alli its 
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| Healtheare 


| ‘Medical Research Centres at Birlapur and Satna 
Birla Vikas Hospital, Satna 
Hindustan Medical Institution, Barrackpore 


| Education 


MP Birla Foundation: Higher Secondary School 


| MP Birla Planetarium, Kolkata 
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Bombay Hospital & Medical Research Centre 
Belle Vue Clinic, Kolkata 


South Point High School, Kolkata 


Industrial Training Institute, Rewa 
Schools in Birlapur, Satna, Chittorgarh and Allahabad 


eX E such à nice, round number. 








ntof Century Textiles, its holdingsi in other Birla companies 
rasim, etc.) isless than 5 per cent. 

‘Priyamvada held a quarter of Pilani and it élands tot reason 
th a Lodha may own that now. So while he may well inherit 
a Priyamvada's seat on the board (other Birlas on the board in- 


-elude KK, BK, GP and SK), will a 25 per cent holding in Pilani 


(market cap: Rs 687 crore) give Lodha vast powers of the Birla 


Empire? No. This is simply because the other Birlas collec- | 
tively control an overwhelming majority of Pilani — BK 30 per | 
cent, KK and SK combine around 8 per cent and GP 25 per | 


cent — while the remaining shareholding is scattered. For 
Lodha to effectively influence Pilani's decisions in any mater- 
ial way, he will need at least another per cent or two along. 
Read that as allying with any of the others. And Birla watchers 
believe this is difficult for him to pull off. 


Meanwhile, in many of Kolkatas stately homes of Marwari | 
businessmen, there is a fierce debate raging over the princi- | 


ples and ethics of it all. Many of the city's Marwaris are linked 
to the Birlas through marriage. There are many who believe 
that Lodha's claims are legitimate. Birlas, being top dog | 
among Marwaris, are not necessarily very popular, and they 
tend to inspire fear, envy and disrespect almost simultane- 


ously. But there are also quite a few who feel that Lodha has 
crossed the line of propriety that should exist between a doc- | 
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AES & Horticulture Institute, Kolkata 


| 
: 
| 
| 
| 
| 
| 
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client. “Even if Lodha were to have been offered he es 


nimimm etapa percer eR eH ome eere sil MAN 





tor wand his patient, or, for that matter, an auditor an 


he should have politely refused,” says one industria ist. (The i E | 
logic has its limitations: Lodhas fiduciary responsibility was 

very limited; he was auditor to just one MP Birla company, 
Birla Ericsson. A few days after the news of the will became 
public, a Marwari businessman received 37 SMSes on Lodha, 
not a single one of them flattering. 

Even as Businessworld went to press, news kept flying in 
thick and fast — that two of the witnesses to Priyamvada’s will 
had retracted their statements, that Priyamvada'’s will would 
be unveiled in a few days, etc. By the looks of it, both sides 
aren't in any mood to compromise or reach for an out-of- 
court settlement just yet. Instead, they are preparing for a 
long, protracted, legal battle. It is quite possible that the battle 
may spill over from courtrooms to the boardrooms of various 
MP Birla companies. Though these boards currently swear al- 
legiance to Lodha, be sure they too will feel the heat of battle. 

In death, Priyamvada has raked up a controversy that she 
never managed to create in her lifetime. i 
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depth Jade 


WHYWOULD THE HEAD OF A 
major US corporation decide to 
work for an Indian company that is 
still struggling to find its feet? 
Because of the 'India bug, says Rono 
Dutta, former president of United 
Airlines, one of the largest carriers in 
the US, and now president of Air 
Sahara. Once he caught the bug, it 
was a matter of choosing the airline 
that was best ‘fit’ for him. 

Sahara suits Dutta for two rea- 
sons. First, if he succeeds, he will 
change the industry perception 
about the airline. For years rivals 
alleged that Sahara was a frivolous 
player. It charged low prices — and 
thereby ‘spoilt’ the market — as it 
could afford not to make a successful 


business of flying (Air Sahara is a tiny | 


part of the Sahara group’s overall 
interests). Dutta says the group is in 
the business to make money, and 
Sahara will be a major high-quality, 
low-cost flier in India. (It remains to 
be seen whether he can fit in with the 
Sahara airline work culture, thanks 
to which many professional mana- 
gers have left the firm in the past.) 
The second and more important 
reason is that these are exciting 
times for India’s airline industry. 
Incumbents like Sahara, Jet and 
Indian Airlines will soon face some 
serious competition from low-fare 








airlines like Air Deccan and Air-India 


Express. Sahara, which has one-fifth 
of the domestic air travel market, 
could lose its low-cost advantage. 
Dutta, an IIT and Harvard Business 
School graduate, has worked for 17 
years in the US airline industry. This 
means he was part of that industry 
when it was going through a churn 
similar to what is about to happen in 
India. That’s invaluable experience 
for any Indian airline today. 

Dutta has already gone on the 
offensive. He has launched ‘Air 
Sahara Surprice’, a pricing scheme 
aimed at leisure travellers who 
normally travel by train. 

He spoke to Businessworld's 
Anjuli Bhargava on the airline's 
plans, and the future of the Indian 
airline industry. Excerpts. 














INTERVIEW/RONO DUTTA 
President, Air e^ 








| M How do you see the structure of the 


Indian aviation industry in the future, 
going by whats happened globally? 

li Let's look at the global industry. We 
have had various kinds of players. There 
are the traditional full-service, high- 
cost carriers whose cost is around 11.5 


cents per ASM [available seat miles] — | 
| thats the unit cost per mile. They | 


| offered food, first class, lounges, fre- 
| quent flier points, etc. Then came the 





| this, 


| no-frills, low-cost carriers with a cost of 
around 7.5 cents per ASM — no food, 


no lounges, no frequent flier points — 
and they made a lot of money. Given 
the high-cost airlines started | 
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"Our prices 
are too high 


DINESH KRISHNAN 








bringing their costs down and some of 
them launched no-frills, low-cost carri- 
ers. Unfortunately, most of them failed. 
Examples of this: British Airways start- 
ed Go, Air Canada started Tango and 
United launched ‘Shuttle by United’. 
These ultimately did not work. 

Now, we have a new generation — 
exemplified by JetBlue [Airways] — 
which is a high-quality, low-cost airline. 
Their [the new generation's] cost is 
around 7.5 cents but their product is 
better than [that of] the full-service air- 
lines. That I firmly believe is the future 
of aviation. It’s not to have two or three 
different types — a mother airline 
which is full service and a low-cost car- 
rier under it. Were not looking at those 
models. And that [the JetBlue model] is 
the model we [Sahara] will follow. 

Secondly, all the successful interna- 
tional carriers first consolidated their 
domestic positions. There have been no 
examples of international carriers that 
have done well without a strong domes- 
tic position. In fact, we have seen the re- 
verse — TWA and PanAm [were] very 
successful international carriers with 
no domestic network, and ultimately 
they failed. 

So, for Sahara, we want to consoli- 
date our domestic position. And from 
that point of strength, we want to 
launch internationally and we want to 
be a high-quality, low-cost carrier. That 
is our goal. 


E Going by what you say, the chances 

of Air-India Express — Air-India’s low- 
cost carrier — succeeding are very low... 

| Œ I wouldnt necessarily say that. But I 
will say from my experience that trying 
to run a full-service, high-cost carrier 
| and a no-frills, low-cost carrier [United 
| Airlines’ Ted] has not worked — there's 
| certainly not much one can point to in 





terms of historical successes here. So I 
am sceptical, yes. 


I Will it be possible for India to sustain 
so many domestic players who operate 
internationally? 

E We have a large domestic market — 
thats one of our strengths. We must 
leverage this. If you look at Singapore 
[Airlines] or Emirates [Airline], they 
have no domestic market to speak of. 
So out of Singapore or Dubai, only one 
airline can succeed. A good compari- 
son for us is China or the US. In the US, 
there are eight major airlines. In China, 
there are now four and they are all flying 
internationally. So, theres no reason 
why India can't have 3-4 major carriers 
flying out. Airlines are an important 
part of the infrastructure of a nation 
and we must ensure that the sector 
grows. In India, I expect to see one of 
the fastest-growing markets in the 
world (with the economy growing and 
fares coming down) and four players is 
absolutely sustainable. 


B But in India affordability will be a 
major issue... 

E Cellphones are a good example. 
People used to say people cannot afford 
cellphones. It's all a matter of internal 
growth, and pricing and cost structures. 
At lower fares, we will see explosive 
growth. We [Sahara] have taken action 
today to address that. It's a self-fulfilling 
prophecy — if you say it's for the elite, 
costs are too high, fares are too high — 
well, we need to change that. 


B Your competitors claim you ‘spoil’ the 
market by pricing too low... 
E And my answer to that is our prices 
are too high. Why is flying in India con- 
sidered elitist? Because prices are too 
high. It would be quite unreasonable to 
say that Southwest [Airlines] has spoi- 
led the US market. But they grew the 
market so much. JetBlue does not spoil 
the market by reducing fares. We are 
doing the right thing for the customer. 
There is a time value to every 
decision. If you don't make up 
your mind early, we hold a seat ~ 
for you. We could probably fill the 
whole airplane with apex fares — of 
course, we may not make too much 
money, but we could. What we say is, 
let's keep some seats for those who will 





make up their minds last minute. Now, if 
you don't show up, that seat goes empty. 
You pay a price for that. 

This issue has been studied time and 
again. We shouldn't think that business 
class travellers are subsiding the leisure 
travellers because the latter have fewer 
demands on the airline — they make up 
their mind early, make sure the airline 
has high load factors, don’t demand a 
lounge for working, and schedule times 
that are perfect. 


Bl Dont you see a threat to Sahara, Jet 
and Indian airlines from low-cost carri- 
ers like Air Deccan and so on? 
li | am all for opening up the domestic 
market. They should allow as many air- 
lines as wish to operate. We will com- 
pete and we will compete vigorously. 
So, is more competition a threat? No, I 
think competition is healthy. We have to 
survive and we will fight to do so. It will 
ultimately be good for the customer. 
There has to be healthy oversight by 
government institutions. Open markets 
are great. But as we saw with Enron and 


— .... INTERVIEW 








Worldcom in the US, if there are open | 


markets without healthy oversight, 
there can be mistakes. Government has 
to look at safety and capital viability. Us- 
ing the US DoT [Department of Trans- 
portation] and FAA [Federal Aviation 
Administration] as an example, they en- 
courage new airlines, but they scruti- 
nise them very closely. Safety is a big is- 
sue in aviation and regulation is a must. 


B Do you think the eventual answer for 
Indian Airlines and Air-India lies in 
privatisation? 

E | believe most industries should be 
privatised. Virtually all the European 
airlines — Lufthansa, British Airways, 
Air France — were government-owned 
and all have been privatised. Even with- 
in India, in other industries, there are 
enough examples of companies work- 
ing better when privatised. So, we fully 
support privatisation. 
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E What kind of aviation policy do you 
want Praful Patel to announce by the 
end of the year to ensure such growth? 
lll Around 35-40 per cent of our costs at 
present are government imposed. 
Internationally, this figure is around 15- 
20 per cent. Take the recent tax on leas- 
ing. Depending on where you lease 
from, this will hike costs by 15-40 per 
cent. If the government forces us to go 
to certain countries, our leasing costs 
will go up. Suddenly, that country will 
be deluged with requests from Indian 
airlines to lease planes. We want gov- 
ernment-imposed costs to be lowered. 

Then, there's the whole issue of lib- 
eralisation. Throughout the world, what 
we find is that financial centres are first 
aviation centres — Zurich versus Frank- 
furt is a great example. Zurich was a 
huge financial centre but with the de- 
cline of Swissair, Zurich's importance 
has declined. With the growth of 
Lufthansa, Frankfurt's importance has 
grown. If you look at this entire region — 
between London and Singapore — 
there is no major financial centre. Natu- 
rally, this position belongs to Mumbai. 
But if we keep giving away our rights 
and dont focus now on the sector, 
Mumbai will not be the centre — it will 
be Dubai or Singapore. 

We need to have a sensible policy. 
Take, for instance, Singapore Airlines. 
Youre giving me access to Singapore; I'll 
give you access to Mumbai. Singapore 
has access to all the internal markets — 
Hyderabad, Ahmedabad... they're talk- 
ing of Amritsar. Emirates has access to 
12-15 points in India. If the US says you 
can have access to seven cities, we give 
access to seven cities. If the UK govern- 
ment says I have two carriers coming in 
here and they can land in Delhi anytime, 
we should have equal access to 
Heathrow and be able to land at any- 
time. To say, you can come to the UK, 
but you can't land at Heathrow and have 
to go to Gatwick, is not fair access. We 
could also restrict slots, but we don't. We 


DILEEP PRAKASH 


Meanwhile... 


HE much anticipated farewar 
| has broken out across Indian 

skies. A little before Rono 
Dutta announced the Air Sahara 
'surprice' package, Indian Airlines 
(IA) extended a host of promotional 
fares and Air Deccan came up with 
a much-misunderstood offer: the 
Rs 500 Mumbai-Delhi ticket. 

The Air Sahara surprice is a 30- 
day advance return fare that's 36 per 
cent less than the 30-day advance 
apex fare. [As 'metro non-metro 
Scheme lets travellers pay Rs 1,000 
for the non-metro leg of a flight, if it 
includes a metro leg. Air Deccan 
will shift to dynamic pricing next 
week where, the earlier you book a 
ticket, the cheaper the fare (Rs 500- 
8,000 for a Bangalore-Delhi ticket). 

In fact, in the last few months, IA 
has quietly introduced discounts 
under various heads: round-trip 
fares, weekend fares, special fares, 
etc. And though, after the recent 10 
per cent fare hike in June, its one- 
way Mumbai-Delhi fare is up from 
Rs 6,575 to Rs 7,215, it has a promo- 
tional fare of Rs 6,445 till 30 Septem- 
ber. (Jet has a similar offer.) 

Some experts say the price cuts 
are a reaction to a normal, seasonal 
fall in passenger traffic (schools 
reopening, monsoons, etc.). In fact, 
demand can drop by 15 per cent in 
July and August. "Even if we sell 8-10 
seats for Rs 1,000, it adds straight to 
our bottomline,” says an IA director. 

But others say the fall is due to 
competitive pressure. Though they 
feel, Air Deccan, with a couple of 
flights a day, wont be an immediate 
threat. "If Sahara leads a backlash, 
other airlines will be sucked into a 
fare war," says Kapil Kaul, senior 
vice-president (Indian sub- 
continent), Centre for Asia Pacific 
Aviation. There are rumours that 
Sahara will offer walk-in fares that 
are 10-15 per cent more than those 
of Air Deccan, though Dutta does 
not mention any such plan yet. 

The battle has just begun. 


RANJU SARKAR 





have to ensure that we dont give unrea- 
sonable access to other carriers. If you 
compare with Japan, the UK, China — 
they are all more restrictive and with 
good reason. To promote domestic car- 
riers and domestic jobs. I think India is 
giving it all away. 

Finally, we have to have a strong do- 
mestic carrier with its hub in Mumbai 
that flies internationally. For this, the 
domestic private carriers have to be 
given access to international markets. 


i What about airports? 

W A critical issue. Sure, we can buy 
more airplanes and put them in the air. 
How do you take all these people 
through the terminals? Not enough 
gates, not enough counter space, not 
enough parking bays. 





The airports are awful. Awful. You | 


land in Delhi and Mumbai, and it gives 
you such a poor impression of India. We 
see this huge growth in India; we want to 
take advantage of it, but certainly the 
airport experience in India is miserable. 


E Do you think they [the government] 
must allow foreign airlines to invest in 
private airlines like Jet, Sahara, etc.? 

WI dont think thats an issue. The 
domestic equity markets are reason- 
ably strong. But we are not opposed to 
it Our issue is not with the capital 
structure but the route structure. This 
weakens the domestic players. 


E Where all do you want to fly to? 

E We are flying to Colombo as you 
know. We are launching Kathmandu on 
4 September. We are looking at Dhaka 
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in the future. We certainly want to fly to 
the Asean countries — Singapore and 
Thailand — and the Middle East. We 
want to fly to London and the US. Wed 
like to be in most markets. Wed like the 
government to liberalise on this front. 
Give the foreign carriers some access 
but not this open access. 


Bi What kind of capacity growth are 
you planning for the rest of this year? 

ll It will depend on what kind of access 
the government gives us and how 
quickly. We have Boeing 737-700s and 
800s that can do Asean countries 
(Thailand, Singapore), Hong Kong, etc. 
Clearly, they cannot do Europe. We are 
currently negotiating for additional 
731-700s and 737-800s on lease. 


E Sahara has never been considered a 
serious player in the Indian aviation 
market. Most people see aviation as 
marginal to the groups overall interests. 
Are we likely to see that change? 

BI think that changed last week 
[laughs]. From all the discussions I have 
had with Lucknow, that's not true. They 
are very serious about growing the air- 
line and thats begun to show in the 
numbers. It had a share of around 4-6 
per cent and that's now 18 per cent. 


Bi So, will you aim for No. 1? 

ll We want to be very safe, very reliable, 
have a good route and cost structure 
and then well go where the market 
takes us. Aiming for the No. 1 position 
at the expense of profitability makes no 
sense. We don't have a growth goal. We 
have route structure and cost goals. Bi 
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The author is director, 
Jeetay Investments, an 
investment advisory 
firm. He can be contacted 
at chetan@capitalideas 


Trust itself 
economic 
asset, and 
successful 


societies 


people to 
recognise 


resulting 
benefits 


EHAVIOURAL economists Samuel 
Bowles and Herbert Gintis coined a 
phrase, ‘strong reciprocity’, to de- 
scribe the normal human pen- 
chant of punishing bad behaviour 
and rewarding good behaviour, even when 
there are no obvious personal material benefits 
from acting in this manner. 

Whilst this may be irrational in economic 
terms, it is 'prosocial behaviour’ (in the termi- 
nology of Bowles and Gintis) because it predis- 
poses people to act outside the realm of nar- 
rowly defined self-interest and do things — 
intentional or otherwise — that end up serving 
the common good. With apologies to Adam 
Smith, an ‘invisible hand’ may thus lead indi- 
vidual irrationality to collective rationality. 

Paradoxically, capitalism can only flourish 
when people embrace this broad definition of 
self-interest because doing public good does 
not come naturally to capitalists. The benefits 
of trust — of trusting and being trustworthy — 
are, however, so huge that trust itself is an eco- 
nomic asset, and successful market societies 
teach people to recognise its resulting benefits. 

Notwithstanding recent events of the extra- 
ordinary level of corporate crime and executive 
greed, the evolution of capitalism through the 
centuries has been in the direction of more 
trust and transparency, and the market com- 
pass has reflected this behaviour. 

Government plays an important role in fos- 
tering the institutional and legal frameworks 
that can engender prosocial behaviour and 
trust. The recent Budget, to my mind, failed in 
creating this salubrious backdrop. Whilst my 
family is a beneficiary of the zero long-term 
capital gains and 10 per cent short-term capital 
gains tax regime, I find it difficult to reconcile 
how millions made on the stockmarket can go 
untaxed and scot-free whilst the efforts and the 
toil of the common man continue to remain 
within the ambit of the tax net, without instill- 
ing the strongest feelings of the patent injustice 
of this system in the hearts of the multitude. A 
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Taxes, trust and 
transparency 








resentful taxpayer cannot provide the lubrica- 
tion that a friction-free society requires, 

A flat tax rate without any exemptions 
based on income generated from any source 
would have the elements of fairness, on which 
modern capitalism is based. Long-run pros- 
perity for any economy depends largely on a 
stable tax regime, which in turn depends on 
how citizens at large, and not the elite, view it. 
Long-term accumulation of capital has to be 
contrasted with one-time opportunities that 
are exploited. The treatment of capital gains 
may be viewed by many as a one-time oppor- 
tunity because it is unfair and, hence, unstable, 
although large-scale selling pressure in the 
stockmarket may be inevitable. Paradoxically, 
the very noble intent of the government to en- 
courage long-term patient thinking (as also 
embodied by the introduction of the turnover 
tax) may be thwarted by short-term opportuni- 
stic action because the element of permanence 
— trust in its continuity — is absent. For, as the 
late Herbert Stein, a noted economist, said: “Tf 
something cannot go on forever, it will stop.” 

On a broader canvas, the Budget is an in- 
strument of the sort of society that a govern- 
ment wishes to create. Karl Marx believed that 
capitalism created relationships based solely 
on the ‘money nexus’. Not taxing people who 
should be taxed encourages the sort of behav- 
iour that Edith Wharton wrote about in her 
classic The House of Mirth: “A handful of vulgar 
people, bent only on spending and enjoying, 
may seem a negligible factor in the social devel- 
opment ofthe race; but they become an engine 
of destruction through the illusions they kill 
and the generous ardours they turn to despair. 
In what aspect could a society of irresponsible 
pleasure-seekers be said to have on the 'old 
woe of the world’ any deeper bearing than the 
people composing such a society could guess? 
The answer was that a frivolous society can ac- 
quire dramatic significance only through what 
its frivolous destroy. Its tragic implication lies in 
its power of debasing people and ideals.” W 
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How a white 
goods market 
leader lost 
money, A 
marketshare — 
ae d, x- 
finally, its 
managing 
director 

By Nandini Vaish 


HE serenity of the Airforce 
Auditorium at South Delhi's 
Subroto Park is rarely dis- 
rupted as it was done on 16 
July 2004. At 11.00 a.m. that 
day the auditorium was host- 
ing the 43rd annual general 
meeting (AGM) of Whirlpool of India 
(Wol) — a high decibel affair. Inside, 
about 250 shareholders were screaming 
at the representatives of the manage- 
ment seated on the dais. There were re- 
tired pensioners, government employ- 


ees, small  businessmen and 
shopkeepers representing all sections of 
the society and age groups. 


It all started as soon as chairman 
Garrick D'Silva finished his speech. The 
shareholders began screaming and 
shouting all at once. While most were 
confronting the management, some 
were all praise for the company. "We are 
very happy with the company. It's a very 
good company,” said one. But such 
sycophancy soon got submerged in a 
sea of anger at the company's dismal 
performance — a net loss of Rs 33.65 
crore in 2003-04 (15 months) against a 
net profit of 8.64 crore in 2002-03. 

"Why the losses?" asked one angrily. 
"When do we get our dividends?" ques- 
tioned another. "You all enjoy a fat re- 
muneration, while all we get is a packet 
of snacks,” shouted another. One share- 
holder even offered some advice: "You 
should talk to the Koreans and decide 


tm 


on pricing so 


that all compa- 
nies have a healthy 
bottomline.” After 


much verbal exchange, ~ 
the meeting ended and the directors 
left. They had managed to pull this off. 
Till another AGM next year. 

But not all of them. One man will, 
perhaps, not attend the next AGM. That 
evening, after the AGM, D'Silva finally 
made public what managing directors 
(MDs) dread to hear. WoI had removed 
its MD of four years, Raj Jain, to an as- 
signment with Whirlpool in China 
(D'Silva clarifies that Jain has been pro- 
moted to an important job for 
Whirlpool’s Asia-Pacific operations). 
Jain's services at Wol had been severed 
with immediate effect and the company 
even refused to allow BWa meeting with 
him for this story. D'Silva himself has 
taken charge as the interim CEO until a 
replacement is found. Wol’s former 
head of marketing, Marise Fernandes 


BUSINESSWORLD 42 2 AUGUST 2004 










Imaging: NEERAJ TIWARI 


Kumar, now 

part of Whirl- 
pool Corpora- 
tions global strategy 
team, is also likely to partici- 
pate in its interim management. Raj 
Jain, meanwhile, is known to be in talks 
with headhunters. 

Actually, Jain's fate was sealed a few 
months earlier, in May, when Whirlpool 
Corporations CEO-designate Jeff Fettig 
touched down in Delhi for a routine 
review. Wol’s top management was 
summoned to its Qutab Institutional 
Area headquarters on a Sunday to make 
presentations to  Fettig. Midway 
through the presentations on where 
Wol was headed, Fettig interrupted: 
“Let's talk operations.” Which is when he 
got the picture of the organisation as it is 
today — falling marketshare, high cost 
of operations vis-a-vis competition, 
high inventories in the system, high out- 
standings and mounting losses. 

Though Wol refuses to confirm this, 
during that visit Fettig is believed to 
have taken a decision to remove the 
man responsible for the sad state of 








affairs of Whirlpool’s largest operations 
in Asia. "Jeff Fettig is a very hard-nosed 
guy. He understands the business. He 
would have none of this,” says a former 
Wol employee who has interacted with 
him. "About people changes you'll have 
to pardon me; I'm not at liberty to com- 
ment," is all that D'Silva has to say on 
Jains removal. But Jain is believed to 
have been told to pack his bags as soon 
as Fettig took charge as Whirlpool Cor- 
poration’s CEO on 1 July 2004 — two 
weeks before the AGM. 
Until his removal, Jain had a fairytale 
career at Wol. Hired from Hindustan 
Lever (HLL) as Wol’s head of logistics in 
1996, he moved from strength to 
strength as D'Silva, the then CEO of In- 
dia operations, took a special liking to 
. him. He became the project manager of 
-. the global no-frost plant in Pune in 1997 


j L and executive director of sales in 1998. 
Then in 1999-2000, when D'Silva was 


P prompted to head the Asia-Pacific oper- 
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lack of strategy, but Wol’s profits have 
headed southwards since Jain took 
charge. It ended calendar year 2000 [the 
year D'Silva left to head APAC] with net 
profits of Rs 20.45 crore, 2001 with net 
profits of Rs 9.11 crore and 2002 with 
even lower net profits of Rs 8.64 crore. 
The year 2003-04, however, was the 
defining moment for Jain for more rea- 
sons than one. The year ended in a net 
loss for the first time since 2000 — when 
WoI' operations got into the black— 
particularly because LG launched an 
onslaught in the refrigerator market. It 
sent prices crashing and grew from 3.9 
lakh refrigerators in 2002 to 6.3 lakh in 


2003 and 2.8 lakh in the first quarter of | 


2004, to become Indias largest refrigera- 
tor brand with a marketshare of 22.9 per 
cent. Wol, too, pumped its distribution 


with its own products to match LG's fire- 


power. In a year in which other loss- 
making organisations like Electrolux 
slashed inventories dramatically (from 
Rs 128.3 crore to Rs 79.4 crore), Wol 
ended 2003-04 with inventories of 
Rs 149.96 crore, just Rs 10 crore less than 


„Of frost free refrigerators... 
36 


28.2 





„and of washing machines 
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in the previous year. 
The fight to retain marketshare cost 
_ Wol dearly. Jain obviously traded mar- 
| ketshare for profitability. Yet, even mar- 
| ketshare fell from 28.7 per cent in 2002 
to 22.2 per cent in the first quarter of 
2004 in refrigerators and from 20.8 per 
cent to 14.5 per cent in washing ma- . 
chines. Profitability fell even more 
sharply. Net margin declined from an. 


-2.20 per cent in 2003-04. In hope of 
respite, Wol extended the financial year 
| bythree months to March 2004 ("We did 
| it to align with Indian financial year,” 
| says a company representative). But. 
| that didn't help. Though the industry. 
| grew in volumes, per unit realisation fell 
| 5-10 per cent across different models, 
| resulting in a fall in value terms. The bal- 
ance sheet in red sealed Jain’s fate. 
Another factor that may have 
caused Wol’s decline was the massive 
churn in top management since Jain. 
took charge. Wol lost at least 18 senior 
executives of the rank of directors and. 
above between 2000 and 2004 (see 'Key 
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INTERVIEW/GARRICK D'SILVA 


BE c AD qu PETIT AW SE 


“We don't accept losses..." 


FORWHIRLPOOLS ASIA-PACIFIC 
head Dalton Nigel Garrick D'Silva, 
India is nearly as familiar a place 
as Sri Lanka, his homeland. In fact, 
D'Silva — who retires from his 
present assignment in December 
2004 — founded Whirlpool's 
Indian operations by buying out 
Kelvinator of India in 1995, and 
headed it until he got promoted to 
handle the regional operations. 
His hands-on management was 
instrumental in taking Whirlpool 
from nought to leadership in the 
refrigerator market by 1999-2000. 
So it was surprising that he 
remained silent while handpicked 
prodigy Raj Jain led a business 
whereforth marketshare and 
profits were sliding. BW’s Rajeev 
Dubey and Nandini Vaish 
interviewed Garrick D’Silva just a 
couple of days after he made Jain’s 
removal public. Excerpts: 


E Did Jeff Fettigs visit have anything 
to do with Raj Jains removal? 

W Mr Fettig comes to India once 
every six months at least. And his last 
visit was a visit to Asia. There is noth- 
ing other than this, purely a business 
review. People changes are not neces- 
sarily driven by that. We've got a glob- 
al strategy called 'GOP' — global 
operating platform strategy in which 
we tend to migrate the centre of com- 
petence of certain product types to 
certain locations. And that's the job 
Raj's going for to Shanghai. 


E Do you normally make such 
changes without a replacement? 


lll Oh yes, we do that. Over the last 7- | 


8 years we have built up a fairly capa- 
ble group of people here. Both the 
second line immediately below Raj, 
and down the organisation. So if one 
individual moves out of a function or 
from the leadership group, it doesnt 
exactly translate into an impact. 








| 


i 





ll How come so many have either left 
the organisation or have been shifted 
from one portfolio to another? 

Bl Well, that's there in our profession. 
We do have attrition all over, 
although attrition in India has proba- 
bly been higher than our global 
norms. That's something we are pay- 
ing attention to. But around the 
world, the industry has seen greater 
attrition than our company. 


Bi So it has nothing to do with Raj | 
| Tm proud of that. 


Jain as a manager. 

E It's not fair for me to comment on 
Raj Jain as a manager. We hired Raj a 
long time ago, because we saw a lot of 
talent and capabilities in him. And 


thats why were sending him all the | 
Bi No, for Mr Raj Jain. 


way to Shanghai. 


ll Are you satisfied with the perfor- 


| mance of the management of this 


organisation? 
Bi If you look at where we are in the 


| marketplace today, we've lost some 


share. But we are not going to be in 
this position for very long. We dont 
accept losses and we are going to turn 
it around. 


E How is it that you kept on pump- 
ing products in the market? At one 
point last year, you had Rs 250 
crore of inventory. 

Bi You are quoting num- 
bers that I’m not aware of. 
Right now our inventory 
levels are not that high, 

about 120,000 units. 


B What about share- 
holder returns? When 
would shareholders 
profit from this organ- 

isation? 

@ We are the largest 

shareholders. We 

have a very patient 

approach to building 

our footprint in India. 
And we have decided 
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to make further investments to drive 
business in this country. When we 
make money, we will start returning 
to the shareholders. 


B As the chairman, have you defend- 
ed Raj Jain far too much? 

Bi Is that a question for a chairman or 
for Garrick D'Silva? Yes, perhaps I 
have, because Id like to defend all my 
people to the extent of my ability. 


| Actually, I won't use the word 





'defend'; we support our people. And 


E When will we see a replacement 
here? 
@ (Laughs) For me? 


@ Before the end of this year. E 





For the full text of this interview, log 
on to www.businessworldindia.com 


















DILEEP PRAKASH 








people who have left’). And at least 11 of 
them were from the sales and marketing 
teams. Some were fired and few got relo- 
cated in Whirlpool offices abroad. Oth- 
ers resigned. According to a former head 
ofsales, the company could not manage 
the right blend of youth and experience. 
Another believes that Jain never nur- 
tured a second-in-command. "Raj built 
a wall around himself. Disagreements 
were not welcome. Those who threat- 
ened his (monopoly) came in the line of 
fire”. Once known as Lever-Pool for its 
penchant for HLL talent, Whirlpool 
today does not have a vice-president 
(sales) of pedigree. Sales is being han- 
died by Ramesh Sharma, who is also 
Wol's vice-president for HR and strat- 
egy, as well as Raj's comrade-in-arms 
from HLL days. But chairman D'Silva 
. shrugs off the suggestion. “It happens in 


ee ‘many enterprises. This is how you 


ds operate and broaden your operational 
. experience." Former employees aren't 
= surprised. "Garricks mindset is that 
` people are dispensable. He is not big on 
longevity." 
A full-blooded manufacturing guy 
himself, Jain could never drive the sales 


and marketing functions as well as his | 


predecessor did, his aloofness from the 
. trade being just one of the reasons. “He 

came very often to our city, but never 
| bothered to drop by to ask about busi- 


-«. ness,” says one of Wol’s largest distribu- - 


. tors. Instead, he preferred a push strat- 
`. -egy to sales as opposed to the brand pull 
.. that companies like LG and Samsung 
^vwere able to generate. So when sec- 
.. ondary sales failed to move for lack of 
- . pull, the distribution chain choked and 
the dealers' inability to pay back raised 

Wol’s outstandings. As on 31 March 

2004, Wol had debtors worth Rs 212.47 

crore (15.3 per cent of net sales). At least 

Rs37 crore ofthese have been outstand- 

ingfor over six months (Rs 20.45 crore of 

which are considered doubtful). 

Another Rs 208.17 crore has been out- 

standing for less than six months. 

Did D'Silva turn a blind eye to Jain's 
style of management until Fettig blew 
the whistle? D'Silva says he noticed a 
financial problem with the company 
only this year. That's difficult to believe, 
considering his reputation as a hands- 
on manager who travels to India at least 
twice a month. 

But now that he is in charge, he has a 








KEY PEOPLE who have left. 






.. K.V. Chandrasekharan 

| John Pinto | 

_Srivatsan — — — 

. Milind Sathe 

| *Rajesh Puri 

_ Bhuvanesh Khanna 

. Sameer Garde 

l Manu Ahuja 

| Sunder Hemrajani 

. Benoy Roychowdhury 

Ajoy Krishnan 

| G. Chandrasekhar u 
-Rajan Bhalla | 


* Has retumed to Whirlpool t "m year 


few fundamental problems to sort out 
to make Wol fit to take on the competi- 
tion. First, the distribution chain needs 
motivation. The trade is certainly dissat- 
isfied because of Jain's lack of aggression 
and the company's bureaucratic deci- 
sion-making process. Says aWol distrib- 
utor: "While LG takes only seven days to 
decide whether to go ahead with a par- 
ticular promotion or not, Whirlpool can 
take up toa month" That's critical time 
lost. Then if the promotion fails, they 
blame the distributors for it" But D'Silva 
claims he has 'systems in place' to ap- 
pease his channel partners. "We do sat- 
isfaction surveys to know where we are 
(with the trade)." 

Govind Uttamchandani, a Pune- 
based distributor, had to push products 
by giving his dealers an extended credit 
of 60-70 days (against a standard of 30 
days the company gives him). Another 
distributor adds: "Whirlpool is what it is 
today because of dumping in the mar- 
ket. They get stocks out of their factories 
and dump them onto us." 

Second, Wol needs more aggressive 
and competitive promotions. For 
instance, today where competitors are 
offering finance schemes with no inter- 
est and documentation charges, 
Whirlpool gives a rice cooker or dinner 
set with a washing machine, and that 
too, at an additional cost of Rs 800. The 


result: it has lost leadership in two criti- 


cal categories: refrigerator and washing 
machines, and has slipped to No. 2 
there. Even in 350-litres plus (frost free), 
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one of the fastest growing categories 
today, Whirlpool of India only has a 19.7 
per cent marketshare. 

To regain leadership from LG, Wol 
also needs to penetrate the low end of 
the market with a range suited for those 
consumers. For this, Wol did consider 
launching a brand called Opera, which 
was also test-marketed in parts of 
Mahrashtra. But it got shelved because 
the company believed that it needed to 
make products specific to the con- 
sumers for that market. 

Meanwhile, the shareholders are 
baying for the company’s bload. They 
have not seen dividends from the com- 
pany for nine years even as its share 
price has fallen from a peak of Rs 114 0n 
3 June 1996 to Rs 14.88 on 20 July 2004. "1 
caution, you are taking a very small 
sample and making it appear as ifit's the 
norm. That's not the case," says D'Silva, 
responding to a question on when 
shareholders could expect returns. At 
the same time, at the AGM in Delhi, the 
chairman admitted: "We do not know 
when shareholder returns will come... 
we have a patient approach to building 
our footprint in the country...when we 
make money, we'll start returning to the 
shareholders." 

Garrick D'Silva has an opportunity 
to leave yet another imprint on WoL But 
tíme is running out for the fire-fighting 
Sri Lankan, who retires this December. 
As one shareholder quipped, taking a 
cue from Whirlpool's washing machine 
ad: “Garrick ka magic chalega kya?” W 
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How many 
people do 
you need 
toruna 
successful 
global 
business? 
One, 
actually 








around the world. I had invested in 

them years ago, and for one reason 
or another we couldn't catch up much in the 
middle, except to share notes on email. 

Things were going well. He was not huge by 
global standards — about $250,000 in reve- 
nues, slated to double this year. Customers in 
more than 30 countries. Over 500,000 people 
around the world whod tried his product. Over 
5,000 of them who had paid for it and who use 
it. A well-known brand in its field. 

The business was profitable. He reckons he 
is world No.3 in his niche. His product was ac- 
claimed worldwide, reviewed by PC Magazine 
and such. Allin all, itwas a pretty good record — 
having survived through the worst downturns 
in the market, and still making it. And we were 
talking of how he'd done it. 

It wasn't that he was a coding or technical 
genius. The gent is actually a biology grad, and 
to my knowledge, can't write code. But he's alw- 
ays known what he wanted — and has figured 
out some inventive ways to get things done. 

The truly amazing thing is this: he runs the 
company with a full-time staff of two people, 
including a peon. His only other employee is a 
12th class-pass girl who basically handles all 
the admin, follow-up and back-end work. 

This was of such wonder to me that what 
was meant to be a 30-minute meeting stretch- 
ed out well past six hours. I dug deep into how 
he manages stuff. Turns out he never actually 
aimed for it to be this way. He had a big staff — 
at one point, as he said, more than a dozen peo- 
ple. And he had tried every traditional way of 
running a company and marketing his wares. 

But simply, the time to break into the mar- 
ket and the typical attitude of Indian govern- 
mental buyers (^Will you kick back 20 per cent 
to us?") put him off. He was forced to this ex- 
treme of leanness more by circumstances than 
by choice. And he was beginning to revel in it. 
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The one-person 
global company 


' AST week I spent some time with a 
The author advises, guides : 
and occasionally invests gent who runs a company in Mum- 
in businesses. He can be bai that sells software to customers 





I asked him how he got stuff done — and to 
me it was a rediscovery of globalisation. He has 
a spiffy-looking website; and he said he had 
tried numerous Indian web designers but did- 
nt get the finesse he needed. So he went online 
and found a designer in Canada — a girl he 
paid some $300, for three hours of work — who 
did the overall look and feel right. He then con- 
tacted someone locally to build the site based 
on her designs. (This is the second time in the 
last month I'm seeing Indian web-design needs 
being outsourced to someone in North Amer- 
ica. In each case, someone who took the deci- 
sion picked perceived quality over low price.) 

It went further. His entire product develop- 
ment was outsourced — to someone in Pune 
he paid top dollar or, as it turns out, Rs 1,000 an 
hour. This, he felt, gave him the same quality of 
work he used to earlier contract out to pro- 
grammers in Ukraine and Bulgaria, where the 
first versions of his products were produced for 
about the same price. Again, all of this was on- 
line — he never could afford to call overseas. 

He had anewer version ofthe product com- 
ing out — and was particular that it needed 
great icons in its user interface. He took me 
through along deal he was doing on the boards 
of freelancer-haven elance.com, with an icon 
artist who, on the fifth iteration, had gotten the 
icons to a point where our man was not unhap- 
py. This deal was entirely conducted online too. 

Everything was wired. His credit card proce- 
ssor wired the money to him. He paid Google 
and other places he advertised on using his cre- 
dit card. (His majorissue was that his card com- 
pany never raised his credit limit though he was 
doing five times that value of business.) Every- 
thing was wired — and lean. 

Except perhaps his online connectivity 
where he has, for insurance, three providers — 
two as back-up. One indulgence, in my book, 
but hey, given that all his business depends on 
it, its understandable. We'll see more such ‘lone 
shark’ businesses, which'll turn all traditional 
notions of ‘needing an A-team upside down. W 
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HAT a difference 12 
/ months make. This time 
last year, when we intro- 
duced the Businessworld 
Personal Finance (PF) 
| section, the Sensex was at 
the 3,700 levels and on a steady ascent. 
The economy was coming out of a two- 
year slump, and economists were 
already forecasting a bumper growth 
year. The monsoons had set in strongly. 
Inflation was hovering around 4 per 
cent. The regular-as-clockwork interest 
rate cuts that investors had got used to 
over the previous three years were 
finally over, but the interest rate party 
was still on as far as the retail borrower 
was concerned. Banks, especially the 
new private players, had unleashed a 
rate war among themselves and you 
could pick up a home, consumer 
durable, auto or personal loan at bar- 
gain basement rates. The heady cock- 
tail of low prices and low interest rates 
was spurring the great Indian middle 
class to go on a buying spree. 

As we bring you the first anniversary 
issue ofthe PF section, everything looks 
entirely different. In the intervening pe- 
riod, the stock market completed a 
dizzying climb, with the Sensex touch- 
ing the 6,200 levels, and then embarked 
on a downward trek. Currently, it is rest- 
ing at the 4,800-4,900 levels and seems 
in no hurry to go anywhere — either up, 
or down. The economy is still looking 
strong but everyone agrees that last 
years sterling performance will be hard 
to match. The monsoóns have played 
truant in large parts of the country, and 
the góvernment is talking grimly about 


contingency preparations for a drought. 
Inflation has crossed 6 per cent and no 
one expects it to come down anytime 
soon. And theres scary talk of interest 
rates hardening and the end of the days 
ofsuper-cheap credit. 

What do all these things add up to as 
far as you and your money are con- 
cerned? Here's the low down, not in any 
particular order of importance... 


E The consensus among both econo- 
mists and investment experts is that in- 
terest rates will definitely harden. "The 
interest rate trend has definitely 
turned,” says Nilesh Shah, head of port- 
folio management services, Kotak Secu- 
rities. "We are certainly through with the 
falling interest rate regime," agrees 
Ashish Ghiya, managing director of De- 
rivium Capital. Nobody is willing to haz- 
ard a guess whether it is a short-term 
correction or a long-term trend, but one 
thing almost everyone agrees on: the 









days of double digit returns from your | 


bond funds is over for good. It ended 
sometime last year actually when inter- 
est rates bottomed out. The relationship 
between interest rates and bond fund 
returns is fairly simple — if interest rates 
drop, bond fund returns go up. Con- 
versely, ifinterest rates go up, returns fall 


sharply. This is especially true for pure | 


debt funds that hold primarily long- 
term debt instruments. (Funds invest- 
ing primarily in short-term debt are 
generally less affected by interest rate 
swings.) As interest rates have been 





falling year after year since 1999, all debt 
funds gave superb returns over the last 
few years. But since last year, the party — 
has come to an end as the returns have 
slowed down considerably. Not only 
that, these funds have become a lot 
more volatile. In 2003, debt funds 
posted negative returns in three of the 
12 months, whereas in the calendar so 
far they have given negative returns for 
four months. At any rate, most experts 
agree that it makes sense to stay out of 
most debt funds at least for the next 12 
months or so, until the long-term trend 
becomes clearer. (If you want to part 
with some funds here, stick to funds that 
invest in floating rate or short term debt 
instruments. These will be the least 
affected ones in a hardening interest 
rate regime.) 





W Hardening interest rates also hit you 
if you are a retail borrower. Though your 
home, car, consumer durable or per- 
sonal loan rates haven't changed yet, al- 
most everyone expects them to go up 
marginally before the end of the year. If 
you are holding an adjustable or floating 
rate loan, you better get ready to pay a 
higher interest soon. Should you lock 
yourself into a fixed rate now? To figure 
that out, turn to our story on page 58. 


Bi There’s one interesting thing that's 
happened though. Inflation has moved 
up even before the interest rate correc- 
tion. This has opened up an interesting 
window of opportunity, albeit briefly. If 
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you take a 7.5 per cent home loan, say, 
(and you are still getting rates like this), 
and the inflation is at 6 per cent plus, the 
effective interest you are paying is just 
about 1 or 1.5 per cent. This anomaly is 
unlikely to remain for very long though 


— almost all experts say that interest | 
rates and inflation will move more or | 


less in tandem from now on. 


li Conversely, high inflation has made 
your bank fixed deposits even less at- 
tractive. Bank fixed deposit rates today 
are in the 5 to 5.5 per cent region. A 6 per 
cent inflation rate means that your sav- 
ings are actually eroding. And remember 
this is before you have factored in the tax 
you are paying on your FDs. (Interest- 
ingly, the situation is the exact reverse of 
what happened in 1999. That year, you 
could lock yourself to a 10 per cent- plus 
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fixed deposit and with inflation at sub-5 


| per cent levels, your real returns from 


FDs was the highest in years.) 


ll Going strictly by the current interest 
rate and inflation trends, investing in 


only two asset classes — housing and | 


equities — look attractive today. In the | 


past one year, real estate prices in most 
metros has seen a 15-20 per cent appre- 
ciation. The real estate consultancy 
Cushman & Wakefield expects real es- 
tate prices to continue going up for an- 
other 12-18 months. 

The negative side of investing in real 
estate is that it requires a huge capital 
and it is also relatively illiquid, points 
out Joygopal Sanyal, head, West and 
East India Consultancy Practice, 
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one of the highest re- E 
turns. Given the still 
low lending rates, the 
way house prices are go- 
ing up, and the tax breaks 
that you get on a home loan, 
buying a house now looks like a 
rather good idea. (The tax break might 
just vanish next year, but then that's an- 
other story.) 


$ 


ll Of course, as any investment expert 
will tell you, equities are the best asset 
class to buy if you are in for the long 
term. If you are looking at the short or 
medium term, well, this month last year 
was definitely a far better time to have 
got into equities. You would have made 


| ahefty gain, especially if you had exited 
Chesterton Meghraj. On the other : 
hand, he says, they also offer probably | 


at the highs. This year, nobody expects 
the same giddy rise, but almost every- 
one says that equities are still fairly 
priced. The market P/E is around 12 — 
which is a good time to buy. 

The Indian market looks rather at- 
tractive at the current valuations, says 
Arpit Aggarwal, head of private banking, 
ICICI Bank. Dhirendra Kumar, head of 
Value Research, the mutual funds track- 
ing firm, concurs with that assessment. 
Other investment experts are also rather 
bullish about the current prices in the 
market. The only thing, points out Ag- 
garwal, is that you need to have a three- 
year horizon if you are looking at equi- 
ties or equity mutual funds. 

The negative, as far as the equity 
markets is concerned, is that the budget 
didnt provide any great triggers for 
stocks and the monsoon is a definite 
dampener. Still, given that you are actu- 
ally losing money if you bet on bonds or 
FDs, the sheer process of elimination 
leads you to equities. Unless you are in a 
tearing hurry to make profits, equities 
are looking pretty good even for the 
somewhat conservative investor. 

In the following stories, you will get a 
more detailed look at how the budget 
affects you, the sectors you could look 
at if you plan to buy stocks, what your 
home loan strategy should be, and what 
to do about your fixed:deposits. Happy 
investing! BE, ay e 


r 


am — 
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FEW days before the Budget 
the government hiked petrol 
prices. If you spend Rs 3,500 a 
month on fuel, the hike will 
burn a Rs 2,500-hole in your 
pocket each year. At the same 
time, a Rs 20 hike in the price of cooking 
gas price was also announced. 

Die-hard optimists can be forgiven 
for hoping for a tax cut in the Budget. No 
such concessions have come forth if 
your taxable income is more than 
Rs 1 lakh. Not even marginal relief. Mea- 
ning, if your taxable income comes to 
even a rupee over a lakh, you pay the full 
tax of Rs 9,000! Several petitions have 
been sent to the finance minister to 
change that situation. 

Now, if you are earning more, there is 
more bad news. Forget relief, you would 
besaddled with a2 per cent cess on your 
taxes. The cess hits not only your earn- 
ings, but you must also factor it in all 
your expenditures, irrespective of 
whether you are buying goods or avail- 
ing of services. Because the cess is on all 
taxes — corporate tax, excise, service tax 
and also on import duties. 

Then, consider the single biggest 
item that is making life expensive — ser- 
vice tax. Fifty-eight services were cov- 
ered by the tax before this Budget. Thir- 
teen more have been added this year. 
Further, the rate of service tax has been 
hiked to 10.2 per cent from the earlier 
8 per cent. 

Have you ever stopped to figure out 
how all this pinches your pocket? Add 
up the entire amount you spend on tax- 






m —————————————————————M 


able services ina year and calculate 10.2 | 


per cent on it! The range of services al- 
ready covered is amazing: telephone, 
stockbroking, general insurance, bro- 
kers (including sub-broking), payment 
to interior decorators and CAs, service 
tax at authorised service stations, etc. In 
this Budget, explanation of banking ser- 
vices has been expanded to cover every- 
thing — credit card services, issue of pay 
orders, demand drafts and cheques, 
locker facilities, and even operation of 
bank accounts! 

The services provided by ali com- 
mercial concerns that handle financial 
services will also be covered, not just 
those of banking companies. Customer 
care services, payments to outdoor 
caterers and pandal or shamiana con- 
tractors are covered, All payments, for 
services of any kind, to tour operators 
have been added, and travel agents 
other than rail and air travel agents have 
been brought under the net. The 
exemption on maintenance or repair 
services for computers and cable opera- 
tors has been withdrawn. Phew! And 
these are just some ofthe services which 
you might use. 
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If you thought computers would 
become significantly cheaper after this 
Budget, you were wrong. The exemp- 
tion of 8 per cent excise on computers 
means that duty paid on inputs cannot 
be adjusted. But stand alone CPUs have 
been exempted. That's a minor relief. 

There has been no substantial hike 
in excise duty. Interestingly, the FM has 
increased the excise duty from 8 per 
cent to 16 per cent on cakes and pas- 
tries. It is hard to imagine that bakers 
across the country are actually paying 
excise on cakes. 

Thereis one place the Budget has of- 
fered unqualified relief — excise duty on 
branded and packed preparations of 
meat, fish and poultry has been reduced 
from 16 per centto8 per cent. 


Tough On Tax Evaders 

In a country of over 100 crore people, 
barely 3.4 crore file returns. The FM has 
brought this number down to 2.7 crore 
by exempting people having incomes 
up to Rs 1 lakh from the obligation. To 
make up for that loss, he has introduced 
measures to plug loopholes and in- 
crease tax compliance. 


E - bonus units. This way you will not be 
A butifyousell the bonus units your tax- 


= able capital gains will get reduced to the 
IE extent oftheloss on the original units. In 


play because of the way ‘income’ is defined under the Income Tax Act. As tax expert 


»rsonal 


empt, but if you sell the bonus units 
within a year, you will end up paying 10 
per cent short-term capital gains tax. 

In the case of dividend from mutual 
funds, if you buy units up to three 
months before the record date and sell 
them within nine months of dividend 
record date, any loss to the extent of the 
dividend will be ignored. Here the FM 
has not taken anything away from you, 
but merely plugged a loophole. 

Another step in this direction is the 
introduction of Section 142A in the In- 
come Tax Act. In March (See A Suitable 
Verdict, BW, 29 March 2004), we had 
pointed out that the Supreme Court has 
held that the tax officer cannot get a val- 
uation officer to determine cost of con- 
struction. The new section clarifies that 
an assessing officer can refer to a valua- 
tion officer for estimating the cost of 
construction of buildings, as well as 
value of bullion or jewellery. This should 
deter people from showing the cost of 
construction at lower than actuals for 
tax purposes. The provisions of this sec- 





. From now on, business losses will | 
not be allowed to be set-off against | 
salary income. This is to prevent the 
misuse of the set-off provisions. Further, 
to prevent the misuse of gifts to transfer 
income, gifts from unrelated persons 
have been restricted to Rs 25,000 in a fi- 
nancial year. Brides and bridegrooms 
can receive gifts up to Rs] lakh each. The 
way the section has been worded, it has 
been interpreted that gifts in kind are 
not covered. 

.. Dividend and bonus stripping has 
been completely plugged in the case of 
mutual funds (MFs). If you buy units 
three months before bonus declaration 
and sell them within nine months of the 

- record, the loss on sale of original units 
'. . Will be added to the cost of purchase of 
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| able to set off the loss on original units, 


————— RIPE 


———— 


the case of equity-oriented MFs, the | 
long-term capital gains are anyway ex- 


$e 


Book your losses now 


B ONG-term gains on shares and equity-oriented MFs will be exempt if shares 
M -are sold after the Finance Bill is passed. But what happens to long-term capi- 
Ema tal losses that you often land with on these investments? 
/. .. . Youcansetthem off against long-term gains in other assets (See The Good, 
. . The Bad And Your Money’, BW, 26 July 2004). But there is a catch that comes into 





E Vinod Gupta points out: “Income includes negative income.” Now, consider agricul- 

tural income. It is exempt but that does not mean you can set off agricultural losses 
against manufacturing income! 

Therefore, if long-term capital gains on some assets are exempt, long-term 

-losses on those assets cannot be set off. So if vou book your long-term losses after 
the law comes into effect, you will not be able to set them off. 

So, here's what you can do: 

Book your long-term losses in shares and equity mutual funds in August 2004. You 
can repurchase them in September, so this tax planning does not affect your 
investment decision. 

This is how you would benefit: 
© First, you can set-off the losses against any longterm gains in equity or equity-ori- 
ented MFs booked till now. And if you book some long-term gains on equity or equity 
MF units in August, you can set off the losses against those profits too! 
© You can set-off the above losses against long-term capital gains on other assets 
like gold and property even if those gains are made after August 2004. 
© By booking long-term capital losses in August, you can carry them forward to fu- 
ture years. This is important, as you will be able to set them off against any longe —— 
term capital gains on other assets like gold and property for the next eight years. a 
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| not apply to assess- 


with. Hopefully, it will have the desir 







tion, however, shall 
ments made up to 30 
September 2004. 

The computerisation 
of the tax department 
is gathering pace. Al- 
ready, annual information on financial 


transactions is being collected from o 
many sources, including banks. This |. 


Budget has made it mandatory for gov- 
ernment agencies that maintain: 
records of financial transactions to fur- 
nish annual information. 


What Lies Ahead? 


The FM is bound by the Fiscal Responsi- |. 


bility and Management Act to reduce 
the fiscal deficit. This means more av- . 
enues for taxation would be covered, 
The implication of the Budget has to be . 
seen in the light of the current inflati on, 
investment avenues and your incom 
levels. The FM has given you a major in- 
centive to look for investment opportu- - 
nities in equities by exempting ther a 
from long-term capital gains and rec 
ing short-term capital gains to 10 pe 
cent. And he has now extended the be 
efit of concessional capital gains to eq 
uity-oriented MFs too. t 
If your taxable income is more than 
Rs 1 lakh, you have every right to be dis- 
appointed with the Budget, but listen to. 
what the FM had to say: "While the tax 











rates are moderate, it is the tax slabs = 


which cause concern. I cannot give 
more relief... If compliance improves, | 
promise to revisit the subject." 

Clearly, moving the slabs up is onthe 
FM’s mind, But again, the benefits will 
not be unqualified. You, as a taxpayer, 
enjoy a lot of rebates and deductions, 
Favourable slabs may come with fewer 
exemptions. That means linkages be- 
tween financial planning and tax plan- 
ning will weaken. That will be a wel- 
come development as taxpayers will be 
forced to think of investment, saving 
and risk management separately, with- 
out worrying about tax implications. 

We are moving towards a regime _ 
where tax evasion will be severely dealt. - 


impact, thereby allowing the FM to cut: 
the tax rates. e 





















agriculture can. 
several sectors, 
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ESPITE rising interest rates, 
athe Lefts iron grip on the 
government, and the rain 
gods, the equity markets 
| remain a promising option 
ENS" for the investor. 

But, to find out the new hot sectors, 
you need to pick your way through the 
5 thickets of the new government's eco- 
- nomic policies and political compul- 
mma: sions. Here are some sectors we think 

will benefit from the new economic and 

political landscape. 


The Budget Beneficiaries 


- Agri-business: The Green Revolution 

. The FM plans to pump crores into agri- 
- related sectors. The Budget proposes to 
increase the expenditure outlay for the 
irrigation sector by 66 per cent, from Rs 
275 crore to Rs 457 crore. He has also 
earmarked Rs 2,800 crore for the accel- 
erated irrigation benefit programme. 
The massive flow of money to these 





ing farm equipment, fertilisers, tractors, 
etc. A higher demand for these products 
should push up the sales volumes and 









FMCG: Can Move Fast 
Despite a good monsoon last year, the 







| 
| 
| 
| 
| 


fast moving consumer goods sector has | 
been plagued by sluggish demand. The | 
aggregate net sales for the 34 companies | 
(constituting the BSE FMCG Index) rose | 
a mere 3-5 per cent over the past | 
2-3 years. | 

Budget 2004 did not offer anything 
substantial to the sector, exceptsettinga | 
deadline for the implementation of the 
Value Added Tax (VAT) regime. 

But the budgetary thrust on the agri- 
culture sector — the target to double 
rural credit in the next three years, the 
highest increase in the expenditure allo- 
cation to irrigation sector — should give 
a big boost to rural demand and 
improve the fortunes of FMCG players. 
We picked up four FMCG companies, 
which have shown higher year-on-year 
growth in sales volumes during the 
financial year ended 31 March, 2004 





Infrastructure: Building Blocks | 
To give limbs to agricultural growth, the | 
Budget has announced the revival ofthe | 
Rural Infrastructure Development Fund | 
(RIDF) and earmarked Rs 8,000 crore for em 
the current financial year. RIDF is 74 
aimed at supporting the develop- ^J 
ment of infrastructure for the 
agriculture sector. The Budget 
has also spelt out a host of 
other measures to fund in- 
frastructure pro- 
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jects, like the formation of an inter-insti- 
tutional group of several banks and fi- 
nancial institutions. 

This thrust on infrastructure will 
lead to new projects in housing, roads 
and irrigation. Such a scenario will heat 
up the steel and cement markets, bene- 
fiting those companies. 

The cement industry, plagued by a 
supply overhang for the last few years, 
saw arevival in demand in the last fiscal. 
This was helped by a robust agriculture 
growth which fueled demand from the 
rural sector. Cement prices showed a 
rising trend in the last fiscal, against a fall 
in the previous one. Also, key cement 
players have recorded robust growth in 
sales as well as net profit. 
| The new government has also 
| extended its attention to the develop- 
| ment of ports, airports, water supply 
| andsanitation. This should lead to fur- 
| ther growth in the order book positions 
| ofconstruction companies. The order 
| book position indicates the value of pro- 
i jects the company is yet to implement 


but are in the pipeline. The order 
book position for most construc- 
tion companies already stands at 
two to three times their revenues. 


Automobiles: Burning Rubber 
This Budget has given you more 
reasons to add auto stocks to your . 
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portfolio, if you already don't possess 
them. The 16 per cent excise duty on 
tractors has been removed. Though 
manufacturers will have to pay an excise 
duty on raw materials, whatever price 
cuts that happen is likely to push up 
tractor sales. 

Secondly, auto manufactures can 
now claim a 150 per cent deduction of 
expenditure on in-house research and 
development. This is likely to benefit 
high R&D spenders like Mahindra & 
Mahindra, Maruti Udyog and Tata Mo- 
tors. However, the levy of a 2 per cent 
cess has already seen a marginal hike in 
prices by some car manufacturers. 

Automobile production slowed 
down in May, after six consecutive 
months of high double- -digit growth. 
But the trickle down effect of increased 
purchasing power in rural India should 
help auto majors crank up volumes. 


What Are The Risks? 

Sure, there are risks associated with this 
strategy. Poor monsoons can play spoil- 
sport and all those predictions about 
high growth in agriculture, and assump- 
tions of it fueling demand in the FMCG 
and auto markets, may not materialise, 


Also, it would be some time before- b 





the Budget sops for agriculture-related 
sectors actually percolate down to the 
implementation stage. And it may take 
another three to four years before these 
translate into any meaningful numbers 
for the FMCG companies. 

Even for the rest of the agri-sensitive 
sectors, it will be some time before re- 
sults start showing. 


Beyond The Budget 


There are few sectors for which the Bud- 
get did not hold anything substantial. 
But they have their own compelling 
growth stories. 


Banking: From Trading To Lending 
Notwithstanding the fact that the new 
government is unlikely to dilute its stake 
in PSU banks, and despite that fact that 
banks inherently have a higher risk 
profile, market watchers are bullish on 
the sector. "Despite all concerns sur- 
rounding the banking sector, these 
stocks are still undervalued," says Nan- 
dan Chakraborty, head of research at 
Enam Securities. — 

After the UPA government took 
charge, PSU stocks crashed. BSE Bankex 
was down 25 per cent in May. The 
iggest losers: were the state-run banks 
as hopes of sale of gov- 
ernment stake in these 
vanished. 

The Budget too, 
apart from announcing 
changes in the Securti- 
sation Act, did not hold 
any big carrot for the 
banking sector. Rather, 
the announcement to 
double agri-credit has 
been hailed as bad for 
banks. It is assumed that 
the higher agri-credit 
will increase the 
chances of banks accu- 
mulating more non- 
performing assets, 
Already, the volatility in 
interest rates has started 
hitting the bottomlines 
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of banks as profits 
from sale of invest- 
ments have come 
down sharply. 

But these fears may 
be unfounded. Having 
realised that the bond 
party is over, banks are likely :- 
to focus on their core business of lend 0 
ing to generate income. While agricul- 
ture lending would be one area, the 
credit off-take by the industry will also 
increase if the domestic growth mo- 
mentum continues. Even though the 
stock markets have recovered from the 
lows they touched on May 17, bank 
stocks are yet to recoup the losses. A 
post-Budget sectoral report by Motilal 
Oswal Securities maintains that bank 
stocks are trading at attractive valua 
tions. From the universe of bank stor 
with lowest non-performing assets (as à 
proportion of net advances), we picked. 
up the five which rank the highest i in. 
terms of total revenues, | 
















Energy: Gas Will Rule 

Like banks, oil and gas stocks were an- 
other big casualty ofthe United Progres- — 
sive Alliance's rise to power, Even befor = 
the Common Minimum Programmie: P 
the new government was out, here | 
a massive sell-off in oil PSU stocks. The - 
BSE PSU Index lost a whopping 26 per 
cent in May. This was understandable, 
as expectations of disinvestment had 
long been the major trigger unlocking 
the value ofthese stocks, 

But should this make you to sell your 
oil stocks? Or prevent you from buying 
any? No. Because, fundamentally noth- 
ing has changed for these companies. 

True, despite the sharp rise in inter- 
national crude oil prices, the retail 





| prices of oil products were raised only 
, marginally. Moreover, the Budget has 
| Cut down the subsidy provided to oil 


| companies by 46 per cent. Analysts 
| maintain that if the companies do not 
_ have the flexibility to revise the retail off 


_ prices, their marketing margins would 


! come under pressure in the near future. 





















































A Kotak Institutional Equities 
. report points out that “continued gov- 
‘ernment influence over pricing and 
lower than expected refining and mar- 
keting margins" are some ofthe riskfac- 
tors for oil companies. 
But look at the big picture. Till a few 
years ago there was just one company, 
' Indian Oil Company (IOC), that figured Marico Industries 
in the Fortune 500 list. Now, three more. Heritage Foods (India) - 
Indian companies fromtheoilsector— ^: Tata Coffee - 

HPCL, BPCL, Reliance Industries — are — — 
. in the Fortune 500 list. IOC and ONGC 
are gradually integrating their opera- 
- tions across refining, marketing and ex- 
ploration activities. 

Also, the gradual shift towards nat- 
. ural gas by oil refineries, power-generat- 
ing companies and home users could 
work out in favour of oil firms. And the 
national gas grid, once in place (Gail 
and Reliance are vying to get the rights), 
will make the distribution and trans- 
portation of natural gas easier. Also it 
can bringdown the costs for refinery 
companies over the long run and im- 
prove their profitability. 

Over and above all thisis the fact that 
India's oil consumption is shooting up. 
Which only means profits for the oil 
companies. 
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Technology: The Comeback Kid 
Who said technology is dead? Or that 
* technology is volatile.? During the most 
. volatile month of May, technology 
. Stocks lost 1.65 per cent against the Sen- 
, sex's 18 -per cent fall. 
... If tech leader Infosys's strong rev- 
enue guidance is anything to go by, 
good days may be back for technology 
_ stocks. While announcing a 39 per cent 
jump in net profits for the quarter ended 
; 30 June 2004, Infosys sharply revised | | growth is expected for the sector. 
upward its earnings projections to 34 
per cent, from the 20 per cent projected 
+. earlier. The BSE IT Index gained 5 per 
cent against the Sensex's mere 0.62 per 
. cent rise between July 12 and July 19. In- 
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^ Market price and P/E data as on July 15 


“Hindustan Construction — 
IVRCL Infrast & Projects. eae 


Rashtriya Cu al 


| as offshoring business becomes the 
mainstream activity, a strong volumes | 


2004, 18 of the 33 technology compa- 
nies recorded a higher year-on-year 
growth in sales. A depreciating rupee | 
could also augur well for the bottomline 
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| section 10A/10B, which exempt off- 

| shore profits from being taxed. Besides, 

| thetechnology sector would be the one 

In the financial year ended 31 March | least affected by a failure of the mon- 
| 
| 
| 


soon or any political upheavals. 

The downside is that MNC software 
companies could intensify competition 
as they accelerate their offshore opera- 
tions. Besides, the outsourcing backlash 


ASHISH SAHI 







against outsourcing has calmed down, 


| 
- fosys has pointed out that the backlash of IT companies. 
and pricing pressures have eased. Also, | 


The other good news is that the FM 


| has left untouched exemptions under 
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may gain momentum as the US elec- 
tions approach. . d u 
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Invest in the efforts to strengthen the hand that feeds you 


For 22 years NABARD has been an invisible and silent partner in rural India, lending 
support to millions of farmers, playing a crucial role in changing their lives and bringing (9) 
in a better tomorrow. You can be a part of this rural resurgence by investing in NABARD NN 


Capital Gains Bonds. NABARD provides you with not only a one stop solution for all 1 
National Bank 


capital gains tax related decisions, but also offers excellent security which only one of B 
for Agriculture 


the strongest financial institutions in this country can provide. 


and Rural 
Development 
* Over 85,000 satisfied investors * Total owned funds - Rs 21,861 Crores VARIA I ERE Gave: cf inui 
e 5% rate of interest per annum e NPAs - 0.001495 Revitalising rural India 
* No TDS on interest * Issue open and on tap through urban support 


Plot No C-24, G Block, Bandra-Kurla Complex, Bandra (E), Mumbai 400051. Tel.: 022-26539060, 022- 26539399 Mobile: 98213 19660 











Regional Offices (West) « Pune 25511232 « Panaji 2420053, 2220490 * Ahmedabad 7561395. (East) * Kolkata 2216 6657 « Guwahati 513 102 
* Patna 233 507 * Ranchi 208 647 * Bhubaneshwar 554 023, 554 036 (North) * Bhopal 2467957, 2420608 * Chandigarh 2647549, 5071407 
e Dehradun 748610 * Jaipur 743575, 743416 * Jammu 432524 * Lucknow 2223644, 9839075491 * Raipur 692455, 528299 « Shimla 221211. 


224373. (South) * Chennai 28278427 * Hyderabad 27607643 *Thiruvananthapuram 325725 « Bangalore 2292078, 2292072. 
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INCE May 1998, interest rates 
on housing loans have moved 
® in only one direction — 
è south. And till about 10 

months ago, taking a housing 

"EP loan was a no-brainer. You 
(ook the loan at the variable rate. End 
of discussion. 

Not anymore. The major players — 

. SBI, HDFC and ICICI Bank — last cut 
| their benchmark rates in November 
. 2003. But, beginning this year, whispers 
? ofa possible rate hike have started. Bor- 
-3 rowers are now worried that a rise in the 
interest rate will put a spanner in their 
plans and send costs into a tailspin. 
. . Globally there has been some hard- 

ening of interest rates. The US Federal 
Reserve hiked interest rates by 0.25 per 
cent. At home, bond yields have been 
rising. Inflation, as denoted by the 
Wholesale Price Index, has touched 6 
per cent. Further, the Centre for Moni- 
toring Indian Economy (CMIE) expects 
the interest rates for housing and retail 
segments to rise as risk in these seg- 
ments goes up. 
This is because banks have been 
very aggressive in doling out home 
loans. The credit risk becomes real as 
loans are up to 85 per cent of the value of 
the property, and go even higher in 
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| or doing away with the benefits might 


| doing away with all these exemptions 
! will be accompanied by a rationalisa- | 


Personal 


some cases — making them risky in 
case property prices fall. Add to this, the 
operational risk in case the original 
property value on the basis of which the 
loan is given was overvalued. 

At present, this is not a worry, but the 
financial sectors exposure to this 
segment has increased substantially 
over the last few years and, going for- 
ward, banks may factor this in while 
determining interest rates. 


Does this mean housing interest rates 
are set to go up? 


The trends in the home loan market in- 


dicate that interest rates may not stay 
where they are now for long. Both ICICI 
Bank and HDFC reduced their bench- 
mark lending rates twice in 2003. How- 
ever, no rate cuts have been announced 
this year, so far. 

The argument against a rise in the 
interest rates is supported by the fact 
that liquidity in the banking sector is | 
comfortable. The CMIE, too, expects — 
liquidity to stay comfortable and the 
inflation rate to decline in the coming | 
months. Even if the rates go up, no big | 
jump from the current levels is expected 
atleast for the next one year. 


So, is this the best time to take a hous- | 
ing loan, or should you wait for a - 
clearer picture to emerge six months | 
down the line? | 
There is one reason you might want to | 
delay your decision to go in for a hous- | 
ing loan immediately. You may want to | 
wait and see whether the finance minis- | 
ter tinkers with the interest payment : 
deduction in the next year's Budget, to | 
determine the amount of the loan you 
want to take. 

This is important, as any reduction | 


make the loan unviable or cause you to 
change your plans. The solace is that 
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tion of tax rates. 


If you decide to wait, then April 2005 
will be the best time to take a housing 
loan. Otherwise, we suggest you go 
ahead and take that housing loan. There 
is no point in postponing the decision 
for six months. In fact, we would say you 
are already late by four months. Our 
argument has nothing to do with which 
way interest rates will move! The point is 
simple — if you take the housing loan in 
the beginning of the financial year, you 
are in a position to make the maximum 
of the tax deduction available for inter- 
est repayment. 

For a Rs 20-lakh loan at 7.5 per cent, 
the interest. component is about 


! Rs 1,50,000 for the first year. (Actually, it 


will be slightly lower as interest is calcu- 
lated on a monthly reducing balance 
basis). Because of the tax deduction you 
cansave up to Rs 45,000 in tax in the first 
year. The deduction on account of the 
housing loan reduces your taxable 
income. So, if after deducting the inter- 
est on the housing loan, you can get 








yout taxable income below Rs 1 lakh, 
you pay Zero tax! 

But if you have not taken the loan 
right in the beginning, the interest eligi- 
ble for deduction for financial year 
2004-05 will be lower. And if you post- 
pone your decision for four more 
months and take a loan in December 
2004, you will further lose approxi- 
mately Rs 15,000 by way of tax savings. 
That's 0.75 per cent on a loan of Rs 20 
lakh. That is a loss waiting to happen 
merely because you are undecided. This 
brings us to the next question. 


If you go for the loan now, should you 
opt for fixed rate or floating rate? 

That's a difficult one. There is a differ- 
ence of 0.5 per cent to 0.75 per cent 








between floating and fixed interest 
rates. Basically, the floating interest rates 
offer bargain huntingopportunities and 
you could even land up with a rate that 
is atleast 1 per cent lower than the fixed 
interest rate. 

In fixed rates, there is less bargaining 
possible. So if you are expecting that in- 
terest rates will go up by 0.75 per cent to 


1 per cent in the next 8-10 months, 


choosing a variable rate right now is a 
better option. If the rates go up in the 
above range, you do not lose and the 
longer the interest rate hike takes to 
happen the more you enjoy a lower 
interest cost under the variable rate. 
That is money saved! 

Then there is ABN Amros super 
saver package that offers a fixed interest 
rate of 6.5 per cent per annum for the 
first two years and then moves to a float- 
ing rate. For Mumbai and Kolkata cus- 
tomers, the rate is 6 per cent for the first 


year. Options like this make perfect 


sense, as it is not possible to know what 
the interest rates will be after two years. 


But would it not make sense to take a | 


fixed rate loan and lock in when the 
rates are an at all time low? 
The decision to go for fixed or floating 
rate loan is a little more than just smart 
financial planning. You have to take into 
account your comfort levels. If you are 
the type who might have sleepless 
nights because of a possible high 
interest rate scenario in the future, then 
itis bestto take a fixed rate loan. 

This way you lock in at low rates and, 


TEE PRIEST TATEAN 


more importantly, you get peace of | 
mind. "If the premium in the fixed rate | 
option is up to just 0.5 per cent over the - 
floating rate, then that premium is | 
| you have been a good customer, the 


worth paying, "says Harsh Rungta, CEO, 
Apnaloan.com. 


| bank may not want to lose you, andis —. S 


If you are convinced interest rates | 
are in a long-term upward trend, go for. 
a fixed-rate loan. Moreover, if your | 
Sincome is not expected to go up much | 
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over the next four to five years you may 
not want to risk a floating rate regime. 

One important thing to check is: 
how fixed is your fixed-rate loan agree- 
ment? Some of the banks have a clause 
in the fixed rate agreement which goes 
like this: from time to time, the bank — 
mayin its sole discretion altertherateof — 
interest suitably and prospectively on ^. 
account of a change in internal policies 
or if unforeseen or extraordinarv 
changes in the money market con 
tions take place. If the borrower is not 
agreeable to the revised rate, then. 
within 15 days the borrower shall 
request the bank to terminate the loan 
and repay the loan and amounts | 
outstanding. This clause meant little in — 
a falling rate regime, but if rates are go- 
ing to move up by, say 2 per cent, will 
banks revise their rates for fixed-rate- 
loan customers? 


























Should people who have 
a housing loan shift 

to fixed rate? ; 
The answer is clear. It does not mak 
sense to shift at present. If you shift nov 
you will end up paying a conversion fee 
of about 1.75 per cent, plus you will be 
saddled with the fixed rate ican, which 
bears a higher interest cost. 

For the time being, stick to floating 
rates. Most banks have been tardy in 
passing on rate cuts to their existing 
floating rate customers, with the result 
that you had to negotiate at various 
points to get a lower rate. It does not 
makes sense to shift now, and lose all 
those hard-earned gains. 

Further, we do not know how banks 
will behave in a rising interest rate sce- 
nario. If vour credit standing is good and 









competitor will welcome you. That: Suc 
when you need to show a little aggres- 
sion and get the best deal. That sta; 
not come yet. 















HEN it comes to invest- 
.shna Sharma does not 
look beyond bank fixed 
deposits (FDs). That is 
strange, considering FD 
“interest rates have plunged in recent 
years — the fallout of a sharp drop in 
overall interest rates. 

Sharma's income from FDs has 
thinned over the last four years. To make 
matters worse, his longer-tenure FDs, 
which carry interest rates as high as 12- 
13 per cent are nearing maturity. Still, 
Sharma swears by FDs when it comes to 
investing his money. Very soon investors 
ike Sharma will be rewarded for their 
faithfulness. With the chances of inter- 
. est rates moving up in the near future 
' becoming high, a rise in FD interest 
-rates is also around the corner. 

' Analysts, however, caution that 
; much of this upward swing will be 
. guided by how interest rates move glob- 

: ally, and that it will not be a sudden rise. 

-. Sowhatis the global scenario? The 
; Federal Reserve Bank of America, the 
central bank of Australia and the Bank of 
England have raised their interest rates 
; by 0.25 per cent. Back home, RBI gover- 

/ nor Y.V. Reddy has indicated that the 
, central bank may reconsider its policy 
; towards soft interest rates if the global 

situation so warrants. Also, the Eco- 

nomic Survey 2003-04 has noted that if 
the fiscal deficit increases, interest rates 
| Will rise in the future. 

^. NeerajSwaroop, head of retail bank- 

' ing at HDFC, is of the view that it's diffi- 







. ments, 50-year-old Balkri- | 


‘How to load your FD basket in the 
coming year to ride the swing in 
‘Interest rates. By Rachna Monga 


cult to predict when and by how 
much interest rates will rise. But he 
is sure that when interest rates 
across the industry move up, bank 
fixed deposit rates will also rise. 


Historical Trend 


Around 30 years ago, deposit rates (3 to 
5-year maturity) hovered around 6.5- 
7 percent, which was slightly more than 
what it is today. As lending rates 
increased during the mid- 1970s from 10 
percentto 13 percent, deposit rates also 
rose to 9 per cent. 

However, deposit rates hovered 
around 10 per cent all through the 
eighties. In 1991-92, lending rates rose 
sharply to 19 per cent, and deposits 
fetched a handsome 13 per cent return. 
But the second half of the decade 
witnessed a consistent fall in interest 
rates, with fixed deposit rates falling at a 
much faster pace than lending rates. 


Your Strategy 

Taking an optimistic view that his- 
tory will repeat itself and interest rates 
are set to rise, albeit slowly, how should 
you spread your investments? 

First, re-invest the maturity amount 
of high-yielding fixed deposits into 
shorter tenure FDs, say for six months or 
one year. By the time these deposits ma- 
ture, the direction the interest rates will 
take will be clearer. You can then rein- 
vest the proceeds of these short-term 
FDs in longer tenure deposits, which 
should, hopefully, be carrying higher 
interest rates than they do today. 
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This strategy is called laddering — 
spreading your investments across vari- __ 
ous maturity investment options rather 
than putting them all in one basket. The 
advantages of this strategy are two: by 
staggering your investments like this, 
you benefit both in the rising and falling 
interest rate regimes. During a falling 
rate regime, that part of your money in- 
vested in longer tenure FDs will con- 
tinue to earn higher returns. Second, 
consider diversifying to company 
deposits. But a word of caution here. 
Consider only those companies with 
the highest credit rating to invest your 
money in. 

Till now, companies have resorted 
to cheaper ways of raising money than 
opting for the comparatively expensive 
fixed deposits route. But the situation 
could change in a rising interest rate 
scenario. Assuming that higher demand 
for credit sees a sharp hike in lending 
rates by banks, it is quite possible that 
companies may tap the fixed deposits- 
route again. It may be some time before 
such a situation emerges. But it will 
be wise to put in some money here 
because company fixed deposits will 
offer higher rates than bank fixed 
deposits. a 
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‘Surviving INFLATION — 3 


- į The outlook is bleak, but there is a glittering solution 
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nature and would certainly stop | 








í | Businessworld and hence higher 
|| spoke to Ashish interest rates. affecting domestic liquidity and 
1| Ghiya, MD of putting pressure on Indian interest 
{ Derivium Capital: li /f globally central rates. Higher domestic rates would be | 
Wee banks continue to a relief for small investors, but invest- 
Uu “| B In India, interest hike interest rates, will ^ ment activity would be marred. 
- g| rates have risen quite g we see the same 
~ | sharply over the past = happeninginIndia? W Should borrowers and fixed- | 
‘| 2-3 months? Does 3 What are the positives ^ income investors be really worried | 
i this mean we are = and the negatives for about the current situation? How high | 
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E We certainly are the falling rate regime 


through with the falling interest rate 
regime. Interest rates may rise by 
another 25 basis points from the cur- 
rent levels, led by higher global inter- 
est rates and domestic inflation. 
Higher imported inflation on account 
of higher oil prices and non-apprecia- 
tion of the rupee, an inflationary bud- 
get, and the lower base effect of last 


ately as the global loans would definitely be affected, 
rates rise, but that would certainly put | and investors also may not get a rela- 
pressure on the long end of Indian | tively higher return. Liquid funds 
interest rates. As the cycle reverses | should yield around 5 per cent, and 
globally, the arbitrage money which | gilt and income funds are likely to 
used to flow into India may stop, | under perform. It's going to be a diffi- 
which along with relatively lesser | cult year with equities under pressure 
flows expected from FIIs this year, | and returns from bonds/ fixed 
would tend to put some pressure on | income funds/ fixed deposits not like- 
the rupee. | lytoyield more than 5-5.5 per cent for 
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performance linked to the performa- | Bi Certainly yes. Over the past two 
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Do you think gold has the potential 


nce of equity or bond markets, nor is | 


years the retail investment in gold in 


i year would lead to higher inflation, Such inflows are temporary in | one year. So, all the best for surviving. | 
| 
bal e id J 
| É | Wi. 
1 Sanjeev Agarwal, MD (Indian sub- | returns come with high risks. Where- | Bl Do you think that the perception of | 
| continent) of World Gold Council, as the strength of gold lies in it being | Indians towards gold as an | 
K { on the gold market: an alternative asset class. Neither is its | investment avenue has changed? 
| 
$ 


to give inflation-adjusted returns over 
the next few years? 
lil As far as inflation-adjusted returns 
are concerned, gold is the only asset 
class which can prove to be the per- 
fect hedge. We tracked gold prices 
during a 400-year period. Across this 
period, if an ounce of gold bought a 
set of products or services, the same 
ounce of gold can buy the same 
quantum of products and services 
even today. 

From a returns perspective, equi- 
ties are the best asset class. But higher 








it influenced by the 
performance of any 
country or govern- 
ment. If gold is added 
to an equity portfolio, 
the risk remaining 
the same, the overall 
returns get enhan- 
ced. So it should be 
considered more as a 
risk mitigator and 5- 
15 per cent of the 
portfolio should be 
allotted to gold. 











Sanjeev Agarwal 


"Gold alone can be the 
perfect hedge" 


the form of bars and 
coins has gone up. 
Most people have 
been parking their 
stockmarket gains in 
gold. In fact, in the 
first quarter of 2004 it 
has shot up by a 
whopping 47 per 
cent and the aggre- 
gate investment in 
gold stands at arou- 
nd Rs 5,000 crore (in 
bars and coins). 





TRIBHUWAN SHARMA 
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Long term pays 





NVESTING in equities over a long 
term is questioned by most people 
because ofits sub-optimal perfor- 
mance in India in the last 10 years. 
Incidentally, the decade has seen 
maximum growth in GDP. And 
most markets in the world have had 
exceptionally good returns on equities. 
So are the times changing in India? Yes, I 
would think so. 
Look at market performance in 
India in the last 25 years. Since the ince- 





ption of the index in 1978-79, the com- 
pounded return is about 15 per cent. If 
one takes five years to belong term, the- 
re have been three periods of five years 
that had negative returns. There is an 85 
per-cent chance of making good money 


in the stock market. But, while the aver- 


age in 25 years is about 15 per cent, the 
first 15 years ending in 1992 had a com- 
pounded return of 28 per cent. 

The 28 per-cent return laid the foun- 
dation for sub-optimal returns in the 10 
years that followed. At current valuation 


of 5,000 Sensex-level, we will probably | 


be close to the mean — or fair valuation. 


Factors Affecting Performance 
1. GDP Growth: Indias economy has 


been growing at a compounded rate of | 


about 12 per cent (nominal) in the last 
50 years. In the coming years, we have a 
good chance of repeating this. 

2. Growth Of Corporate Profits: Corpo- 
rate profits are limited to GDP growth. 








From a limited database (see ‘Corporate | 


Corporate profit as % of GDP 
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Profits As Percentage of GDP’), it's clear 
that it moves between 2 per cent to 4 per 
cent of GDP In 1999, it was about 2 per 
cent, and in 2003-04 it stood at about 3.5 
per cent. 

One ofthe reasons profits have been 
growing faster than the domestic GDP is 
exports — Indian corporates are beco- 


, ming more competitive. We can expect 


about 15 per cent growth in profits for 
selected corporates in coming years. 

3. Interest Rate: In the last 25 years, the 
interest rates were pegged well above 
12 percent (10-year government bonds) 
for most ofthe time. It began to fall from 


. 1999-2000, and has now declined to as 
| lowas6 percent. The current levels may 


not be sustainable for long. But in the 
foreseeable future, long-term interest 
rates are going to remain much lower 
than they have in the last 25 years. Inter- 
est rates are significant because (a) it 
helps or hurts corporate profitability; 
and (b) valuation of the stocks/bonds 
are directly linked to interest rate levels. 
4. Valuation: Investment returns are a 
function of how cheaply one has pur- 
chased stocks. In the Indian stock mar- 
ket, the average PE multiple in the last 
10 years is about 20. But currently, it is 
trading at about 13 and its multiples. 
We think that the ratio of earnings 
yield-bold yield is a good measure of 
market attractiveness. It fell to 0.2 in 
1992, signifying earnings yield to be 
one-fifth of bond yield. The BSE Sensex 
was priced at 4,250 and PE was above 60. 
Now, the earnings yield is clearly higher 
than the bond yield, and the ratio stands 
at 1.66. Markets have moved from extre- 
me overvaluation to somewhat under- 
valuations. We think markets today are 
as attractively priced as they were when 
they stood at 2,800 in 2003. This leads us 
to believe that any investment for the 
longterm, which is more than five years, 
will give a return closer to 15 per cent. Mi 


Raamdeo Agarwal is the joint MD of 
Motilal Oswal Securities. 
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ANY people see education as 
a cost, and not an invest- 
ment. But things are chan- 
ging for the better. If costs of 
education have to be a wor- 
thy investment, it's imperative to plan 
for the same. 


Selecting Your Specialisation 


From an investment perspecti- 
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Loans for studies? 
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that the payback period for your most 
critical investment would be less than a 
year. Now, let's say you are pursuing an 
MBBS. This would cost between Rs 4 la- 
kh and Rs 5 lakh, and its payback period 
is not as short as it is for the MBA. 

Then it's time to zero in on the insti- 
tution. If the pedigree of institutions is 
similar, opt for the one with the lowest 
cost structure. So while the inflows after 
your MBA will roughly be the same, you 
could improve on the return on invest- 
ment by minimising your initial outflow. 


Financing Your Aspiration 

One of the best options is educational 
loans, which have several benefits like: 
m No collateral is required for them; 
banks can nowlend up to Rs 7.5 lakh to a 
single borrower without any collateral. 
m An initial moratorium period till you 


How the education loan works 
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finish your MBA and get a job; so 
there is less pressure to repay. 
m When you move into a job or, for that 
matter, the highest income bracket, you 
can deduct the interest cost you incur 
for this loan from your taxable income. 
Say, you want to finance your MBA 
by taking a loan for Rs 3 lakh from a bank 
at 12 per cent per annum for 5 years. The 
repayment would begin after two years 
— when you get into your first job out of 
the campus. After two years, the loan lia- 
bility would swell to Rs 376,320, which 
means that if this liability has to be clea- 
red over the next three years, the EMI 
would work out to Rs 12,499. As the table 
indicates, the total interest cost you 
would pay over five years would be Rs 
149,972. This would get reduced from 
your taxable income, bringing tax outfl- 
ow down by Rs 44,991, assuming you are 
in the highest tax bracket for 
which the base tax rate (exclusi- 


if 
— 
à 











ve, you would definitely give Cash interest Tax . Net ve of surcharge) would remain 
preference to a stream that leads flows paid out ^ saved gr at 30 percent. So, the actual loan 
to acommercially rewarding ca- | " cost will be Rs 104,980, which 
reer. For instance if you aspire Year O 300,000 4 works out to almost 8 per cent. 
for an MBA from an IIM, oneof Year 4 0 0 - Financial planning is guided 
the guiding factors would be the Year 2- 0 0 by what your mind says. But 
return on your initial invest- | remember to listen to your heart 
ment — the cost of education at fera NE Mh er ria to find a stream you ewe in. B 
the IIM. Say your two-year stay _ Year4 -149,991 25,145 17,601 

there costs Rs 3 lakh. A look at : Year5 -149,991 9,311 6,518 The author is founder-partrier of 
the average salaries offered dur- É , -149,972 -149,972 44,991 104,980 Client Associates. He can be 
ing campus selections reveals 2 | reached at pf@bworldmail.com. 





some sections are worth keeping. 
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As are some ads. 


To ease your financial worries, call us toll free on 1-600-44-6969 any day from Monday to Friday (9 am — 6 pm). 
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n : today’s 
B world — of 


competitive 
banking, 
A Andhra Bank has been 
climbing the growth graph 
steadily and surely. This climb 
is reflected in the numbers for 
| the year 2003 — 04, where it has 
notched up an impressive, Rs. 
463.60 crores, as Net Profit and 
earnings per share of Rs. 11.59. 
The Bank has rewarded the 
"shareholders well by declaring 
a dividend of 28%. Another 
_ sweet pill is the net NPA which 
. is at a low 0.93%. The NPA have 
been a worrisome factor for 
st banks. A low NPA will 
“finitely create a strong base 
r future performance. 





E Keeping in mind these fac- 
ind the general economic 
nario the bank has set itself 
mbitious target. For the 
rent financial year of 2004 - 
05, it has. targeted. a total busi- 
ness of Rs. 46,000 crores and a 
total deposit of Rs. 29,500. This 
is against an achieved total 
business of Rs. 36, 325 crores 
nd a total deposit of Rs. 22,941 
rores in 2003-04. The targeted 
increase in the total business is 
- about 27% and the target for the 
* Net NPAs to Net advances ra- 
|. tio is at 0%. Of the total ad- 
|. vances, 43% is envisaged for the 
priority sector and agricultural 
credit is targeted at Rs. 3,100 
crores. Another key focus is in- 
creasing income from fee based 
activities. Especially like debit 
cards and credit cards where 
— the bank can derive sizeable fee 
based income. 


To achieve a national char- 
acter, the bank is expanding its 
^ network at all important 

. growth centers in North, East, 





“India... The strong network 
will, enable speedier deposit 





West and parts of Southern | 


mobilization and enlarging the 
clientele base to achieve the 
corporate objectives. At the 
same time it will also bring 
down the cost of deposit. An- 
other key area of focus is Re- 
tail finance. The focus is the 
housing sector where the bank 
is aiming at an incremental in- 
crease of over Rs. 600 crores, 
the educational loan sector 
and the general retail loan seg- 
ment. To augment these efforts 
it is proposing to open exclu- 
sive Whole Sale Trade Centers, 
specialized personal banking 
centers, financial service cen- 
ters under Hub and Spoke 
Model. The first such exclusive 
center is operational at 
Hyderabad and more such 
centers are being planned in 
the metros and major cities. 
Given its thrust on agricul- 
tural credit and priority sec- 
tor areas, the Bank is also en- 
tering into an MOU with trac- 


tor manufacturing companies. 


like Mahindra and Mahindra 
and companies manufacturing 
other implements for offering 
required products on credit to 
the agriculture sector. With 
the increase shift to organic 
farming, the bank is coming 
out with a Vermicomposed 
Scheme. It has allocated Rs. 75 
crores for financing Micro Ir- 
rigation Projects. At the same 
time, the concept of Agri Busi- 
ness Centres, a branch within 
a branch is being enlarged. An 
agri consultancy cell is being 
established and there are plans 
to recruit about 50 specialist 
rural development officers. It 
has introduced a scheme 
called “Mahila Suvidha" for 


sanction of loans to SHG 
women and rural households | 
for purchase of gas stoves and 





LPG connections. For the same 
group, it has launched a credit 
card scheme called AB SHG 
Card where the amount of 
finance is upto Rs. 2 lakhs and 
all the group members have 
life insurance under Jana Stee 
Bhima’ Yojana of LIC. 


Other milestones notched 
include, 10096 computerization 
of branches. With cluster solu- 
tions through 231 branches it 
has extended any time, any 
where, any branch banking. It 
has an unique saving deposit 
scheme which incorporates life 
cover benefits as well. A new 
loan scheme called “AB 
Swarnabharana" , offers loans 
to women for the purchase of 
gold or gold ornaments. It has 
tied up with United India In- 
surance Co. for selling its non 
life insurance products. An- 
other tie up with Western 
Union Financial Services pro- 
vides instant fund transfer 
from abroad. While it is dis- 
tributing mutual fund prod- 
ucts of Principal Mutual Fund. 
It has received an accredition 
from RBI for carrying on trea- 
sury transactions is certain 
branches in Andhra Pradesh 
and for collection of stamp 
duty and registration fee. 
Other facilities started are 
technology driven value added 
services to customers like 
e-seva, e-hundi, utility bill 
payments, VISA Electron debit 
card, Instant funds transfer 
online tax accounting system. 
It has linked up with auto 
giants for offering vehicle 
loans. 


More activities and prod- 
ucts are in the offing. All this 


augurs well for the Bank, 


which is. myig. from: strength 
to strength. | 





Only BANK ACCOUNT which takes care of your 
HEALTH AND WEALTH INTO ACCOUNT 


© 


i Feel Protected with 


is a unique Mediclaim scheme launched b 


Andhra Bank in association with United India Insurance 
Company Limited, aimed to take care of the Health of our 
account holders at an affordable premium. 





Available for a family of 4* (The account holder, spouse 
and two dependent children). 

Age limit is upto 65 years. 

Any one member or all the members put together can 
avail hospitalisation benefits. 

Cashless treatment available through Third Party 
Administrator (TPA). 

Income Tax exemption U/S 80D. 





For further details contact your nearest branch In association with 


ANDHRA BANK T e S * Co United India Insurance Co. Ltd. 
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ERIVATIVES are perceived to 
be dangerous financial in- 
struments. They are not so. 
The degree of risk largely 
depends on how one uses 
them. If they are used for 
leverage, one should be aware that the 
risk is greater than what one would take 
from an unleveraged position. The risk 
is, of course, high since one can take an 
exposure of Rs 1 million with, say, just 
Rs 0.2 million — a leverage of five times 
the capital invested. A fall of5 per centin 
the shares will erode 25 per cent of the 
capital! This is especially risky for an un- 
balanced and over-leveraged portfolio. 
The safest strategies using deriva- 
tives involve arbitrage. This is generally 
in the form of cash-futures arbitrage 
and cash/futures-options arbitrage. 
The most common one is the cash-fu- 
tures arbitrage involving buying shares, 
and selling futures at a higher 
price (cash-and-carry arbitra- 
ge). Oflate, this has become sc- 
arce, as there has been a down- 
trend in the market in the last 
six months. Reverse cash-and- 
carry arbitrage is also possible 
and involves selling the higher- 
priced (than the futures) stock 
and buying the lower-priced 
future. This is difficult in to- 
day’s environment as stock- 
lending activity in India is low. 
If promoted, stock-lending ac- 
tivities will induce efficiency in 
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Personal finance 


Reduce your risk 


the stock and derivatives markets. 
The ability to manage risk is crucial 


gin deposit that is required by the deriv- 
atives exchange is also lower when com- 


to prosper in any business. This applies | pared to margins of closer strike prices’ 
to any investment strategy, and even | options. So if one feels that the market 


any trading strategy. When one buys a 
stock, one also wants to take advantage 
ofvolatility, as stock-market volatility gi- 
ves opportunities to earn more than the 
risk-free rate of return. Options contra- 
cts are volatility products. By making 
use of this volatility and understanding 


the elements of an option portfolio, one | 


can manage risk appropriately. 
A low-risk strategy some market 


players follow is writing (selling) op- — 


tions. Prima facie, selling options does 
sound hazardous as one undertakes po- 
tentially unlimited risk against a limited 
profit potential — a seemingly impracti- 
cable profit-to-loss risk profile. Yet con- 
sider this: the impact of a 1-per cent un- 
favourable price movement is higher on 
stock or futures contracts as compared 
to options. So think again about which 
form of trading has more risk. 
Managing a short option portfolio is 
a full-time activity and not meant for 
more passive investors and traders, as 
one has to keep track ofthe short option 
portfolio at all times. However, out-of- 
the-money options (that trade far away 
from the current stock price) have lower 
risk, and one can selectively write them 
to earn 1.5 to 3 per cent per month on 
the underlying (stock) value. The mar- 


Out-of-money payoffs 


pm qm peque qe 
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Nifty levels | 
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will not rise beyond 4-5 per cent during 
this month, one could sell a 1,650 call 
option for, say, Rs 23 (the Nifty index be- 
ing around 1,580 when this strategy 
was initiated and 20 days remaining be- 
fore expiry). The potential profit is 
Rs 4,600 (Rs 23 multiplied by the lot size 
of Nifty: 200). 

The graph illustrates the payoff pro- 
file ofthe strategy. The vertical axis is the 
profit/loss per share (per unit) and the 
horizontal axis contains the index/scrip 
prices. If the index stays below 1,650 up 
to maturity, the call option writer will 
make a profit of Rs 23 per unit, that is 
Rs 4,600 per contract (Rs 23 multiplied 
by 200). The strategy will notlose money 
if the index stays below 1,673 — that is 
1,650 (strike price) 23 (premium). Ab- 
ove 1,673 the strategy will make a loss of 
Rs 200 (Re 1 multiplied by 200 units per 
lot) for every rupee unit rise in the index. 
The margin deposited with the exchan- 
ge approximates Rs 26,000. The rate of 
return would be approximately 17 per 
cent on the capital employed if the Nifty 
stays below 1,650 during the month. 

Any strategy should have a stop-loss 


| level, at which one would close the strat- 
| egy. On the conservative side, one 
| would bail out of this strategy if Nifty 
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goes to around 1,620 levels as 
the cushion of 70 points 
(1,650-1,580) stood reduced to 
just 30 points. We will have to 
buy back the call at a price of, 
say, Rs 35. We would incur à 
loss of Rs 2,400 (after deduct- 
ing Rs 23 from Rs 35, and mul- 
tipling it by 200). Next time, 
we'll look at another strategy 
called ‘covered call’. i 


Theauthor is managing director 
of Refco Sify. Send your queries to 
pf@bworldmail.com, 
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Insurance for women only 






HEN it comes to insurance, wo- | 
men now have another choice. 


After Life Insurance Corporation’s 
Jeevan Bharti, Birla Sun Life Insurance 
has now come out with a women-spe- 
cific policy — the First Woman Plan. 

Women in the age group of 20-35 
years can take up this unit-linked 
plan (there are three 







investment plans on offer | 
under the scheme), wh- 
ich offers a minimum 


guaranteed return of 
3 per cent per ann- 
um along with the 
insurance cover. 
Unlike Jeevan 
Bharti, which is a 
pure money-back plan, 
the First Woman Plan 
gives the option of either 
withdrawing 20 per cent of the 


The benefit amount for critical ill- 
nesses will vary from 10 to100 per cent 
ofthe sum assured. 

There will be a waiting period of 


| three to 12 months, after which the 
| cover for critical illnesses will come into 


effect. There will be, as in any insurance 
plan, certain conditions for 
claiming these benefits. For 
instance, for pregnancy 
complications the 
insuree has to be be- 
low 40 years of age. 
High flexibility 
and the opportunity 
to earn market- 
related returns are 
the other advantages 
of the plan. One can 
choose from the Protec- 
tor Plan where 90 per cent 
would be invested in bonds and 


sum assured every five years or keeping | the rest in equities, and the Builder and 
it with the policy. Further, even if you | Enhancer plans where the equity 
choose to receive periodic payments, | proportion would be 20 per cent and 35 


you can still make two withdrawalsina | 


year. The number of critical illnesses 
covered is larger and it also provides 
cover against pregnancy complications. 





per cent respectively. Once you have 
chosen a plan, you can switch to other 
plans for free. F 

RACHNA MONGA 











Some relief for mutual funds 


has finally extended the benefit of 

concessional capital gains tax to 
mutual fund (MF) investors. Last week, 
BW had pointed out (see ‘The Good, 
The Bad And Your Money’) that readers 
would have to wait for the FM's 
announcementin this regard. 

The FM has announced that the 
units of equity-oriented MFs would be 
treated as 'securities, and the benefit of 
the new capital gains tax regime would 
be extended to investors of such units. 
This means long-term capital gains will 
be exempt from tax, and short-term 
capital gains will attract a lower rate of 
10 per cent. The provisions will come 
into effect when the Finance Bill is 
passed. Dividend from equity-oriented 
MFs is already exempt from tax. 


F INANCE Minister P Chidambaram 





The FM has also announced that 
the securities transaction tax (STT) of 
0.15 per cent (for delivery-based trad- 
ing) will be split equally between the 
buyer and the seller. In case of MFs, this 
means the investor and the MF will 
bear the tax equally each time an 
investor trades. A second interpretation 
is that the buyer pays half the tax when 
he buys, and pays the other half when 
he redeems the units. This seems like 
taking the long route — why not collect 


| the entire 0.15 per cent at one go. 


Further, MFs come under the ambit 


| of STT twice: when investors trade in 


MF units and when the portfolio man- 


, ager trades in equities on the stock ex- 


change. This is unlikely to change in the 


near term. e 


ASHISH AGGARWAL 
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SIDE! |GHT 
Es hme 
MCS been 


banned?" 


AN investors' camp held in Delhi 
last week by CNBC, in which the 
finance minister was also pre- 
sent, saw an interesting turn of 
events. Disgruntied investors of 
PSU IPOs turned it into a verita- 
ble grievance forum. 

Sebi chairman G.N. Bajpai 
fielded questions from them 


briefly before making a quiet exit. 


It all started when an investor 
from Lucknow climbed onto the 
stage during the Q&A session. He 
had invested Rs 132,800 in the 
Power Trading Corporation IPO in 
March. Till date he has got back 
just Rs 24,000. “Why hasn't Sebi 
banned MCS (registrar for the is- 





sue) till now?" he asked. 

Others in the hall echoed his 
sentiments. “How is it possible 
for me to answer grievances re- 
lated to individual IPOs? ! can 
ask Mr Bajpai to stay back and 
answer your grievances," Chi- 
dambaram told the audience, and 
left soon after. And so did Bajpai. 
Half an hour later the Sebi chief 
sent a message that investors 
could deposit their complaints in 
a box. "Boxes se kya hota han" 
asked one investor. “We have 
written several times to MCS and 
Sebi asking for the status of our 
refunds, but there has been no 
communication from anyone." 

"Shareholder activism is good 


for markets as it .. 


. keeps the 


regulator on its toes," the FM had 
told the camp. It looks like the 
regulator will be on its toes for 


quite some time! 


* 
RACHNA MONGA 


Illustrations: ANTHONY LAWRENCE 
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Mutual funds 
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DSPML Savings Plus Modr. 
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Birla MIP 14 
Returns as on 20 July 2004. Portfolio data (asset size, average maturity and composition) as on 
30 June 2004. Fund returns (in %) are annualised, except for the six-month period (absolute). 
Schemes with the largest corpus (and not having a single investor with more than 2596 of assets) 
are ranked in order of 1-year retums. SIP (Systematic investment Plan): Returns on Rs 1,000 
invested on the 10th of every month in the scheme for the last 12 months. 
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The author is with Cyber 
Media and edits Living 
Digital. You 

can email her at 
malab@cmil.com. 


After our 
bodies, 
and then 
PCs, we'll 
now have 
to think of 
anti-virus 
protection 
for our 
mobiles 


tby mala bhargav 


Smart phone, 
smarter spam 





T'S bad enough having that breathless 
sweetie calling you early Monday morn- 
ings at work to ask if you want another 
credit card to add to your collection. Or a 
loan to beat all others. You finally get rid 
of her and turn your attention to all the email 
selling you loans, get-rich-quick schemes, plus 
awholelot of other unsavoury junk. 

Well, having done that for the day, guess 
what... your mobile beeps with more of the 
same. As our mobile market grows up, we're 
seeing a certain amount of spam on the cell. 
Horrifyingly, most of it comes from your own 
service provider. There aren't many of us who 
haven't been woken from an afternoon nap 
with an invitation to download a ringtone, or 
beeped to participate in a contest while rushing 
around trying to get the day's work done. Unso- 
licited calls and messages are just beginning to 
get a tad annoying. 

Spam crippled email enough to bring it to 
its knees. Could anything similar happen on 
your mobile? It's a chilling thought, but there 
are already ‘bulkers’ who have mastered the art 
of quick messages to millions of phone num- 
bers, getting past filters and the other weak de- 
fences that are supposed to protect the privacy 
ofthe mobile user. Complaints of mobile spam 
have risen up in many regions of the world. In 


the UK, for example, people are giving vent to 


their frustration with companies that spam 
them on a website called grumbletext.co.uk. 
Voice mail messages, like the one used for a 
promo of the film, Minority Report, and which 
included a lot of screaming and heavy breath- 
ing, had a lot of unsuspecting mobile users 
thoroughly alarmed. We had a dose of voice 
mail messages during the election campaign- 
ing, though no one complained overly about 
those. When text messaging capabilities are 
combined with fraud and theft, we have a big- 
ger problem on our hands, as you can see if you 
look through some of the Grumbletext posts: 
"Can anyone help me get this sorted? Last week 
my 12-year-old daughter got three texts, which 
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stole all the credit she had just put in her phone. 
I...was told...that my daughter had rung up and 
requested wallpapers (she hadn't), which is 
why she was getting these texts..." 

The unfortunate truth is that the smarter 
phones and services get, the more vulnerable 
they are to problems. As they begin to use more 
complex and evolved operating systems and 
wireless access technologies, they also become 
open to the security issues that plague their 
bigger cousins — PCs, PDAs and so on. The 
next big thing in spamming could be the use of 
Bluetooth. It's apparently cheap and easy, and 
something advertisers from big companies 
have tried out. Like location-based ads and ser- 
vices, Bluetooth can be used to beam across 
specifically targeted ad messages to phones 
thathave Bluetooth turned on. Bluespamming, 
as it's been called, could be yet another deeply 
annoying intrusion for users to cope with — 
unless users make a racket over it to begin with 
and make sure text messaging doesn’t go the 
way of email. Many countries including Italy, 
Australia, the US and the UK are trying to put in 
place laws against SMS spamming, but the 
problem hasn't even begun in earnest yet. 

With cellphones getting as smart as com- 
puters, they're also prone to viruses. The first 
official cellphone virus (network worm, really) 
has apparently been isolated in a lab in Russia. 
Called Cabir, it works with phones that have the 
Symbian system and uses Bluetooth to send 
replicas of itself to other phones, just the way a 
lot ofemail-based worms do. Luckily, it isn't out 
in the wild, so it hasn't done much damage. 
Actually, it probably wouldn' be able to, but 
you can be sure that such viruses are a work-in- 
progress and some bozo somewhere will be 
working hard to better it. Experts think of Cabir 
as a proof-of-concept virus, and they think it 
won't be long before another virus, with nastier 
intentions, comes along. Much as it may irritate 
us, we'll soon also have to think of anti-virus 
protection for our phones — along with our 
PCs and bodies. e 
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The magic of science 


in print and photo 


Prints that are crisp, bold and impressive, and true-to-life photos 
that last, happen due to the science behind Original HP Printing 
Supplies. Discover how you can get more value from your printing, 
and greater peace of mind, with HP 


Discover the science! 

The HP printing technology is 
driven by the vision to ‘invent’. HP 
is pushing the limits of technology 
with research on every aspect of 
the printing process that translates 
into benefits for customers. 


The HP print cartridge is at the 
heart of the system and contains 
multiple technology platforms 
that work together to deliver 
perfect prints. 


HP’s 4-point focus covers the 
inkjet print cartridge which is 
highly engineered in itself and 
contains an integrated circuit 
precisely routing signals to the 


(A) True 


| 
| 
HP Deskjet 3550 printers (5 nos.) | 
| 
| 
| (A) 60% 


Casio Digital Diary (20 nos.) 


"Winners selected by a lucky 
draw among all-correct entries 





correct ink nozzles with exact 
timing. Another important 
platform is the science of ink 
which is an elaborate process that 
covers 7O tests (including 20 on 
purity) on each ink. It can take 3 
years to approve ] new ink out 
of 100 formulations, so your 
decision can be made instantly. 
The HP LaserJet print cartridge 
drives 7096 of the printing 
system, enabled by advanced 
mechanisms. Last but not the least 
is the media, the photo paper 
designed with up to 6 microthin 
layers of chemical coatings to offer 
true digital photo printing results. 


Science of printing Quiz No.1 


Answer these simple questions and WIN fabulous prizes!! 


1. How many tiny drops does a printhead deliver per second? 
(A) 8 million 


(B) 18 million 


2. Photos printed with HP inks on HP Colourfast Glossy Photo 
Paper can resist fading for decades longer than traditionally 
processed photos. 


(B) False 


3. What percentage of the technology in a LaserJet print 
system is in the cartridge? 


(B) 70% 


Last date for receiving entries - September 30, 2004 
Terms and conditions (as given in rediffpromo.com/hp) apply 
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The inkjet cartridge There are hundreds of Photos printed with 
contains on nozzles in an inkjet HP inks on HP 
integrated circuit cartridge printhead, each Colourfest Glossy 
for precisely finer than a human hair Photo Paper con 
routing signals to and prograrnmed to resist fading for 
the correct ink deliver the right colour decades longer* 
with exact ink with precision than traditionally 
timing. accuracy onto the paper. processed photos. 
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The printhead delivers up to 18 
million extremely tiny ink drops 
per second. 


Each ink goes through 20 tests 


for purity from contaminants to 
keep the printheods clean. 





"Based on Wilhelm Imaging Research, Inc., using the HP 58 Photo 
inkjet print cartridge on HP Colourfost Photo paper. 


Enjoy the experience! 

Exceptional quality prints, reliable and hassle- 
free operation is what every user of the HP 
printing system can experience. The reliability 
of HP's supplies fleet brings down the overall 
cost of printing, and can provide significant 
cost savings in the long run. HP boasts other 
benefits like user-friendliness and improved 
manageability with smart printing technology in 
our new range of print cartridges. 


HP ensures performance with no leak, no clog, 
no smudge, no bleed and provides support with 
reliable HP warranty. Original HP Supplies give 
customers the peace of mind with HP's 
dedication to quality, design, manufacturing and 
a demonstrated expertise spanning 60 years. 


Be a part of the winning HP experience and be in 
command of your personal and business prints. 


Email your answers to: sop@hpindia.com 
Or log on to rediffpromo.com/hp 
Or SMS HP to 8558 


| 

UD 

Or mail this coupon to: SOP Quiz c/o IPG Marcom, kY ea | 
| 

| 


HP India P Ltd., Tower D, Global Business Pork, Gurgaon 122002 


Do you wish to get information on new HP products and | 
offers from time to time? If yes, please tick here C] | 
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Lamina India’s media 
buying agency buys for 
many advertisers. How can 
Lamina measure and 
monitor its price efficiency 
and media effectiveness? 


MEERA SETH 


Advertising is too often like buying a melon where you have to 

spend the money to find out if it's any good. It remains one of the 

few high-risk purchases a careful corporation will make. Intel- 
ligent auditing is a simple way to reduce the risk. 

Erwin Ephron, media consultant, popularly referred to as 

the father of modern media planning 


AGHAV Arya checked his itinerary for the 
day. In a few minutes he was scheduled to 
meet Vinay Kamat, the GM (media) of his 
company. Arya, the CEO-in-waiting at 
Lamina, was being put through a series of 
orientation meetings with heads of various 
functions. The retiring CEO had drawn a 
bold circle around ‘media and advertising’ with a ‘watch out!’ 
added for good measure. 

A non-marketing man, Arya was confounded further 
when he met Ardeshir Mistry, the CEO of Teffer, the previous 
day. In the meeting, Mistry greatly emphasised the need for 
Lamina to subscribe to a media audit. But Kamat now said: 
“Mistry wants companions in misery, and am saying Lamina 
should not commit to anything like this yet.” 

Yet, not wanting to sound reticent, Kamat added: “Let me 
explain. ‘Media audit’ is an all-encompassing term that covers 
various kinds of audits, some of which we already do, some of 
which we are on the fence about. The one that Mistry sug- 
gested is the most controversial. First of all it is not an audit of 
our books. It is an audit of the records of our Media Buying 
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Agency (MBA). In India, more than 80 per cent of media is 
bought through independent media buyers. Our MBA is 
Space & Time (ST). But let me explain the other two audits 
briefly, that way you will come to grips with this whole game! 
“The first is a financial audit by us of the records of the 
MBA. Since the MBA is an external agency, they have a con- 
tractual relationship to act on our behalf to buy media space 
and time. This audit essentially examines whether you got 
what you ordered, and if you are paying for what you in- 
tended. The parameters in a media order are, say in the case of 
TV channel, a specific programme and day, or a specific time. 
For example, in TV advertising, you are not going to pay just 
because your spot appeared on air. You will pay only if you had 
asked for that spot at that time! So if a channel has free time 
and airs our ad, we won't pay for that. If the chosen pro- 
gramme could have been re-scheduled for some reason, we 


| dont pay for that either. 


“Another aspect of financial audit is the payment. We pay 
our MBA, who in turn pays the media supplier. Did my money 
reach them, and did it reach on the due date? That involves 
reconciliation between what I paid for and where it went. 
Apart from this, there is also a need to check if the authority is 
being exercised correctly. The MBA buys media on our behalf; 
they in fact represent us and transact on our (the advertiser's) 
behalf, like any agent. Because they act on my behalf, an audi- 
torhas to check that such representation was done based on a 
bona fide request from Lamina, and that commitments 
made by our MBA are backed by an order from us 
asking them to commit. 

^| mean, if ST goes out in a macho 
way and commits to Rs 100 crore 
worth of media on my behalf, 
which I didn't even ask for, by de- 
finition I become responsible 
for that payment!” 

“Does this come under 
statutory audit?" asked 
Arya. "No," said Kamat. 
"The statutory audit is 
not interested in check- 
ing the agent who 
transacts on my be- 
half, but only the 
agency contract, you 
see? The Companies 
Act asks them to exam- 
ine whom Lamina paid 
and what Lamina paid 
for, and ifthat is in the in- 
terest of my business. So, a 
payment of Rs 5 crore by us 
to ST for buying media is a 
valid business interest. But at 
Lamina, I am interested in 
checking how ST uses that money. 
Hence the first audit. 

"The second type of audit is what is 
called 'return of rebates and discounts, which 
| some media owners give the MBA directly for 




















2 AUGUST 2004 





space or airtime bookings in excess of a certain volume. So 
MBAs push advertisers to spend on a given medium or chan- 
nel to gain volumes, and thus rebates. It is called agency vol- 
ume discount. Advertisers would want that discount passed 
back to them, in proportion to their spends. Say I spend 
Rs 100 lakh on a medium and ST's volume through that 
medium is Rs 300 lakh. If ST gets a 10 per cent discount on 
that, Lamina must get back one third of that discount too." 

Intrigued, Arya wondered, if technically, the agency was 
expected to pass on this discount to clients, or was it their rev- 
enue through operations? But Kamat was saying, "Today, no 
information is available on who is paying whom what; there is 
nothing about which TV channel is paying which agency 
what. Neither is the rebate fixed. Examine how the whole 
business works. Say there is an MBA called AB. Let's say that 
ChannelX feels AB is becoming big, and rather than targeting 
so many different advertisers, they can push up AB with some 
extra incentives. 

Airlines operate on this principle too, when they give vol- 
ume discounts to big travel agents who in turn will offer vary- 
ing discounts to passengers. In just the same way, a channel 
may decide to incentivise AB with another 5 per cent rebate 
on volumes. So AB will do all kind of sweet-talking and nego- 
tiating with clients. If it is a big client, they will even make a 
PowerPoint presentation, but to the small advertisers, they 
will say, ‘no no, you must advertise only on Channel X’. This 

could lead to questionable practices. 

"What does that mean? An MBA can either let 
the rebate flow to its bottom line directly; or 
it can pass it back to the advertisers in 
proportion to their spends, which is 
the honest way to do it. Or, they 
can pass it back disproportion- 
ately— more to smaller agen- 
cies through lower rates to 
get more business. Of 
course, initially this is 
only to lure the small 

businesses to sign up. 
"See, most chan- 
nels sell airtime di- 
rectly, which allows 
for rate negotiation. 
Bulk discount comes 
only when you buy 
bulk time from a cha- 
nnel, no matter what 
programme you may 
eventually advertise on. 

Ditto for other media. 

“So this audit is neces- 
sary because MBAs can use 
advertisers’ money to procure 
a financial advantage and use 
that for price distortions. Or retain 
it in their own business. Whereas, 
there is nothing that the MBA does to 
earn this, except to play the role of aggrega- 
tors of orders and spends. Let's say advertisers X, Y 
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and Z buy a cricket series through one agency, and their col- 
lective spends through this one MBA are Rs 30 lakh. Then, a 
discount of Rs 3 lakh will come to the MBA. Such benefit that 
evolves by using the advertiser's volume should be passed 
backto the incidence of that volume!" 

"Interesting," said Arya. "Currently, do we have any 
market intelligence that helps us find out who is getting 
what discount?" 

“Only two people can say that, no?" said Kamat. “ I mean, 
ifIgive you money and you say you received the money, then 
only these two people can say anything, no? So either the 
medium should come up-front and declare it gave rebates, or 
the MBA should. Now the media is very wary of disclosing 
this information because it amounts to admitting they are 
incentivising MBAs." 

"But Kamat, think deeply," said Arya. "When we give 
discounts to our stockists, we don't ask them to pass it on 
either, no? So channels will not suggest what to do with the 
discounts; it is for the MBAs to gear their revenue sensibly 
to grow their business. All the channels are saying is: ‘This 
is the incentive we give you for volumes’; so, it can well be 
discriminatory!" 

"Butlook at the dynamics!" said Kamat. "Ultimately, all 
consumers pay the MRP so there is no market price distor- 
tion. Whereas today with some acute high spenders, there 
could be an artificial alteration to market price and even the 
competitive dynamics! 


ODAY, many advertisers leave the negotiations 

completely to the MBA, and they have no means of 

finding out what transpired in the negotiation 

meetings. Also, in India even today, deals are client- 
specific, not agency-specific. That means if the programme 
has a Rs-100 rate for Big Advertiser A, then it can have a Rs-120 
rate for another advertiser. But the volume rebate is after ag- 
gregating the overall volume of business that an MBA brings 
to the specific medium. In those scenarios, the MBA uses the 
bulk discounts to gear rates for smaller advertisers." 

“Is this the concern of all advertisers?” asked Arya. 

“It’s significant for anybody depending on their spends,” 
said Kamat. “For a Rs 50-crore advertiser, Rs 5 crore is signifi- 
cant; fora Rs 500 crore advertiser, Rs 50 crore is significant. For 
us, even Rs 50 lakh is significant if you look at it as the equiva- 
lent of brand building costs, or rental costs for a few com- 
pany-owned residences. The issue is not one of significance, 
but of principle. Point is, that discount belongs to my bottom 
line and not getting it means losing profits! So the only way to 
do this audit is by examining the books of the MBA. 

“The other issue is: companies usually buy goods and ser- 
vices themselves. A few services, which are not strategic to 
main operations, like travelling, are sourced through agents. 
However, advertising (i.e. media buying) is very vital to most 
companies as it can make or break brand launches. It is 
perhaps the only critical service that is bought through an 
external ad agency who is paid a commission for this service. 
In the case of media, we pay commission because every 
unit of service carries a certain strategic advantage, composi- 
tion, mix, presence... all soft values, but very critical for my 
brand's life process.” 
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Arya was thoughtful. Then he said: "But Mistry was not re- 
ferring to any of these audits. He was saying something else!" 

"Yes," said Kamat, "it's the third kind of audit that has 
caused huge controversy. It takes off from volume rebates, but 
mostly relates to rate benchmarking, which is what is com- 
monly called media audit today. I'll explain. See, this is a mar- 
ket where the rates are not fixed, not published like for shares 
or commodities. Worse, space and time are the most perish- 
able of commodities. Hence, it has become a relationship- 
based pricing system." 

“Does that mean," asked Arya, " the rate that a media sup- 
plier may charge an HLL can be different from what it charges 
say, Nataraj pencils?" 

“Need not be!” said Kamat. "But no one can tell in the 
absence of perfect information. For example, our competitors 
may well be getting rates lower than us, higher than us or the 
same as us. Now, we may think that Gecko India, which 
spends one third what we do on advertising, may be getting 
higher rates. But that need not be so, and therein lies the 
beauty of this whole debate. Because the transactions are 
concluded between the advertiser, the MBA and the me- 
dium only these three will be privy to the rates actually 
transacted. And, these three will know the rates that have been 
agreed for them, but not the rate agreed for, say, P&G. 


UT the MBA has other clients. Although they will try 

and keep data confidential, some data will be put to 

strategic use. It's very common. For example, the 

same MBA could be buying for Nestle and Hero 
Honda — are you saying no info will be traded? I can, for ex- 
ample, ask ST: Arre, Gecko ko kya rate diya?’ After all, face it, 
our relationship is also friendly. And that is what makes this 
even more peculiar — the fact that the same media buyer is 
servicing different clients. 

“The other possibility is traffic of people. A man from 
Channel X may leave, join Channel Y, and then join ST. These 
moves are always value added. Add to that lack of confiden- 
tiality and all the loose talk that happens after a few drinks. 
Plus, there are views that everybody has about the rate that the 
other paid. For instance, there are ‘views’ on what our rate is! 
Right or wrong, these are views and, funnily, these ‘views’ be- 
come handles for negotiations. 

"Coming to ‘relationship-based pricing — take the exam- 
ple ofthe TV medium. Let's say P&G is the biggest media buyer 
and they get a rate of Rs 100 from a channel. Then one man 
comes from Chennai and says: 'Look I want to advertise, I 
have Rs 1 crore. I cannot give you more than Rs 50 as rate. 
Interested? Tell me.' For the channel, there is no increm- 
ental cost for fitting in additional business; this one-off 
relationship is a capacity utilisation game. No channel is 
fully booked throughout the year, so marginal revenue of 
this kind is always welcome. This holds true for every other 
medium where marginal revenue is critical, they don't want 
to waste capacity. 

"Understand this with the TV medium example. A channel 


seeks to fill 10 minutes of advertising time every hour; but 10 | 


minutes per hour is not filled 365 days a year! Even between 
7 p.m. and 11 p.m., if they fill 40 minutes of advertising, it's 
tremendous. The reality is that no channel is able to do this all 





year round, simply because there are so many channels for an 
advertiser to choose from. Therefore, ifit gets additional book- 
ing at whatever rate, there is a temptation to accept. So rates 
do vary dramatically between advertisers, and it is not neces- 
sary that larger volume buyers will get lower rates. There may 
also be a disproportionate higher discount for a smaller vol- 
ume. And all this happens because there is no scientifically de- 
rived rate, no rate policy. 

"So, given that the same MBA buys the same service for 
many other advertisers, and given the consequent conflict 
and control issues, there arises the need to benchmark with 
other advertisers and the rest of the industry; this is where 
the benchmark audit comes in. Every advertiser wants to 
know the rate at which volume is transacted in the market, 
and what they are paying in relation to the overall market 
rate. It's not just to know what P&G got or what HLL got. But 
if the overall market rate is 100, then OK, I got 90, then 
that is good. 

Thesecond thing they wantto know is: how has the 
trend been over a period of time? Is my position 
deteriorating over time? If the market rate has 
dropped to 90 and I am still paying 90, then 
my position has deteriorated. 

"If there was a clearing house like the 
stock exchange, where every MBA feeds 
advertiser-wise rates, then you know 
authentic rates. But will Star, Sony and 
Zee report what their rates are? No. 
One way to resolve this is to constitute 
a pool of, say, 20-25 large advertisers 
who make up 40-50 per cent of the 
advertising spends. These advertisers 
will mutually agree to reveal rates to an 
independant media auditor who will 
verify this through an audit process, and 
then give all members a value-added re- 
port which will tell each member how he 
stands compared to the'pool average' and also 
the rate of the ‘best of pool’, by media, channel 
and programme, station and newspaper. 

“For example, let's say there is a blockbuster TV serial, 

Kya Hua. If Kya Hua's pool average rate is 110, and Laminas 
rate is 80, that will tell us how much better than the average 
pool rate we are for a programme. Second, if the pool best for 
this programme is 100, you won't know who got this rate, but 
youcan then benchmark yourself against this best rate! But for 
this to work, everyone must honestly pool their rates — no 
fudging or building buffers and reserves, etc. 

"The other aspect of this audit is a critique on the way me- 
dia planning has been done by our agency. A campaign plan is 
done based on what is the optimal way of reaching your target 
consumers. Let's take, for example, our Restore night nourish- 
ing cream. Let's say our target consumer is: female, 15-plus in 
ABC's SEC segment, above income of Rs 15,000. Such a con- 
sumer can be reached in many ways: through TV, TV plus 
hoarding sites, radio and TV and some print, etc. Just within 
the medium of TV itself, the options are phenomenal: Star 
Plus, Star Plus and Sony, Sony and Zee.... There are numerous 
combinations of channels/programme options. Now we 
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need to examine if where we advertised was correctly 
optimised, both in terms of cost and in terms of thinking. A 
critique can, therefore, go into the kind of media chosen and 
then make qualitative assessments and comments. The 
media auditor audits the media plan to examine if the 
plan was fair and optimum. 

“For example, he may ask: ‘Why did you take spots on 
Channel X? Or he may examine the media mix (print, radio, 
TV, etc.) and comment on whether you were right by not opt- 
ing for hoarding sites. Why not bus shelters? Then he will 
opine: ‘You had a budget of Rs 10 crore for Restore; if I had 
managed this campaign plan, I would have managed in 
Rs8 crore and this is what I would have done.” 

“So this kind of audit is to police the agency?" asked Arya. 

“Not policing for the sake of policing,” said Kamat. “But all 
acts are subject to optimality testing, even our investment 
plans, in order to get to grips with the efficiency of the spend. 

Atany point in time we have six categories and 50 brands 

in the air. Our agency says this is the best way to do 
it. No questions are asked, but from the point of 
view of Lamina the question is: did we spend 
our Rs 100-crore advertising budget 
efficiently? That can be answered only 
if the work of the agency is checked by 
a specialist." 

“But Kamat,” said Arya, “this has 
its downside too. We see with our 
financial auditors too, when they 
question a new plant investment 
in Punjab and say: ‘Oh, but you 
should have done it in Rajasthan. 
Land prices are cheaper.’ But that 

is just not realistic. Likewise, here 
too, when one specialist audits 
another specialist’s work, the media 
auditor will come up with observa- 
tions like: “You should have taken all 
the spots on Kya Hua, or taken all the 
spots in the commercial break.’ But these 

wont be realistic!” 
Kamat nodded. “No doubt. But then, as advertis- 
ers, we need to take a balanced view of what the audit obser- 
vations are and what the media plan was.” 

“So where is your reluctance coming from?” asked Arya. 

Kamat smiled and said: “I know, I have talked only in 
favour of all audits. But see where we get hit. Until now, we 
were talking about 10-20 clients asking their MBA to allow 
a media auditor to check their records. Suppose I start an 
audit service tomorrow. I will look at your rate, and because I 
have seen the records of other auditees, I may say: ‘You should 
have paid only Rs 50,000.' How does the MBA, as auditee, 
know if this observation is fair or not? You can't say! One, the 
auditoris not going to reveal the source of his rate information 
and two, even if he did, it isn't even a published, legitimate rate 
that he can trust. So much else goes into rate negotiations, 
and all this because there is no sanctity to the channels' card 
rate! And the auditor is neither buyer nor seller, just a 
bystander. The point is, this imperfect knowledge is exactly 
the basis on which the media auditor will report the truth and 
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fairness of the MBAs records! So what is the value of that 
audit to me?" 

Arya was beginning to see the point. He said: “You know, 
MBAs will always be at loggerheads with the audit. It's like a 
stockbroker who is managing your portfolio. At any time, if 
you get another stockbroker to examine his investments of 
your money, he can always say that he could have done this 
differently, because exhibiting wisdom after the event is easy. 
With knowledge of hindsight one can say anything, but ask the 
chaps who are juggling so much daily in a dynamic market — 
it’s really a tough job. 

So the audit will end up spoiling our relationship with the 
MBA. Right now, I feel it can work efficiently simply based on 
relationship and faith. But on the other hand, when you look 
at the amount of funds involved, I don't think there is any 
scope for emotion. So tell me, what else is questionable about 
this audit?" 


AMAT said, "Recall when I was talking about pool 

average rates? Let's say the pool average, because of 

alarge advertiser, comes down to 70. Those who are 

paying above the pool average will say, if that is the 
average, then why am I paying 120? I should get at least 80, 90! 
The channels will then come and tell me, I will no longer give 
you 70 because the little guys are complaining! See?" 

ButArya did not think that was cause for concern. He said: 
"If we are one of the larger advertisers, then we can lobby 
for not revealing absolute rates of the large advertisers. In- 
stead, we can lobby for the weight and grading method, like 
those paying 25 per cent less than average are in category A, 
those paying 40 per cent less than average are in category B, 
and so forth." 

"Fair enough," said Kamat. "So we will not reveal the real 
rate. But the question still remains: how will you know other 
rates in the report are correct? Say one producer is selling a 
programme on a regional channel and also on DD. I will be 
given a combined rate on the programme. Yet an advertiser 
who is bent on not disclosing to the audit pool can get away 
without a combined rate. How are you going to link all this? 
And what about credit notes? 

"Ortake the contract with the medium. It will have pro- 
gramme-wise rates. But the auditor cannot check 100 per cent 
ofthe transactions, right? Even if he did, he won't be able to ex- 
amine where I am getting bonus spots given free from the 
medium, when I am getting bonus spots, etc. And how do you 
check clients who deal in cash? 

"Look, there are still a lot of issues which will dilute the 
process. One, I will lose the edge with the channels on neg- 
otiations, because if my rate pulls down the average and 
they have to hear complaints from advertisers whose rates 
are higher, they will start quoting me higher rates. Two, there 
is a question of the accuracy of the pool constitution. If 
someone is intent on not disclosing his real rates, he will 
end up over-disclosing or under-disclosing. So all this also 
affects the reliability of the pool data! If members of the 
pool mislead the pool with incorrect data, what is the value 
ofthat pool to me?" 

Arya thought for a while, then he said: *OK, look at this. We 
have a similar situation in our compensation surveys where 
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we are pooling data with some 10-15 companies in the indus- 
try and outside it. These benchmarked employers share salary 
data openly only because there is a common good at the heart 
of such sharing. I am sure that will work for channel rates too. 
It works completely on trust and good faith. So maybe we 
form an informal pool of advertisers who will pool data for 
common benefit, which means that even if] find that my rates 
are lower than my competitor's, I must be willing to disclose 
them without any hesitation or live in fear that I will lose my 
edge with other channels. 
"So we get the top-25 ad- 
vertisers whose spends 
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make up close to 50 per cent of the industry spends, and we 
use that to benchmark ourselves. The smaller advertisers can 
access this data to get a grasp on the pool ‘average’ and ‘best. 
For example, if he is being charged Rs 400,000 for a spot on 
Kya Hua , and the pool shows a best of say, Rs 100,000, he 
can question it. But tell me, can you use this data with the 
channels themselves?" 

Nodding, Kamat said: ^Well the intention of this report is 
for advertisers, not channels. Channels may disagree with 
such data depending on how it works for them. For example, 
if a channel is weak but is showing a high rate as the average 
rate of the pool, it will make them happy because it will help 
them keep their rates high. Whereas, if another channel is 
shown as low rate, they will discredit it. Therefore, this data 
should not be accessible to channels — it should only be for 
advertiser subscribers. 

“But having said that, in no time this pool data will be in 
the hands of channels! Before you know it, photocopies of the 
data will be in the market and channels will dispute: 'On 
Kya Hua your average shows 150,000; I challenge anyone to 
prove that we sold a spot for 1.5 lakhs; we actually sold it at 2.5. 
There will be headlines in The Economic Times that channels 
are disputing the media audit rate. Media auditors will try 
desperately to refute that, to prove the veracity of their checks, 
and declare that the MBA was camouflaging the rates! How 
can you ever be sure? 


THINK we need to wait for the industry to mature some 
more. Right now it is in no state to accept structure, 
systems or audit. Right now rates are based on whims 
because of the nature of the industry! The media thinks 
that if by discounting they can get 2 crore of bookings, then 
where's the harm? It's the same situation with airlines, hotels. 
It's all a capacity game. This is the typical trait of an industry 
dealing in a perishable commodity and, hence, has a different 
cost paradigm!" 

Arya sighed; the situation painted by Kamat appeared 
bleak, yet it was a challenge he had to take on. How was he 
going to monitor and measure efficiency (a function of costs 
and low prices)? How was he to measure Lamina's media 
effectiveness (a function of impact of campaign, timing, 
choice of media vehicles, innovative use of medium, etc.)? 
And lastly, how was he to ensure transparency in operations 
(financial discipline, return of rebates, etc.)? 
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The author has spent over 24 years in ad- 
vertising, marketing and media. She re- 
cently launched Spatial Access Solutions, 
Indias first media audit firm. 


VERY day that Arya delays the 

decision to start a media audit 

is simply adding on to his 

losses. Assuming Lamina 
spends Rs 50 crore per annum over nine 
months of activity, they have a daily me- 
dia outlay of approximately Rs 18 lakh! If 
Arya waits for the perfect solution that is 
acceptable to all parties before he 
adopts media audits, he would be wait- 
ing forever. Sectoral maturity comes 
when there is transparency and ac- 
countability. An evolved, informed con- 
sumer accelerates the process of matu- 
ration, and Arya must follow the lead 
shown by Ardeshir Mistry. 

Kamat, as a good manager, has 
raised the issues, but wants to leave the 
decision making to Arya. Is this because 
heis dealing with ST and does not want 
to be labelled the bad guy? 

The first question he raises is about 
how his money is being spent. This per- 
tains to the quality of the buy. This issue 
is paramount: did Lamina get what they 
needed, or did they get what the chan- 
nel/media wanted to sell? 

Often, substandard, low-impact 
spots get aggregated and presented 
to the advertiser as one composite 


number. How about 500 GRPs (gross 
rating points) for four weeks on air! 
What was the impact of these 500 GRPs? 
The 500 GRPs in the afternoon slots may 
cost the same as 200 GRPs on prime 
time, but the impact of 200 GRPs on 
prime time may be much higher, and 
their ability to change consumer behav- 
iour may be significantly higher. What 
is this investment doing for his brand 
and his business? 

A statutory audit examines the 
approval process, but stops short of ex- 
amining the implementation. The first 
step in media audits is checking the 
implementation. There are often sig- 
nificant gaps between approvals and 
implementation. 

Arya wants to know if, technically, 
the agency is expected to pass on the 
volume rebate to clients. First ofall, does 
Arya know the quantum of volume re- 
bates? He may believe that 1 per cent is 
too small a number to worry about. On 
the other hand, if it was 5 per cent, he 
would want to see Lamina get back 


some credit notes. He must factor in 


that, since most Media Buying Agencies 
(MBAs) work on 2.5 per cent, an addi- 
tional 1 per cent of volume rebate is a 40 
per cent increase in margins! Does his 
own business permit a 40 per cent in- 
crease in margins? 

There is more to be concerned 
about. Volume rebates and margin max- 
imisation could be driving his media 
mix! Is his MBA recommending a chan- 
nel because of its intrinsic value for the 
brand, or because of its higher volume 
rebates? Unless Arya finds out, he will 
end up joining the large group of adver- 
tisers who see their media budgets in- 
crease year on year with no appreciable 
increase in topline growth. 

Kamat touches a nerve when he 
talks about maximum retail prices 
(MRPs). Since all consumers pay MRPs, 
there is technically no market price dis- 
tortion. But remember the media mar- 
ketis one where market price distortion 
is not only sought after, but actively en- 
couraged by all segments. All advertis- 
ers have a pathological desire to pay the 
lowest rates, regardless of their spends. 
Their MBAs have to fuel this desire to 
ensure that there is secrecy and para- 
noia. Media owners benefit from this 
shroud of secrecy as well. It allows them 
to propogate discriminatory pricing. 


BUSINESSWORLD l1 2 AUGUST 2004 


Kamat and Arya understand the is- 
sues, but are reluctant to take the first 
step because they are reluctant to face 
reality. Even the so-called tripartite deal 
may have a fourth dimension between 
the MBA and the media owner. By rais- 
ing these questions, they are going to 
cause distress in some quarters. Do they 
have the stomach for that? 

Relationship-based pricing is a con- 
cept that every MBA uses to build a ra- 
tionale for why they can offer the adver- 
tiser the lowest rates. The fact is that 
media rates show dramatic variations 
across advertisers, despite similar 
spends on channels. The only way that 
Kamat and Arya can understand this is 
by rate benchmarking. What is the best 
rate, what is the worst rate, what is the 
market average and what is their posi- 
tion on this scale? Which advertiser gets 
these rates is immaterial. They need to 
know where they are compared to the 
rest ofthe market. 

Media owners and media buying 
agencies thrive on differential pricing. 
The company thatis acutally footing the 
bill is being assured by the MBA that he 
has got an extremely good rate, and is 
being reassured by the media owner 
that his MBA has struck a great bargain. 
Both benefit by ensuring that the adver- 
tiser continues to wear his rose-tinted 
spectacles! Therefore, for a media audit 
to be objective and meaningful, it must 
be conducted by a neutral party, a so- 
called bystander who understands the 
dynamics of the media market. 

Arya and Kamat have to take a call. If 
they consider their media budget an 
item of expenditure, then they can sit 
back and wait for the perfect solution 
and for the market to mature. If, on the 
other hand, they see their media budget 
as an investment into their brands, then 
they need to seize the moment. Every 
single element in business is under 
scrutiny — with reviews and appraisals, 
analyses and processes. All this scrutiny 
is accepted and, in fact, demanded 
by organisations and stakeholders. 


| Why should media budgets be treated 


with kid gloves? 

Arya and Kamat must realise that 
the most successful businesses are 
those that challenge the traditional way 
of doing things. There cannot be any 
holy cows — least of all in the complex 
sphere of media investments. 4 


ostudy anaysis 2: B. venkatramanan — 





The author is the group media manager 
in Hindustan Lever. He is a qualified 
chartered accountant and company sec- 
retary, and has been with HLL for over 20 
years in various functions. 


HE relationship between clients 
and agencies has forever been a 
delicate one, and never more so 
than in the current climate of 
marketing accountability. The thought 
of auditors rummaging through their 
accounts does not sit well with advertis- 
ing and marketing managers. However, 
it could prove wise in the long run. 
Rudolph Guiliani, former mayor of 
NYC, in his book, Leadership, said: "Ev- 
eryone is accountable all ofthe time." 
Marketing investment for Lamina 
will probably be amongst the largest 
items of costs, and hence, one can ap- 
preciate Raghav Arya's concern that 
his media investment is efficient as 
wellas effective. It may be useful to 
examine the merits of the differ- 
ent types of audits. 
Compliance Audit: In the UK, up 
to 75 per cent of media buys are 
scrutinised by a third-party audi- 
tor. Nissan North America recently 
announced that it is shopping for a 
media audit company to keep a close 
eye on its nearly $1 billion in media 
spending. The trend has caught on in 
India too; most advertisers have some 


form of audit of their MBA, though pre- 
cise data is not available. Compliance 
audits combine the financial audit with 
the audit of discounts and rebates. 

A compliance audit of media billings 
and methods ensures that what was 
charged to the client corresponds with 
what was paid to the media suppliers by 
the agencies; all discounts, rebates and 
commissions have been passed back; 
and the commission/fee has been cor- 
rectly calculated. An objective audit 
ensures that the advertiser receives 
maximum value for its investment, and 
provides a mechanism for continuous 
improvement of the MBAs planning 
and buying performance. 

While advertising agencies may ini- 
tially feel the audit is intrusive, it is ulti- 
mately to their own advantage to prove 
the way they do business is open and 
above the board. By carrying out regular 
audits of the agency, the client tends to 
put greater trust in the relationship. 
Media Effectiveness: With more chan- 
nel options, the consumer has never 
been more reachable. Yet, since most 
consumers use multiple media, only 
intelligent use of media can reach 
consumers at optimum costs. 

Arya should explore the option of 
using one of Laminas brand agencies to 
critically evaluate the implementation 
of their media strategy by the MBA. This 
would ensure that it is in sync with the 
overall marketing objective, even as it 
delivers on the measurable media ob- 
jectives. It is not feasible to audit all 
campaigns; audit only those that are 
strategic or involve large investments. 
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The audit should analyse the media 
strategy followed, validate data used for 
campaign planning, review geographic 
priorities, media weight setting, sched- 
uling, etc., and conclude with actual de- 
liveries against campaign objectives. 
Rate Benchmarking: Kamat's dilemma 
on benchmarking rates will strike a 
chord with most media controllers. It's 
always difficult to know if you received 
good value for your media expenditure. 
To paraphrase a recent Harvard Busi- 
ness Review article: what's a good price 
to pay? If you aren't sure, you're not 
alone; for most items bought, people 
don't have an accurate sense of what the 
price should be. 

Every agency gets discounts off rate 
card or specific rates, and hopes that the 
rates are better than the rest of the mar- 
ket fora comparable spend. But if every- 
one gets discounts, what Lamina really 
needs to know is: are their discounts as 
big as everybody else's? The only way to 
answer this comprehensively would be 
to subscribe to a media audit service 
that pools the rates of advertisers. 

Arya must be careful before sub- 
scribing to an audit service without ex- 
amining it thoroughly. Waiting for the 
market to mature and evolve a uniform 
pricing system may also be wise. 
Implementation: In recent times, re- 
puted firms of chartered accountants 
have enlarged their portfolio to offer 
media audit services. Arya can also 
make use of his brand agencies to evalu- 
ate his MBA. A word of caution though: 
he must use auditors who are indepen- 
dent, objective, confidential and trans- 
parent — who don't sell, plan, buy or 
choose media channels. Perhaps he 
should sign a confidentiality agreement 

with the auditors. He could use either 
external audit firms or his own in- 
house internal audit department, 
after giving them a proper orienta- 
tion on media management. 

The theme of transparency 
and accountability should permit 
the agency to be fairly rewarded, 
the client to be focused on mar- 

keting the brand, and media own- 
ers to maximise their revenue. Reg- 
ular audits by industry specialists 
will detect any burning issues and 
deal with them appropriately, thus en- 
suring good corporate governance, as 
well as acting as a ‘relationship check’. B 


— a 
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IPUL switches off the game he 
was playing on his mobile 
phone and pushes open a 
door. A loud cacophony of 
plonks, sprats and dhishooms 
greets him. All around the 
floor, 20-somethings are sitting glued to 
computer screens, playing games. All of 
them have the audio on full-blast. It's a 
geek-meets-goth scene, where specta- 
cles, goatees, tattoos and T-shirts are the 
norm. A huge board on one wall has a 
large toon drawn on it. No, it's not a 
gaming parlour Vipul has walked into. 
It's his office. 

Welcome to life at Paradox Studios, 





where 'pay-per-play' gets a whole new | 
definition. Vipul and his colleagues are | 


interactive game developers at this 
wholly-owned subsidiary of Reliance 
Infocomm. It is one of Indias largest 
game development companies, with 


presence in the local and global gaming | 


markets. But, wait a minute. Game de- 
velopment? In India? 

Yes, the $22.3-billion global gaming 
industry has struck roots in India in the 
past half-decade. Industry sources esti- 
mate there are now about 14 game de- 
velopment companies in the country 
who work on all the three platforms — 


PCs (on standalone machines, private 
networks or the Internet), consoles (on 
Playstation or the like) and wireless (on 
cell phones or personal digital assis- 
tants). In all, they employ alittle over 300 


people. Typically, they are headed by | 


tech geeks who veered away on their 
way to Neverland. They dont have 
much to drive them — no infrastruc- 


ture, puny market, meagre talent pool | 


and tough financing norms. That is, not 
much except their passion for gaming. 


It's this passion that has led the three | 
| crore anda pirated market thrice its size. 


largest players — Dhruva Interactive of 


Bangalore, and Indiagames and Para- 
dox of Mumbai — to make a mark glob- 
ally. Dhruva has worked on several in- 
ternational gaming titles, of which four 
have already seen the light of day. It has 
reportedly worked on parts of Enter the 
Matrix, a game based on the movie fran- 


chise. Recently, Time took note of the | 


company while doing a story on anima- 
tion outsourcing to India. Indiagames 
has developed games for 60 mobile ser- 
vice providers and has been nominated 
to Nokia's gaming advisory board, one 
of just eight such companies worldwide. 
Paradox counts Sprint, Vodafone, Veri- 
zon, O2 and NTT DoCoMoas clients. No 
mean feats these. But, their names still 


| 
| 


don't ring a bell for gaming freaks. 

The reason for thatisn't hard to grasp 
if you know the history of gaming in In- 
dia. For along while, interactive gaming 
meant slot machines in friendly-neigh- 
bourhood arcades, and then, furtive 
sessions of Minesweeper on the PC. 
What finally caught the imagination of 
would-be gamers were the PC-based 
games of Cricket and Need For Speed. 
Now, 30,000-odd serious gamers 
around the country are nurturing a le- 
gitimate gaming market worth Rs 40 


It’s still nowhere on the global gaming 
map, but they are at least in the game. 
The interesting bit is about how they 
crossed Level 1 of this global game. 


Level 1: Getting Started 


| The first sparks were lit back in 1997, 


soon after the Pentium chip made its 
debut. Till then, games that ran on PCs 
were modest in terms of graphics and 
quality because the machines’ process- 
ing power set a limit on what could be 
done. Gaming was certainly not a prior- 
ity for the average PC user, who had just 
discovered the Internet and free email. 
But that didn’t deter 34-year-old 
techie K. Rajesh Rao. Rao had whetted 


A few gaming enthusiasts have created a fledgling industry 
out of their passion. Now begins the serious business 
of taking it to the next level. By Irshad Daftari 


AE 
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I UK. AAA Rao’s Dhruva Interactive 
wants to play both the global and 
domestic gaming product markets 
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his appetite for gaming at the Royal In- 
stitute of Technology in Stockholm, 
where he completed his masters. In 
1995, on his return to India, he founded 
a multimedia company called Shrishti 
Interactive. But he found that multime- 
dia was in its nascency and was still used 
largely for sprucing up business presen- 
tations. So he shifted tack to gaming 
with the launch of Dhruva in 1997. 

A chance meeting with Intel traders, 
Rao managed to get a Pentium II chip 
and test machines through Intel's tech- 
nology partnership programme. That 
nudge from Intel allowed Dhruva not 
only to begin game development on 
technology that was cutting edge, but 
also allowed them access to companies 
like Microsoft. It took Dhruva another 
one and a half years to make its own PC 
game engine. But no big studios were 
willing to touch it. 

Another chance meeting in Decem- 
ber 1998, this time with gaming legend 
and Infogrames Studios' co-founder 
Eric Mottet, changed things. Rao remi- 
nisces, "He (Mottet) was very surprised 
that a game development company ex- 
isted in India." At that time, Infogrames 
was looking for someone to work on the 
PC version of the Mission: Impossible 
game, a huge success on Nintendo's 
handheld platform. Dhruva has worked 
on that game and two subsequent ones 
from Infogrames. In 2001, Mottet's in- 
vestment company Incube picked up a 
stake in the company. Another big 
killing was made last year, when MS 
Gaming signed up Dhruva to work on 
the Xbox (console) platform. 

Dhruva wouldn't divulge their cur- 
rent earnings, but claims that its topline 
will touch $10 million in another two 
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years. The company believes this will 
come from a two-pronged strategy — 
cutting-edge games for overseas studios 
and smaller ones for India. 

Others took more winding routes. 
After graduating in physics in 1994, 
Anurag Khurana moved into network- 
ing and started a software consultancy. 
But the gaming and dotcom bugs bit 
him simultaneously. He left the consul- 
tancy and set up a gaming site called 
passion4games.com. But it went under. 

After floundering for a year, Khurana 
finally struck gold. Officials from Re- 
liance Infocomm, which was getting 
into game development for its high- 
bandwidth offerings, met Khurana and 
gave him a broad mandate. In April 
2001, Paradox Studios was formed. It 


now boasts of one of the biggest game | 


inventories in the country, comprising 
over 100 products. It believes that the 
mass products market is the way to 
grow. To that end, it has tied up with Re- 
liance Webworld to develop simple on- 
line games like Pool and Carrom for 
surfers at its Webworld outlets. It has re- 


leased its first PC game, Battledust: The | 


Championship. And it’s poised for its in- 
ternational release soon. 


Like his peers, Khurana shies away | 
from telling how much he's pulling in, | 


but allows himself just this: "This year's 
target is $2 million-4 million. And half of 
itis from non-Reliance business." 


About the time Khurana was coping | 


with his post-bust status, in another 


corner of Mumbai, Vishal Gondal was | 


busy setting up Indiagames. Gondal, 27, 
started his first company, a multimedia 
venture named Fact Interactive, when 


he was just 16. For Indiagames, he got | 
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After the flop of Yoddha, Vishal 
Gondal’s Indiagames is betting 
on a Playstation game, Ashoka 


It started on a different tack, offering 
gaming services and looking at co- 
branding with sponsors. But it started 
shakily with Yoddha in 2002, the first 
PC-based game developed by an Indian 
company for the local audience. Says 
Gondal, "The market wasn't ready when 
Yoddha was released.” He has since 
shifted focus to products, especially 
mobile games. It has paid off somewhat 
with the success of The Day After Tomor- 


| row and Spiderman. Emboldened, it 


| 
| 





funds from Infinity Ventures and IL&FS. | 
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plans to buy 18 Hollywood franchises 
this year, at costs that could go up to 
$800,000 a licence. Itis also set to launch 
Ashoka, its first Playstation game. 
Gondal is confident that these prod- 
ucts would help him rake in more than 
$6 million this year. The future, he reck- 
ons, lies in more product development. 


Level 2: Mapping The Market 


What came about largely as a series of 
serendipities would need more to grad- 
uate to the next level — more original 


HEMANT MISHRA 
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rg 

products that can find a global audi- 
ence. But the few early successes 
havent really spurred the rest 
of the industry beyond de- 
veloping parts of a game 
(See ‘Developing A Game’) 
to creating shrink-wrapped 
products. 

Gondal puts it at the pusil- 
lanimity of the early developers. 
To be fair, we need a view of what 
they were up against. According to Mo- 
hit Anand, manager (home and enter- 
tainment), Microsoft India, a typical 
AAA franchise game — global block- 
busters like Age of Empires or Counter 
Strike — would take $25 million-30 mil- 
lion and three years to develop. It'll be 
years before Indian companies can pull 
in that sort of resources. 


Ld 


Says Christof Romuland, content. 


editor at Game Force, an Indian mag 


zine dedicated to gaming: "For along - 


time, Indian game developers didn't de- 
velop original content that was good 
enough for international publishers." 

Rao, whose company started as an 
outsourcing firm in the gaming space, 
says: "Gaming studios the world over are 
not looking for cost advantages. They 
want the best possible quality for the 
money they pay, and they're willing to 
fork out 10-15 per cent extra." 

Now the Indian industry has seem- 
ingly woken up to the fact that more 
money to be made in original content 
and design. Milestone Interactive is an 
example of this. It distributed for nearly 
seven years and brought to India Elec- 
tronic Arts Studios and Sonys Playsta- 
tion. It moved into development less 
than two years back. 

The segment thats growing the 
fastest is mobile. Says Anupam Mittal, 
president and CEO of Mauj.com, a mo- 
bile solution provider: "Mobile games 
are more attractive. They're simpler 
than PC-based games and require less 
technical competence." Gondal paints 
the attractive picture from the develop- 
ment perspective: “A typical mobile 
game costs $50,000-100,000 to develop 
in India, as opposed to $200,000 
abroad." They also take shorter time to 
the shelf than PC and console games — 
six months as opposed to two years or 
more. Even Indian mobile service 
providers like Hutch, Airtel and Reliance 
Infocomm are extremely keen on gam- 
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Developing a game 


Design 


Programming 


ing as a value-added 
. Says Mahesh Prasad, 
president (application solutions and 
content group), Reliance Infocomm: 
“Gaming is an important offering for us. 
We had started to bring on board mobile 
game developers before our services 
started.” The company claims 750,000 
daily game downloads from its free site. 
There are other structural issues 
keeping the Indian industry from realis- 
ing its potential. “A developer could get 
70 per cent of revenues for providing 
game content in the US and up to 90 per 
cent in Korea and Japan. In India, local 
developers don't get more than 35 per 
cent," says Khurana. This keeps the In- 
dian players focussed on quantity. 
There's also the personnel problem. 
"Game development requires a differ- 
ent mindset from regular graphic de- 
sign and programming," says Sachin 
Naik, head (business development), 
Milestone. Very few people are 
equipped to think out of the box and it 
takes at least 6-8 months for fresh re- 
cruits take to grasp the finer nuances of 
development. Paradox and Dhruva 
have sought to get around this problem 
innovatively. Paradox invites game de- 
velopers from leading studios across the 
world to work with its employees and 
provide insights about the business. 
This has proved to be popular with its 
employees. Dhruva has been a sponsor 
at IIT Mumbai's annual Techfest for a 
few years now. It conducts gaming 
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Developing a game, even small ones for toddlers, is not quite 

child's play. An average PC-based or console game takes 18-24 | 
-= months, $4-5 million, and at least 20 people to develop. Here are | 
the four aspects of game development 


"hi T WE Brings to life the flesh and gore in games. important 
during conceptualisation for sketching characters and 
backgrounds. Reckoned to be Indian game 
developers’ strength 





Every aspect of the game — story, levels, characters 
and quirks — is conceptualised through the design 
team. It needs coordination at all levels of 
development. Hasn't quite got the spark in India | 


| 


The backbone of a game. After artists and designers 
have created the characters, the programmers put 
them into a game engine. Another strength of 
Indian developers 


These days, even rock bands are incorporated to 
provide background score. Sound is incorporated at | 
the prototyping and production level. Not many 
specialists in India 


workshops and gets in touch with seri- 
ous and budding gamers who may 
move into the segment later. 


Level X: The Future 


Consultants PricewaterhouseCoopers 
estimates that gaming will be one of the 
fastest growing segments of the media 
and entertainment industry worldwide. 
It’s expected to reach a size of $55.6 bil- 
lion by 2008. And one of the fastest 
growing regions is expected to be the 
Asia-Pacific (compounded annual 
growth of 23 per cent for the decade to 
2008). 

Some contours within are also ex- 
pected to change. Mittal of Mauj.com 
expects console gaming to morph with 
PCgaming and emerge as asingle sector 
in the future, and account for about 60 
per cent of the industry's sales. 

The market for development, in 
which East European and CIS countries 
are making deep inroads, is much 
smaller. At the recent entertainment 
expo, Frames 2004, consulting firm 
Ernst & Young predicted that the Indian 
industry will grow to Rs 600 crore in an- 
other five years. Gondal and Rao think it 
might not come about that soon. 

Meanwhile, some developers are 
themselves trying to help the evolution. 
Indiagames is promoting the annual 
Cyber Games for four years now, where 
thousands slug it out on-screen. 

So far, so good. But will somebody in 
India please switch to Level 3? a 


ASHISH SAHI 
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rts with accommodation in a luxurious room, followed by pampering sessions at our exquisitely 
'ointed Spa, by Banyan Tree. Here the healing hands of trained therapists ease away the stress of urban 

with massages based on Aromatherapy and Ayurveda. An experience that is completed with the 


aplimentary use of the gymnasium, steam and sauna. Being in Mumbai has never been so relaxing, 





SPA ESCAPE 


THREE DAYS AND TWO NIGHTS 


THAT WILL CHANGE THE WAY YOU FEEL, 


NATURALLY. 


Single Rs. 14,500/- 


Double Rs. 18,000/- 


I st June JOth September 2004 


Spa Escape include: 
* Accommodation in a Premium Room 
* Complimentary use of 
the Fitness Centre, sauna and steam 
* Two spa therapies per person from 
the spa menu 


* All applic able taxes 


For reservations pk asc call us at our 
India Toll Free Reservations: 1 600 11 2030 


aen 
ATA 


The Oberoi 


MUMBAI, INDIA 


co 


Donald Peck 
Managing partner (SE Asia) 
Actic (formerly CDC Capital) 


The book I have just finished is 
ADESPOTISM OF LAW by 

Radhika Singha. It gives the reader 
some excellent insights into the 
process by which Indian and British 
legal systems and intellectual 
processes were gradually, and 
sometimes painfully, harmonised 
with each other. 

I am also getting into a 
fascinating book on the Natarakottar 
Chettiars and their banking empires 
in Calcutta, Burma and South-east 
Asia between 1860 and 1920, by 
David Rudner (published by 
Munshiram Manoharlal). I tend to 
buy these semi out-of-print books 
at the Delhi Book Fair. m 


ALERT 

Don't Think Pink: What Really 
Makes Women Buy 

By Lisa Johnson & Andrea Learned 
(AMACOM) 





THE authors of this book 
are two women mar- 
keters with chips on 
their shoulders. Please, 
they beg (and a chorus 
of women around the 
world joins in), stop 
making female-oriented products 
pink! The modern woman has ma- 
tured, and the marketing world 
needs to grow up with her. Too 
many companies either don't 
cater to women or repeatedly 
send misleading messages, they 
say. So drop the stereotypes 

and read about what women 
really want. "m 














Welcome 


ABHUIT MITRA 


ICHAEL Schumacher is 
almost a fixture on the top 
step of the Formula 1 
podium these days. There 
is the characteristic leap 
with the fist in the air. The 
German national anthem rings out, fol- 
lowed by the Italian. The trophies are 
given away. The winners spray the 
champagne. Then 'Schumi, the most 
successful F1 driver ever, gingerly drops 
the bottle into the crowd of Ferrari 
mechanics gathered below, and the cel- 
ebrations continue. 

Is there a reason why Schumacher 
never fails to pass on the cham- 
pagne to the boys in the 
pit? Probably because he 
knows that without the 
‘chariot’ they build for 
him, he may be better off 
playing football for some 
obscure team in small- 
town Germany. 

Steve Matchett was a 
mechanic with Benetton 
when it won the title in 





ne 








SELECTION 





1995 with Schumacher at the wheel. 
That makes him not just any insider of 
the F1 circus, but one who knows a thing 
or two about building race cars that win. 
One foggy November evening in 
Manhattan, as Matchett waits in the Air 
France lounge to catch a delayed flight 
back home to France, he meets three 
F1-crazy guys who had travelled to the 
US to watch the Indianapolis Grand 

Prix. Predictably, they start talking F1. 
They try, in vain, to create the ulti- 
mate Flcar with the best ofall cars, of all 
eras. Then one of the group springs this 
question: “All of those tiny adjustments 
[that mechanics do to F1 cars during a 
race]... they seem so insignificant. In 
comes the driver, a 


The Chariot 


Makers 


THE CHARIOT 
MAKERS 


STEVE MATCEHETT 


By Steve Matchett 


Orion Books 


Pages: 2.) 
ages. z 


jl; 
POCTP!. Special price: L 16.99 
- 7 ~ 
f ay 


Long overdue and 


HIS is an extremely important 

book and one that was long over- 

due. S. Sivasubramonian (who 

passed away in August 2002 while 
working on this book) studies India's 
economic growth over the last 50 years 
and tries to identify the sources of this 
growth. This is no mere rehashing of sta- 
tistics on various aspects of the Indian 
economy, but a study of the causes be- 
hind India's economic performance. He 
asks fundamental questions. To what 
extent was growth in inputs into pro- 
duction (capital and labour) important 
for the growth observed? To what extent 
was productivity a factor? In the process 
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he comes up with answers which are al- 
ways interesting and often surprising. 
Sivasubramonian is the latest in a 
distinguished tradition of economists 
like Dale Jorgenson, Edward Denison 
and Angus Maddison (the author 
adapts the methods ofthe last two) who 
have done such work for the countries 
of the developed West. More recently, 
Alwyn Young did a series of controver- 
sial studies on the East Asian ‘miracle’. 
His conclusion: there was little that was 
miraculous about East Asia's growth. 
Thehigh growth rates in the region were 
mainly fuelled by strong increases in in- 
puts (capital and labour), and to only a 





quick turn of the mechanic's screw- 
driver and off the car goes again, half a 
second [a lap] quicker! I mean, can 
things really be that precise, can the dri- 
vers really feel such small adjustments?" 

That's where The Chariot Makers be- 
gins. The book takes the reader through 
 theconstruction of an F1 car — both the 


principles and the execution. It might | 


" sound intimidating, but it's not, at least 


for those with elementray mechanical | 
knowledge. The author takes the intu- | 
| substantially within the given parame- 
ters. While externally similar, there are | 


itive tack and does an elegant job of it. 
— .. Take this example: "The torsional 
idity [the ability to resist being de- 
jumerous forces acting 
temporary monocoque 













gineers, it is not uncommon 
m suggest figures in the re- 
(23,100 lb/ft per degree of flex — 






" - nearly double that of the McLaren | 


MP4-1 [of 1981]. Impressive, sure, but 


now just compare that to the paltry | 


1,000 Ib/ft per degree offered by the 


Original space-frame cars of the 1950s. 


i "Todays cars are more than 2,300 per 
| cent stiffer — that's serious progress." 
: [nor just over time that the 








small extent by growth in productivity, 
which economists consider the true en- 
gine of long-term sustainable growth. 
(Growing only through a sustained in- 
crease in inputs of capital and labour is- 
n't sustainable because diminishing re- 


THE SOURCES 

OF ECONOMIC 

GROWTH IN INDIA 
. 1950-1 TO 

1999-2000 


By S. Sivasubramonian 
Oxford University Press 
Pages: 353; 

Price: Rs 695 
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STEVE MATCHETT worked with Ross 
Brawn and Michael Schumacher in the 
pit lanes of Formula 1 Races. At pre- 
sent, he is techinal editor at F1 Rac- 
ing magazine and techincal analyst for 
North America's SPEED Channel. His 
previous books include Life in The 
Fast Lane and The Mechanic's Tale. 


differences manifest themselves. Cars of 
a particular year have to be built accord- 
ing to the rules of construction for that 
year. Even then, they can differ quite 


vital differences in the way they are built 
and, consequently, in the way they han- 
dle and perform. Other than the body 
panels and wings, the outsider rarely 
sees any of the stuff that sets one car 


apart from another. F1 is ultra-competi- | 
tive and, consequently, ultra-secretive. 


(A successful innovation often means 
wins and money, in billions of dollars.) 
And it is this world that Matchett takes 
the reader into. 

By the time the reader comes to the 


last page, heis substantially wiser about 
F1 cars, which follow the same laws of | 
physics as road cars, but seem to come | 


turns set in after some time). 

What conclusions does he reach? 
The Indian economy grew at an average 
rate of 4.4 per cent per annum for the 
entire 50-year period. During that time, 
capital accumulation accounted for 38 
per cent of that growth, while growth in 
labour inputs accounted for 28.2 per 
cent and total factor productivity (TFP) 
accounted for 32.3 per cent of that 
growth. TFP growth over the entire 50- 
year period was 1.42 per cent while for 
the 1980s and 1990s it was 2.01 per cent 
per annum (TFP accounted for 35.45 
per cent of the growth in the 1980s and 
1990s compared with just 13 per cent for 
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from a different planet. 

For instance, F1 cars really have a 
multichamber fuel bag rather than a 
rigid tank, and that bagis strong enough 
to stop a bullet at close range. (It is lined 
with Kevlar, the stuff that they make 
bullet-proof jackets out of) Or that 


the Inconal exhaust system becomes 


so hot when the engine is tested static 
that it actually becomes luminous. Or 
that in the time it takes to click your 
fingers, there would have been more 
than 3,100. explosions in a BMW F1 


engine at full throttle. And for all the. = 


talk about fuel, F1 cars do not have 
fuel gauges! 


The Chariot Makers goesalong way Doe. 


tohelp make sense ofwhatFlcommen- — 
tators Chris Goodwin and Martin Brun- 
dle really talk about. Matchett could 
easily have called the book Everything 
You Wanted To Know About FI Con- 
struction But Didnt Know Whom To Ask. 
In the sport where more winners are 
decided today on pit-lane strategy, and 
where overtakes are becoming passé, 
the understanding that The Chariot 
Makers gives should do wonders for 
spectator involvement. Buy it. B. 


a ee ee 


the previous fifteen years). For the East- 


Asian tigers, Young found that total fac- 
tor productivity growth was 2.3 per cent 
per annum for Hong Kong, 1.7 per cent 
for South Korea, 2.6 per cent for Taiwan, 
and only 0.2 per cent for Singapore! For 
China, Young found that from 1978 to 
1998, TPP growth was just around 
1.4 per cent. 

In the 1980s and 1990s, increases in 
TFP were the most important source 
of growth in agriculture, accounting for 
55 per cent of the growth of its GDP In 
contrast, in the non-agricultural sector, 
TFP has been theleast important source 
of growth — accounting for only 20 per 
cent of total growth over the entire 
50 years. During the 1980s and 1990s, 


TEP accounted for only 24 per cent of 
non-agriculture GDP 
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HE Punjab assembly, at the instigation of the 
government, last week unilaterally abrogated 
all treaties relating to the sharing ofthe waters 
of the Ravi and Beas rivers with Haryana and 
Rajasthan. The Central government went to 
the Supreme Court for a direction on the issue. 

The Punjab government has stubbornly refused to 
construct its portion of the Sutlej-Yamuna canal and to 
share the waters of the Ravi with Haryana. The issue goes 
back to the separation of Haryana from Punjab in 1966. 
Punjab was divided by an Act of Parliament — the Punjab 
Reorganisation Act — which specifically gives the Centre 
power to allocate the waters of the Ravi and the Beas. The 
division of the waters and the construction of the Sutlej- 
Yamuna canal were agreed be- 
tween the chief minister of 
Punjab, Harchand Singh Lon- 
gowal, and the Prime Minister, 
Rajiv Gandhi, in 1985 — in a 
peace pact that ended the 
militancy in Punjab but cost 
Longowal his life. 

Thusthe division ofthe wa- 
ters flowing through it was im- 
plicit in the division of Punjab. 
When the Punjab government 
proved recalcitrant, the Centre 
took it to the Supreme Court. 
On 15 January 2002, the 
Supreme Court ordered the 
Punjab government to start 
constructing the canal forth- 
with and finish it within a year. 
The Punjab government did 
nothing; hours before the deadline expired, it filed an ap- 
peal in the Supreme Court. The Supreme Court dismissed 
the appeal and, on an application from the Haryana gov- 
ernment, asked the Union government this June to take 
over construction and the Punjab government to hand 
over the land for the canal. 

Thus there can be no doubt about the merits of the 
case. Both the Centre and the Supreme Court have re- 
peatedly asked Punjab to cooperate in the division, and it 
has brazenly refused to do so. Whilst the Supreme Court 
may lay down what is equitable — and did so long ago — 
the responsibility to implement its verdict rests with the 
governments. And if the Punjab government flouts the 
Supreme Courts verdict, the responsibility to bring it back 
within the law rests with the supreme national executive 
— the Government of India. 

What the Supreme Court wants the Union govern- 
ment to do is laid out in black and white in its verdict of 
4 June: it wants the Centre to take over the construction of 


Whilst the Supreme Court may 

lay down what is equitable, the 

responsibility to implement the 
verdict is with the Centre 








the canal. After this, the Union government did not need 
any further instructions; it should have moved forthwith 
to implement the Supreme Court's verdict. Its failure to 
act expeditiously allowed the opposition to gather steam, 
which finally led to the Punjab assembly’s perverse ver- 
dict. To go back to the Supreme Court now only under- 
lines the Union governments indecision. 

The precedent for this pusillanimity was set by the 
previous government. The Cauvery waters dispute is 
much older than the one over the Ravi and Beas. Judicial 
bodies have adjudicated over it and have been disobeyed 
by the Karnataka government. Exasperated, the Sup- 
reme Court asked the Union government to play a direct 
role: the Prime Minister was required to bring the chief 
ministers of Tamil Nadu and 
Karnataka together and bring 
them to their senses. But the 
chief ministers did not agree to 
meet with him, he did not 
press, and the chief minister of 
Karnataka sensed Vajpayee's 
weakness and defeated all at- 
tempts at conciliation. 

Prevarication was a part of 
Vajpayees style. Let Manmo- 
han Singh not make it a part of 
his. Governments are elected 
to sort out political differences 
peacefully. In our country, 
weak governments abdicate 
this responsibility and toss the 
ball to the Supreme Court. The 
Supreme Court can give a ver- 
dict, but governments must 
implement it. Vajpayee did not fulfil his duty as head of 
government, which was to implement the law. His is a 
legacy that the Prime Minister needs to shed if he is not to 
join the long list of weak and forgettable leaders. 

The Constitution gives the Centre primacy over the 
states; it must retain and exercise that primacy if the cou- 
ntry is not to eventually disintegrate or become ungov- 
ernable. Power decays unless it is exercised. This does not 
mean that the Union government must use force to bring 
the Punjab government to its heels. But it must use all the 
constitutional means atits command to make Punjab see 
the error ofits ways. Punjab’s dereliction must be debated 
in Parliament, and the full weight of Parliament must be 
brought to bear against it. Perhaps Vajpayee could not 
have done this against Karnataka. But both the numbers 
in Parliament and the status of Manmohan Singh make it 
possible for him to revive the authority of the Centre, and 
to restore its role as the guardian of justice. Let him come 
out boldly in favour of justice and the rule of law. T 
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Ogilvy & Mather 3415 


With 20552:23X, you can enjoy a whole new 
and exciting way of talking. Now you can talk 


to and hear from a friend or a group of friends 


instantly at the push of a single button on 
your Hutch uin Moreover, you can also 
send inusnt sS ROVS and ideo cim 

to all goer enabled Hutch pus across 
the country. 


To subscribe, all you need to do is send 
i 223, We will then send you 








: Talk instantly at the push of a button. 


the push2talk settings and the link to 
download the application. The service shall 
be activated within 48 hours. 


Then on, when you need to converse with 
a friend, you'll no longer need to dial 

and wait for the phone to ring. Just sign 

in to push2talk and speak into your phone. 


You'll be heard instantly - walkie talkie style. 


What's more, if you form a group of friends 
on push2talk, you can all have instant 





simultaneaus conversations as well. 


push2talk is available to « 
^, at a nominal hane of 


just Rs 99 a month for unlimited conversation 


This service currently works on Nokia 3650, 
Nokia 3660, Nokia 6600, Nokia 7650, 
Nokia N-Gage, Sony Ericsson P 800 and 
Sony Ericsson P900 handsets. Far more 
information, visit www. hutch.co.in 
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Connection restored 
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After a gap of ten years, it is wonderful to be back ! 
Introducing non-stop flights from Delhi to Milan, six days a week, effective 11" July 2004. 


For more information contact Alitalia or your preferred TAAI / TAFI travel agent. 


Alitalia 


STAY AHEAD. 
VERY WEEK 


a 9 August 2004, Rs 10 ary, businessworldindia.com id 
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wh t our 
ddi ction? 


Samsung, the world leader in TFT tech , memory chips and semi-conductors, b 
amazing collection of mobile phones. pere with ahon, ine adai re 
matter what your addiction is, there’ sa E g i oie SRR: 


INNOVATIVE 
CAMERA 


Phones with larger screens 
and more colours. 
e Click yourself with self portrait 
e Capture motion with multi-shot 
e Get real close with 4x zoom 
e Spark the night using camera 
phones with built-in flash 


Pioneers of polyphonic technolo 
Samsung gives you upto 64 
poly ringtones. 

e Hear your Samsung come alive 
every time it rings 

e Get crystal clear sound in every 


POLYPHONIC | a to N C 
mies addiction 


Cheil-0063 





“feature 
/ addict iction 


| ^ .. Samsung phones have been styled 
e by world famous designers. 


. WORLD * Fully loaded yet feather-weight 
* -CLASS e Packed with features... 2000 phonebook 
2 STYLING memory, Java, GPRS, WAP... 
i * Easy to use phone menus 
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samsung is colour. 

e See images come alive with brilliant 
true to life colours 

* No other range of phones gives the 
richness of 65,000 to 2,62,000 colours! 


INDIA'S FIRST 
MULTI- BAL 


sadi eo 


Only Samsung gives you 
multi-lingual phones. 

e Convert menu to different 
regional languages and also 
SMS in these languages 

$ Hindi, Tamil, Marathi 
and many more to follow 


To win exciting prizes log on to www.samsungindia.cd w/addiction or call 1600 113 444 796284] 000. 
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Clean The Closet | 
LJ Being a mutual fund investor 
myself, I would like to bring out a 
point that your article has missed. 
Many sector funds have started 
investing in companies which 

are outside the sector defined. 
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ee itori: cid R n o 0 - : (7. Investors like me have invested in 

De pud oe, S2 these funds trusting that they will stick to their 

New Delhi 110 000. T ac Xe "promises of investing within the specified sector. This is another 
_ Phone: 23702170-79; Fax 23702062 ~ wayin which funds continue to trick customers. 

| B-2/C-2, Paragon. Condominium x 2. Atul Lobo, posted on BW website 
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- Phone: 2496258794 i; Fax: 2 CM MISLEADING INVESTORS | CLARIFICATIONS 
| I am a mutual fund (MF) investor. | In ‘Tricky Serve (BW, 2 August) we 
Because of the industry's rampant | stated that Franklin Templeton Mutual 


| Fund was said to have been investig- 

| ated by Sebi about purchases of Eserve 
| shares, and that Templeton did not 
should put money into equity through | respond to our queries on the matter. 
MFs to escape inflation and avail of Since then, Sukumar Rajah, director 


malpractices, I have lost money | 
| 
| 
| 
| 
certain advantages. and chief investment officer (equity), 
| 
| 


(‘Inside Its Closet’, BW, 26 July). The 
funds tell small investors that they 


Advantages? Whose advantage? Is it | Franklin Templeton Mutual Fund, has 
just the advantage of fund managers sent a statement to clarify: “Eserve has 
and CIOs? We should all insist thatthe | been a part of our equity portfolios for 
finance minister initiate a clean-up of a while now. We havent received any 


the MF industry. communication from Sebi as 
Radha S., via email mentioned in the story. The decision to 


increase exposure to this stock was 
based on our internal assessment of 
the valuations and fundamentals of the 
company. In any case, as per the 
regulatory requirement, we had 
informed the exchanges and the 
company about our increase in the 
exposure as soon as the accumulated 
exposure across our funds crossed 

5 per cent (on 8 April, 2004)." 


A DEGREE OF RESPECT 

What Mahesh Murthy said in ‘Dying to 
Study, Or Studying To Die’ (BW, 19 
June) is right. Bill Gates or Michael 

Dell may not have degrees, but 
strangely, their companies only employ 
top degree-holders. What can parents 
do, except put pressure on their 
children to succeed in school? 

Kishore, posted on BW website 
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E in the article ‘BPO Now. What Next?’ 
(BW, 2 August) we stated that Infosys 
Technologies’ consulting business 
accounts for 20 per cent of its 


basins ebpmaliom 2 


m m not M uk idi a e revenues. As per the company's 
_ manuscripts and photographs. Al * : financial results for the quarter ended 
 ünsolicited material shouldbe ^ o 30 June 2004, its consulting business 
- accompanied by: self-addressed ingelupie ; t accounted for 3.4 per cent of its 
: total revenues. The 20 per cent figure 


: nds sufficient t postage. > | du 
| Printed at A bera Lid 2 2120, d 


quoted in the article was a projection 
given to us by Nandan Nilekani, CEO, 
president and managing director, 
Infosys, in April this year. 
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other Malayala am a daili ies in epee: ey a 9 
just 3,93,574 copies*. Proving beyond doubt 
that Malayala Manorama is the Singh e- most 
Relevant Medium in Kerala. 


icurce: ABC jul-Dec 2003, Deshabhimani - 2,66,384; Kerala Kaumudi - 1 27,190. Previous No. 2 < under consideration: Mangalam = not accepted. 
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The Global Face: Blending the Indian TC Korean 


enge for Ratan Tata 
cad | UM 





cover story 22 At The Korean Gates 


For Tata Motors, the Daewoo acquisition in Korea is more than just another deal: it is a stepping stone toa 
larger Asian market. The full story of how the Indian auto maker took over the truck-making division of the 


former Korean chaebol, and how that's reshaping its global strategy. 
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Bajaj At Full Throttle 


2 A Rajiv Bajaj, joint managing direc- 
tor, on how manufacturing mo- 
torcycles is a different ballgame 
from making scooters, why the 
company had to go for a new 
plant, and the organisational 
resistance he faced along the way. 





ae 4 Rajiv Bajaj: “Manufacturing is a 
at oil mindset issue” 


Temasek It’s the second-largest private equity fund 
in India. And its appetite is growing. 


Voice Services GSM operators are pushing voice 
services over data services. Is that a good strategy? 


BUSINESSWORLD 







The BW 
Gadget Survey 


Its a phone, it's a computer, it's a piano... it's 
science fiction come alive. When it comes to 
techno-toys, the future is right now. 





PalmOne Treo 600: It's a PDA and a phone in one device 4 


The Must-Haves Love to 
flaunt the latest gizmos? Here are the lat- 
est killer toys to arm yourself with — the 
Blackberry phone, the Canon Projector 
) TV, the Apple iPod, the Aibo. Made 

=>.  toimpressand make life better. 


4 Ultra Portable PC: A laptop shrunk 
to fit in your pocket 
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changing business envi- 
ronment, a fortnight was too 
long a time for anyone to wait. 
That a rising India needed a weekly magazine that captured 
both the undercurrents of change and the ebbs and eddies 
of everyday events. Readers seem to have agreed. As you al- 
ready know, Businessworld has become India’s largest sell- 
ing business magazine ever, with a circulation of over 
146,000. That also makes it the largest selling English 
business magazine in the whole of Asia. 

But numbers don't tell the whole story; the covers do. 
Every significant turn in India’s economic journey was 
flagged first in a Businessworld cover story. Teleworking, the 
1999 cover story on what is today called business process 
outsourcing, caught the wave when it was merely a ripple. 
‘Making it in Manufacturing’ was a series of stories that 
Businessworld started at a time when confidence in the sec- 
tor was at an all-time low— "there is no need to be defensive 
about the sector’, said the blurb. This week’s cover — and 
the interview with Rajiv Bajaj — is an indication of how far 
we have come since then, and how far we could still go. 

The ‘Rush Into Retail’ was taken note of by a Business- 
world cover in May 1999; the higher profile of India in the 
global “knowledge economy” was highlighted in the first 
issue of the millennium; the tremendous business potential 
of “health travel” was pointed out in an issue earlier this 
year, and the conceptis already gathering steam. The exam- 
ples can be multiplied, but they all make the same point: 
Businessworld's specialist writers see their job as much 


ca eon A 


Y T was five years ago, in 
+i May 1999, that Business- 
. | world turned weekly. We 
á f said then that in a rapidly 
5 HI à 





IN THE NEWS 


8 Fall From Heaven Global Trust Bank has seen it all 
— from a favourite in the stockmarkets, to the Ketan Parekh 
scam, and now a merger with Oriental Bank of Commerce. 


12 Politics The NDAsstrident opposition to the UPA 
may actually benefit the latter, 





64 Bookmark why marrying ethnic inequality with 
free markets and democracy is potentially explosive. 





COMMENT 


27 Ashok V. Desai wnatails Indian manufacturing? 
The answer lies in research, not in a paunchy commission. 


ARBOR MENTIS 


48 Subroto Bagchi A mentor’ role is not about pop- 
ularity, but about giving nurturing attention to the recipient. 


EWOO Looking back, looking forward 

















Photograph: T. Surendar 








Businessworld 


more than merely reporting events that have already oc- 
curred. The future concerns us as much as the present. Un- 
derlying all our writing has been the belief that we are wit- 
nessing one of the most dramatic economic 
transformations in the world and that interpreting it re- 
quires new tools and new mindsets. It also requires 
venturing into new areas. 

For assistant editor T. Surendar, that meant going to 
South Korea to figure out how the Tatas are dealing with 
their new acquisition: Daewoo's commercial vehicle plant 
in Gunsan. A few months ago, senior editor Rajeev Dubey 
spent a fortnight in Sri Lanka to write the cover story on 
how the island nation is showing the way for the rest of 
South Asia on how to make the best use of India's booming 
economy. Contributor Jehangir Pocha's insightful reports 
on China from Beijing have been found useful by those 
who operate businesses there. As India's global ambitions 
grow, and Indian companies back that ambition by action, 
Businessworld will be right there, dissecting what hap- 
pened and looking at what could happen next. 

We introduced the weekly Businessworld in 1999 at an 
invitation price of Rs 5. We kept it there for half a decade 
despite the erosion in the value of the rupee. With this 
weeks issue, we are correcting the price to Rs 10. We believe 
it reflects the true value of the magazine slightly better. But 
we would say that, wouldn't we? So tell us what you think! 
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GLOBAL TRUST BANK 


How the trust was lost 


What really led to the fall of what was once considered the hottest private bank 





ROUND 3 p.m. on Mon- 
day, 26 July, B.D. Narang, 





chairman and managing | 


director of Oriental Bank 
of Commerce (OBC), 
took time off from chatting with jour- 


nalists in his third floor office in Con- | 


naught place in Delhi to answer a call 
from finance minister P Chidambaram. 


“You have cooled the market," the FM | 


told him. Narang couldnt stop smiling. 


He was clearly enjoying the atten- | 





SANJIT KUNDU 





For Oriental Bank chairman B.D. Narang 
(top), Global Trust, set up by Ramesh 
Gelli, will be the vehicle into south India 


tion. Earlier that day, ever since the Re- 
serve Bank of India, announced at a 
press conference in Mumbai that Global 
Trust Bank (GTB) would be merged with 
OBC, Narang had been giving interview 
after interview to TV crews and print 
journalists in his office, which, for the 
chairman of one of India's bigger public 
sector banks, was rather small. To every 
reporter who came to him, Narang said: 
"The shareholders of OBC should be 


happy today. They have gained enor- | 


mously from this.” As if on cue, OBC’s 





share price at the close ofthe day wasup | 


almost 4 per cent. 

For the long-suffering shareholders 
of GTB (who've lost over 94 per cent on 
their investment since 2001), it was the 
final blowin astory which began in early 
2001, when a proposed merger with UTI 
Bank fell apart after speculation in the 


press that GTB's stock price was being | 


ramped up ahead of the merger. If that 
merger had gone through, GTB5 share- 


holders would be sitting pretty today - | 
| UTI Banks share price is currently trad- 


ing at Rs 127. But now, they face the 
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| 
| 


prospect of GTB shares becoming wor- 
thless. Meanwhile, GTB depositors were 
still smarting from the announcement 
two days earlier of a moratorium on 
withdrawal of deposits above Rs 10,000. 

If Narang was smiling, then Ramesh 
Gelli, the former chairman of GTB, defi- 
nitely was not. A close associate of Ketan 
Parekh and Bharat Shah, and friend of 
Chandrababu Naidu, Gelli was seen as a 
star among the new breed of private 
sector bankers of the mid-nineties. The 
day ofthe OBC-GTB merger marked the 
end of his latest bid to keep control of 
the bank he founded in 1994. 

The final episode began in May, 
when Gelli presented a proposal to the 
RBI to rescue the ailing bank. Backing 
him was Newbridge Capital, a US pri- 
vate equity fund. Gellis investment 
bankers, Lazard, Ambit and Morgan 
Stanley had, according to sources, 
tapped at least 12 other investors across 
the globe. Newbridge, which had done 
similar deals in the US and Korea, and 
had been looking at GTB for almost a 
year, finally decided to go ahead. New- 
bridge would have brought in around 
Rs 800 crore itself. Another Rs 700 crore 
would have been infused through do- 
mestic institutions. In return, it had 
asked for numerous exemptions from 
the RBI — on the amount of capital it 
needed to set aside for each loan made, 
on priority-sector (agricultural) lending 
norms, and on the classification of non- 
performing assets (NPA). It also wanted 
to bring in a new management team. 
The existing one would have no say in 
GTB under this structure. Interestingly 
enough, in the case of another private 
equity investor who had looked at the 
deal, the existing management of GTB 
was asking for at least a 40 per cent stake. 

Even as this proposal was being 
made, there is evidence that the RBI was 
already considering other options. 
Narang had told the RBI over a year ago 
that he wanted to take over a bank in the 
South, where OBC had little presence. 













|^: Notes: Based on 


-How much will GTB cost one? 
Possible write offs* (Net NPA-Recoverable) _ 






HE ty any write offs in GTB's books for 2003.04. GTB s net worth has been taken 


| OBC: The combined balance sheet 


(Rs crore) 
192 
2,480 
42,590 
1,400 
1,700 


. 48,362 


4,400 









balancesheet and GTB's 2002-03 balance sheet. Before 


| (Rs crore) 
632 (approx.) 


H Tax benefit on write off | 226 
Cost after wri | 3 406 
D Tac benefit on write off of accumulated losses** 95 
Me A] 311 
OBC’s tax provision for 03-04 459 
Possible tax benefit as above - 321 





fe wade od 


1,500 (approx.) 
1,232 [647 ^ + [1500 - 915^] 


4096 (of Gross NPA) 


s Acun O onec el As per the draft 


amation the capital 





Three weeks before the deal was an- 
nounced, Narang got his board’s ap- 
proval for such an acquisition. 

Narang says that the next time he 
heard from the RBI was on Saturday, 24 
July, when he was asked to fly to Mum- 
bai. He took the 9 a.m. flight and at 2 
p.m. was asked whether he was willing 
to look at GTB. A little later the RBI an- 
nounced the moratorium on deposits. 
In a move, which was controversial, it 


waited till Monday before GTB's merger | 


with OBC was announced. 

Why did the Newbridge deal fall 
through? There were two reasons for 
this. The RBI seemed clearly uncomfort- 
able with the conditions that New- 
bridge put forward for putting money 


and reserve of GTB as provision 
^ Net NPA: 647 crore, Grose NPA: 915 crore (as per 2002-03 balance sheet) — . 








this amount nearly equals 


demands for waiver of norms on capital 











_ into the bank. If it gave into Newbridge's | 


adequacy, provisioning, and account- - 
ing for bad loans, it would set a prece- - 
dent. Future bidders for banks might | 


also ask for the same concessions. 

The other reason was Newbridge it- 
self. Newbridge Capital is a company 
registered in the US, but has its invest- 


ment arms registered at various tax | 


havens. The Newbridge company that 


invests in Asia is registered and run out | 


| of the Cayman Islands. It is registered as | 
| aproprietary firm with limited liability 
| while such firms are usually registered _ 


as unlimited liability firms. These are 
standard practices among private eq- 
uity firms, and Newbridge already had 
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BREAKING NEWS 


Sivasankaran’s 
third dance 





ITHIN a few months of sell- 
ing Aircel (with services in 
Tamil Nadu and Chennai) 


to Hutchison for Rs 1,200 crore, ser- 
ial entrepreneur, C. Sivasankaran Is 
back in the mobile services game. 
Dishnet Wireless (DWL), which is 
wholly-owned by Sivasankaran, has 
bought Unified Access Service Li- 
cences (UASL) for seven eastern cir- 
cles, including all six C class ones, for 
a licence fee of Rs 300 crore. 

Now Sivasankaran will launch 
GSM-based mobile services in the 
North-east, Assam, Jammu & Kash- 
mir, Himachal Pradesh, West Ben- 
gal, Orissa and Bihar. He has also 
sought licences for Uttar Pradesh 
(east), UP (west) and Madhya 
Pradesh. Those licences should 
come through soon. He plans to in- 
vest Rs 1,800 crore in these circles. 

Says Sivasankaran: "The focus 
of our service will be meeting the 
needs of rural India, which does not 
have access to telephone services." 
On 30 June, these seven circles had 
1.62 million GSM subscribers, but C 
class circles are growing at 6 per 
cent a month (national average of 
3.65 per cent). The three other cir- 
cles have 3 million subscribers, with 
UP (east) growing the fastest. 

Knowing Sivasankaran it's un- 
likely that he will hold on to these cir- 
cles forever. So there's something in 
these circles that has stoked his ap- 
petite. Or is this the emergence of 


another GSM biggie? 








ANUP JAYARAM 





Da the aüditors of Global Trust Bank, 
PricewaterhouseCoopers (PwC), fail to 
blow the whistle? 

No. PwC submitted a heavily qualified 
report on 30 September 2003 

The audit report points out that "ac- 
counts are prepared on a going con- 
cem basis even though the net worth 
of the bank has been substantially 
eroded after considering the loss for 
the year on account of substantial 
provision against non-performing as- 
sets, taking into account manage- 
ments assessment of growth of busi- 
ness, infusion of capital... These 


up „accounts do not include adjustments 


^ 7 loans made to Ketan Parekh. In fact, the _ 
^. :RBl wrote aletterof complainttotheIn- | 


MEET: EC x Pri i ama $ a : s go ag ; 
2 se Sake *i TIME. DE icr uw. 9a 
t H——————————————————————— //Á''ÉÉÁÁRRRORRERICEEAURRRIA s sn 






_ aforesaid in case the management's 
bus iness plans do not materialise...” 


But why did PwC give a qualified re- 


invested in dis in Matrix, using this 
' Structure. GTB, however, was clearly a 
. different case. Sources say that the RBI 
. was not going to get into unnecessary 
. controversy by allowing a Cayman Is- 


lands-registered company to take a 


~~ largestake in a bank already dogged by 


controversy and corruption charges. It 


^; also had 8.3 lakh retail depositors. So 


the RBI played it safe and chose to fol- 


low standard practice and merge GTB | 


“witha big public sector bank. 
_ Why did the RBI wait this long? | 
. GTBS, and Gelli's links to Ketan Parekh | 


were apparent way back in 2001. Inlate | 


2002, RBI inspections had already dis- 


- covered serious problems in the way the | 


1 


bank accounted for non-performing | 


stitute of Chartered Accountants of In- 


E .. diaabout Lovelock & Lewes, GTB's audi- 


tors for 2001-02. For 2002-03, GTB's new 


~~ auditors, PricewaterhouseCoopers, hea- 


vily qualified the balance sheet. (PwC 


and Lovelock & Lewes have a strategic | 


< tie-up and are practically the same.) 








By end-2003 or early 2004, an RBI in- 


GIB: The FAQs 





port instead of giving a disclaimer? 

In case the principle of going concem 
does not hold or it is not possible to 
arrive at an opinion, the auditor is sup- 
posed to give a disclaimer and not ex- 
press his opinion. In GTB's case there 
were many ifs and buts. For example, 
@ Accounts were prepared on going 
concern basis even though the net 
worth had been substantially eroded; 
i Advances worth Rs 311.61 crore 
were considered good though the 
loans were not fully secured; 

E No provision was made for assets 
valued at Rs 181.75 crore as the bank 


_ can hold the property for seven years; 


Bl Accounting method is consistent ex- 
cept in case of the additional provision 
through statutory reserve permitted by 
the RBI; and 


ume of bad loans. This is despite GTB 
managing to make some recoveries of 
its bad loans (around Rs 150 crore). —.— 
The RBI clearly dilly-dallied. It knew 
about the serious problems in GTB for 


the last 2-3 years as pointed out in itsin- . 


spection report. Italso had nominees on 
the board. The central bank would have 
liked to justify itself by saying that after it 
came to know the facts in January 2004, 
it gave the promoters time to find a 


| white knight before moving in. How- 


ever, the real reason may lie with the bal- 
lot box. It was one of the financial sec- 
tors worst-kept secrets that Gelli was 


| thick with to the then Andhra Pradesh 


chief minister Chandrababu Naidu. 
Right from the Ketan Parekh days of 
2001 and through the Joint Parliamen- 
tary Committee inquiries into the scam, 
Naidu had backed him to the hilt. With 
such a powerful backer, there was little 


| the RBI could do, even if it had wanted 


to. Once Naidu went out of power in 

May, it was clear that the RBI felt far 

more comfortable in taking Gelli on. 
Controversy also surges around the 


| moratorium on the deposits. But the 


— spection team had discovered the facts | 


that were to be trotted out six months | 


^x, later to justify the OBC-GTB merger — | 
-.. negative net worth and capital ade- | 


quacy ratio, and vastly understated vol- | 


RBI says this is almost a standard way of 
preventing large depositors from with- 
drawing their funds. Had there been big 
withdrawals from GTB, its value as an 
acquisition target would have slumped. 
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and Rs 181. 75 crore). The impact ot 
which is indeterminate. | 


P 
Why « does it appear that ICAI has not | 
been proactive? 
PwC had submitted its eligibility for | 
reappointment for 2003-04. It was 
not reappointed by GTB, but neither | 
did the latter complain to the Institute | 
of Chartered Accountants of India. 

The new auditor Bhaskar Rao & Com- 
pany took up the audit. 

The results for the quarter ended | 
December 2003 continued to be pre- | 
pared on a going concem basis, 
though net worth was negative. ICAI | 
sees it sufficient to act on the basis of | 
complaints as it has now shot off let- | 
ters to the firms after RBI pointed out 
the deficiencies of the bank's auditors | 

NN 


PwC and Lovelock & Lewes. a 


Says an OBC official: “Humko kutte 
ne kaata hai ki hum waise hi GTB ko 
hareed dein? Hamare liye] bhi to value 
i chahiye (Has a dog bittenusthat - 
we would acquire GTB just like that?We 
too need to get something out of the 
deal)”. Narang says he didn't ask for a 
moratorium and the RBI itself imposed 
one. What's drawn flak from many, how- 
ever, is the fact that the RBI announced 
the merger two days after it imposed the 
moratorium instead of at the same time. 
It's also likely though, that the morato- 
rium wont last for three months, but 
will most likely be removed within a 
month of the deal being finalised. 
And where does Gelli go from here? 
He has said in interviews that he will re- 
tire from banking. But many who have 
seen him up close, warn against writing 
him off. Already there is talk that the 
huge trading volumes on the apparently 
worthless GTB scríp in the days follow- 
ingthe OBC merger is because Gelli and 
people close to him are buying them up. 
Gelli, observers say, will desperately try 
to salvage some value for the shares in 
the next few weeks before the merger 
details are finalised by turning to his po- 
litical friends for help in getting a good 
dealon the merger. a 
AVINASH CELESTINE & ASHISH AGGARWAL 





| With reports from Shishir Prasad & Abhijit Mitra 
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7 whenParliament reconvenes af- 


. the ongoing confrontation by 


PARLIAMENTARY STANDING COMMITTEES 


Political boomerang? 


NDAs persistent jibes could do some good to the UPA government 


ARELY has a gov- 

ernment faced 

such a recalcitrant 

Opposition that's 

hell-bent on torpe- 

doing Parliament. After virtually 

crippling the first half of the 

Budget session by disrupting 

proceedings every day, the BJP- 

led NDA has now put a spoke in 

the second stage of the Bud- 

getary wheel by refusing to join 

the24 standing committees that 

scrutinise the demand for grants 
of each ministry. 

The government has two op- 

tions before it. It can intensify 


setting up the standing commit- 
tees without NDAs participation 
and carry on with the budgetary 
exercise. Or it can adopt a wait 
and watch attitude, put the for- 
mation of the standing commit- 
tees on hold and let the demand ® 
for grants face the guillotine 


ter the break. 
Either way, the Budget will be 


— passed. In other words, the government 


need not be unduly worried about the 
current stand-off with the Opposition. It 
explains why parliamentary affairs min- 
ister Ghulam Nabi Azad and Lok Sabha 


— speaker Somnath Chatterjee have gone 


out of Delhi this week instead of staying 
on to sort out the crisis. 

Political circles are puzzled by the 
Opposition's decision to push for a con- 
frontation so early in the government's 
tenure. In 1989, when the entire Opposi- 
tion resigned from Parliament to regis- 
ter a strong protest against Rajiv 
Gandhi's government, general elections 


— were just three months away. Gandhi 


had already lost his sheen because of 


; the Bofors scandal and the Opposition's 


boycott of Parliament destroyed what- 
ever little moral authority he was left 


. with. Again, in 1995, the BJP scuttled the 


entire winter session of Parliament over 





The long march: NDA leaders marching towards the 
Rashtrapati Bhavan to present a memorandum 


the scam in which the then communi- 
cations minister Sukh Ram was sus- 
pected of being involved. Then too, gen- 
eral elections were just four months 
away and the Narasimha Rao govern- 
ment was already looking fragile. 

Certainly, the same cannot be said of 
the Manmohan Singh government, 
which took office barely three months 
ago. The BJP, however, appears to be 
strategising in the beliefthat the present 
ruling arrangement will not last long 
and a mid-term poll is inevitable. It has, 
therefore, started building the pressure 
from the beginning, questioning the 
governments legitimacy. 

Its spirits are buoyed by its percep- 
tion that it has claimed one wicket al- 
ready in the sacking of Jharkhand Mukti 
Morcha leader Shibu Soren from the 
Union Cabinet last week. It raised the 
pitch of the battle against ‘tainted’ 
ministers a notch higher after that by 
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marching to Rashtrapati Bhavan 
with a memorandum. The next 
target is to win the October state 
polls in Maharashtra, where the 
Congress-NCP government is 
struggling against a strong anti- 
incumbency factor. 

Unfortunately, the NDA may 
have bitten off more than it can 
chew. Like its triumphalist atti- 
tude after last December's as- 
sembly polls frightened Sonia 
Gandhi into sewing up unprece- 
dented electoral alliances that 
helped Congress regain power 
after almost a decade, its stri- 
dent campaign against the Man- 
mohan Singh Government is 
only serving to make the dis- 
parate coalition cling tighter to- 
gether. The Left parties, for in- 
stance, have toned down their 
rhetoric against some of the gov- 
ernment's economic decisions 
and are working hard behind the 
scenes to ensure that parties like 
the Samajwadi Party and the 
Bahujan Samaj Party (BSP) stay 
away from the NDA and the balance of 
numbers does not tilt the other way. 

In addition, some of the NDA allies 
are acutely uncomfortable with the 
BJP's high-pitched attack on the govern- 
ment. Janata Dal (United) leaders pri- 
vately feel that whatever their differ- 
ences, the Opposition should not 
destabilise Parliament. In any case, they 
have an assembly election to fight in Bi- 
har within six months. JD(U) sources 
say they want the NDA to concentrate 
on that at the moment. 

The NDAs allies are also upset by the 
BJP's high-handedness on the standing 
committee issue. They have sent a letter 
to the Lok Sabha speaker clarifying that 
they, not the BJP or the NDA, will nomi- 
nate their members for the committees. 
The Congress hopes to make use of 
these emerging contradictions to ride 
the ongoing storm. ES 
ARATI R. JERATH 
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Besides a massive 7696 circulation 
marketshare *, Malayala Manorama also 
churns up an impressive reach of 62.6% 
washing machine owning households in 
Kerala. In comparison to the No. 2 daily's 
miniscule 24.5%’. Offering unparalleled reach 
among the state's affluent group. And helping 
your brand clean up competition, this Onam. 


Malayala €» Manorama 


Nobody delivers Kerala better 
















RECENT report by Morgan 
Stanley predicts that China's 


i economy should be bigger than 

=<. that of the US in a decade, while 

«5 the Indian economy will be bigger 
2€ than the Japanese economy over 
=< the same period of time (in 

== purchasing power parity terms). 


As of today, India and China 


=< account for 40 per cent of the 
«— global working-age population and 
p E 3 about 18 per cent of the global 
^ economy. The report predicts that it 
4€ Will take just two decades before 

, “© the two countries’ share in world 

v^ € GDP matches their share of the 
z = total global population. 


3 The report, like that of the 
- Goldman Sachs' BRIC report a few 


= months ago, indulges extensively in 
e - crystal ball gazing. Other forecasts: 
& the share of both countries in world 


| : exports will rise from 12 per cent 
? currently to 20 per cent by 2010 


9 and 30 per cent by 2030. 


© China is obviously ahead and 
@, the report argues that India's per 


€ capita GDP will reach China's 
| €* - current level in 13 years if growth 
«€ continues in India at 6 per cent or 
^ in 10 years if it grows at 8 per cent. 
** «s \f India and China continue at their 
^4 average rates of growth clocked 
aw ^ over the last 10 years, the nominal 
“” = GDP of both countries (in dollar 
-£ terms) will reach $1.3 trillion and 


# $3.9 trillion, respectively, by 2015. 
A 


N initial draft of the National 
Employment Guarantee Bill is 


#® believed to have been made and 

= sources say that it is closely based 

ae on Maharashtra's employment 

e^ guarantee scheme, but vests local 

m € elected bodies like panchayats with 
"c far r rs. 


The draft Bill is the outcome of 


» i ^ promises made in the Common 
* «* Minimum Programme by the 
"^. Congress-led United Progressive 


- iipEAS — 


by Avinash Celestine 


minimum of 100 days of 
employment to one member of all 
poor households in the country. 
Members of Sonia Gandhi's 
national advisory council, who 


include economist Jean Dreze, have | 


overseen the preparation of the 
draft. "The draft does seem to be a 
serious attempt to try and 


| implement the promises made in 


the CMP" says an academic who 
has seen the draft. 


e 


N 2000, over 92 per cent of all 
retail loans made by banks in 
india were to customers in the top 
six cities (Mumbai, Delhi, Chennai, 

Kolkata, Hyderabad and Banga- 
lore). By March 2003, that propor- 
tion had fallen to 67 per cent. In 
2000, 57 per cent of total housing 
loans was made in these six cities 


— by 2003 it was 45 per cent. This | 
is according to data released by the | 


RBI last week on the spread of va- 
rious types of loans across the 


country. That increasing geographi- 
cal spread may seem like progress 


till you realise that according to the | 


| 2001 census, slightly less than 6 
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| per cent of India's population lived 
| in those six cities. 


Among those cities, the 


| strongest growth in those years was | 
| in Bangalore and Chennai, where | 
| home loans in each of those cities 
| grew by 2.28 times. 


The other interesting aspect is 


| the returns that banks earn on 
| those loans. Since 2000, interest 
| rates on home loans have fallen 


from above 13 per cent to 8-9 per 


| cent in 2003. But a large chunk of | 
those loans were given out in earlier. | 
| years at higher rates. So the actual | 
| retums that the banks eam are 

| much higher and have fallen by 

| much less. In 2000, Indian banks | 
| eamed interest at a rate of 12.6 per |: 
| cent on their home loans. By 2003, | 
that had fallen to 11.6 percent. Bi | 


dE Ont taces 
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BMW 
India in the 
headlights 


ERMAN automotive giant Bay- 

(1 erische Motoren Werke AG, the 
makers of BMW, Rolls-Royce 

and Mini cars, is assessing the possibil- 
ity of setting up a plant in India. A 
spokesperson at BMW's regional head- 
quarters in Dubai told BWthat the com- 
pany is looking to increase its presence 
in the Middle East and the Asia-Pacific, 
by far the fastest growing car markets to- 
day at around 20 per cent per year, while 
mature markets like Europe and North 
America are struggling to cross even 5 
per cent. She added, however, that other 
countries like Iran are also in the con- 
tention for the plant and it is still too 
early to say where the unit will be set up. 
A four-member team led by Wol- 
fram Rehm, senior manager (interna- 
tional operations), is in India and is at 





present assessing the possibility of set- 
ting up shop in Kerala. BMW has also 
looked at prospects in Andhra Pradesh, 
Tamil Nadu and Karnataka. The plant, if 
it comes up here, would not only cater 
to India, but also to other markets in the 
region like the Middle East. 

BMW operates 24 plants in 14 coun- 
tries, including six in Asia (China, the 
Philippines, Indonesia, Thailand, Viet- 
nam and Indonesia). India has two dea- 
lerships: Navnit Motors in Mumbai and 
Kashyap Motors in Delhi. BMW wants 
to increase its sales in Asia from 93,000 
units in 2003 to 150,000 by 2008. In May, 
BMW Group and Brilliance China Auto- 
motive Holdings opened their 450-mil- 
lion euro equal joint venture unit in 
Shenyang in China. It plans to build 
30,0003 Series and 5 Series cars a yearllli 

ABHUIT MITRA 
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What 65% of.car owners also open every day. Our pages. 
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Nothing to lose 
but their headsets? 


Nl HIS is one call that no BPO com- 
: pany wants to take. Union Net- 


work International (UND), which 


X 7 clamsamembership of 15 million 


7 


members in 140 countries is associat- 


/ ingwiththe Centre for BPO Profession- 


als (CBP) in India to unionise workers 
in BPO companies. Its aim, says 


^ Christopher Ng, UNI Asia Pacific re- 


*———3 





gional secretary, "is to propagate BPO 
worker interest". 

Hyderabad-based CBB with a chap- 
ter in Bangalore, plans to register itself 
soon and start seeking membership 
from BPO employees. J.S.R. Prasad, 
chairman, CBP claims to be in touch 
with BPO employees at HSBC and GE 
centres in Andhra Pradesh to start en- 


; rolment. By the year-end he expects to 


enroll 2,000 ofthe over 250,000 BPO 


./ workers. “Companies are exploiting the 


youth of our country. There is no set 
pattern in compensation and 
health hazards re- 
lated to answering 
calls through the 
night are ignored,” 
he claims. 
Similar unions in 
the West ensure 
workers’ health, 
safety, and non-dis- 


8U22 


| / crimination. But does UNI in India? 


, “Job security is the biggest part ofa 


unions' agenda. That's not an issue at 


7 all. Being part of union might actually 


tie an employee to a company. Would 


' heliketo do that?” asks Prakash Gur- 
, baxani, CEO, TransWorks. 


It also not as if the workers are 


7 treated badly. "If companies treat peo- 


ple badly they will have a union. But as 


/ longas companies understand and re- 
. spond to employee expectations, there 


is no union required,” says S. Varadara- 
jan, vice-president (talent engagement 
& development), WiproSpectramind. 
But the industry could actually do well 
to nip HR problems in the bud. Prasad 
may not be able to enrol the numbers 


' heislooking for. But as the industry 


grows, worker stress, health hazards 


' could have employees calling up 


unions for help. 
SHELLEY SINGH 


CONSUMER DURABLES 


BPL spins off the telly 


OR the whole of 

last month, BPL's 

stock price had 

been inching up 
on news of major an- 
nouncements by the belea- 
guered company. On July 
26 it went up to Rs 50 
(climbing up from Rs 23 
last year). But just a day 
later it fell to Rs 46.65 when 
finally the news broke that 
BPL (the groups flagship 
company) will transfer its 
colour television business 
to a new company, a 50:50 joint venture 
(JV) with Sanyo of Japan. 

BPL did not disclose the terms and 
conditions of the deal, except for saying 
that the total investment in the JV will be 
Rs 500 crore and that the value of the 
CTV business which will be transferred 
to the JV is Rs 370 crore. The CTV busi- 
ness is BPLs crown jewel; in 2001-2002 
CTV sales contributed Rs 948 crore to 
BPL total turnover of Rs 1,227 crore. CTV 
was the group's cash cow. It is on the 
strength of the CTV business that BPL 
funded most of its other forays into 
other businesses: power, telecom and 
other durables such as refrigerators, 





BPUs Ajit Nambiar: Will the rest of his grou 
with the CTV business going to the Sanyo JV? 
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none of which were particularly suc- 
cessful. The question now is under 
which brand name will the CTVs be re- 
tailed? Although BPLs sales have eroded 
drastically in the last three years, its eq- 
uity in the CTV market remains strong. 
Even though the owners, the Nambiars, 
have been extremely possessive about 
the BPL brand, it will have to be seen 
how long Sanyo will let the continuation 
of the BPL brand. Then, with the prof- 
itable CTV business now being spun 
into a separate company with a foreign 
partner, itis not clear how the BPL group 
will support its other businesses. Lj 

MITU JAYASHANKAR 





WEATHER INSURANCE 


Against the gods 


ICICI-Lombard introduced the 

first weather insurance policy 
for the agriculture sector in the coun- 
try. It was meant to be a shield 
against deficient rainfall. The weather 
insurance product was launched 
across the country in a big way this 
year. They couldn't have picked a bet- 
ter year. The company has sold its 
first policy to Basix Group's non-bank- 
ing finance arm Bharatiya Samraddhi 
Finance (BSFL). ICICI Lombard will 
compensate BSFL for deviations in 
rainfall below the threshold level, 
which is fixed at a percentage of the 


T IMING is everything. Last year, 
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average rainfall in the area. Any claim 
will pay out at a per mm rate for rain- 
fall deviation below the threshold. 
Take for example orange cultivation in 
Rajasthan. Orange trees require an 
effective shower of at least 60 mm of 
rainfall on any three consecutive days 
to initiate flowering. The insurance 
cover is from June 15 to July 30. A dry 
spell of 10-15 days could lead to 
flower drop and consequent yield 
loss. So any deviation in rainfall in the 
15 day period will be compensated 
immediately so that farmers can take 
preventive measures. a 
SUPRIYA KURANE 


NAMAS BHOJANI 


OFFER OPENS JULY 29, 2004 
OFFER CLOSES AUGUST 5, 2004 


Public issue of 55,452,600 Equity Shares of Re. 1/- each 
for cash at a price of Rs.[ » ] per Equity Share aggregating Rs.[ * ] million. 
There will also be a Green Shoe Option of 8,317,880 Equity Shares of 
Re. 1/- each. The Offer and the Green Shoe Option aggregate Rs.[ « ] million, 


PRICE BAND: Rs.775 TO Rs.900 PER 
EQUITY SHARE OF FACE 


The Offer Price would be 775 times of the face 
value at the lower end of the Price Band and 
900 times at the higher end of the Price Band 


The issue is being made through the 100% Book Building Process 


Book Running Lead Managers to the Issue Registrar to the Issue. 


n p 4i 3 an S een Lynch Oypmorgan CKARVY 


JM Morgan Stanley Pvt. Ltd. DSP Merrill Lynch Ltd. LP Morgan india Pvt. Ltd. Karvy Computershare Pyt. Ltd. 
~~ Tel: 1600 22 0004 (Toll Free) Tel.: (91 22) 2262 1059 Tel.: (81 22) 2285 5666 Tel.: (91 40) 2331 2454 
—— Fax (91 22) 5630 1694 Fax: (91 22) 2262 1187 Fax: (91 22) 5639 3091 Fax: (81.50) 2331 1988 
Email: tesipo@immorganstaniey.com Email: tes. ipo@mi.com Email: tcs ipo@ipmorgan.com Email: icsipo@karw.com 


on rhe amena tan a HL DAP Ni Woe ATi YS AYIA ab ere IHR dne aT RIA ALMA a 


faves Mena. 


Bidders should note that on the basis of name of the Bidders, Depository Participant's name, Depository Partícipant-Identification 
number and Beneficiary Account Number provided by them in the Bid-cum-Application Form, the Registrar to the Offer will obtain 
from the Depository, demographic details of the Bidders such as address, bank account details for printing on refund orders and 
occupation and these details would be used for all correspondence with the Bidders including mailing of the Refund 
Orders/CAN/Allocation Advice and printing of Bank particulars on the refund order. Hence, Bidders should carefully fill in their 
Depository Account details in the Bid-curn-Application Form and update these details as provided to their Depository Participants, 


ne UNLOAD AMAA VARIA HA PERO vere ust ou NARA PALE ANSTEY hme Limp vec po RAN UP Sr Rt2 Debt Dei rr D SA DN ROBAR PAPIRU e e 


TATA CONSULTANCY SERVICES LTD. Registered Office: Bombay House, 24 Homi Mody Street, Fort, Mumbai 400 001, India. 
Tel.: (91 22) 5665 8282, Fax: (91 22) 5665 8080, Email: tes@tata.com, Website: www.tcs.com 
Corporate Office: 11th Floor, Air India Building, Nariman Point, Mumbai 400 021. india. 
Tel.: (91 22) 5668 9999, Fax; (91 22) 5668 9661, Email: investor.relations(Dtcs.com 


Eligible NRI Bidders applying on repatriation basis can obtain the Bid-cum-Application Form 
from the Corporate Office of the Company. 


FOR DETAILS & RISK FACTORS PLEASE REFER TO THE RED HERRING PROSPECTUS 
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Cellular firms 
get the EDGE 


TUCK in office, but dying to 
catch the end of the game? 
Thanks to EDGE, that 
shouldn't be a problem. Over the 
past week, IDEA Cellular, Hutchi- 
son and Bharti Cellular have 
launched EDGE (Enhanced Data 
rates for GSM Evolution) services. 
While Hutch has launched the ser- 
vices nationwide, IDEA has 
launched it in Delhi and Bharti in 
Chandigarh. IDEA will cover its 
seven other circles over the next 
few weeks. Bharti will deploy it in 
13 major cities in the first phase. 

With this, India has emerged 
as the fourth country in the Asia- 
Pacific region to offer EDGE ser- 
vices. The others are Dialog GSM 
(Sri Lanka), AIS (Thailand) and DiGi 
(Malaysia). 

EDGE will offer subscribers 
high download speed and is being 
deployed as an interim to 3G ser- 
vices. Data speeds are expected 
to be 200-392 kbps. That will be 
faster than CDMA-based services. 
The main targets are corporates 
(for work) and teenagers (for play). 

One thing that will drive EDGE 
is the launch of EDGE-enabled 
handsets: the Sony Ericsson Z500 
and the Nokia 3200 with prices 
starting from Rs 7,500. Operators, 
too, will charge for the services. W 
ANUP JAYARAM 











pany has been witnessing a sub- 
stantial level of churn. 

Last week, the company ap- 
pointed Raj Raman to oversee the 
"complete sales and marketing 
functions" Raman has about 18 
years behind him in fast-moving 
consumer goods, financial services 
and IT-enabled services industries 
and has joined as senior vice-presi- 
dent (sales and marketing). 

Till January 2004, when former 
managing director Shailendra 


ACTIVE MEDIA 


Sticky services 


T'S Orange Wednesdays 
in the UK. That's be- 
cause the 12 million Or- 
ange mobile subscribers 
there can watch a movie of 
their choice at a theatre they 
like on that day, that too at 
half the price. All he needs to 
do is text FILM to 241. In re- 
turn he gets a mobile coupon 
(m-coupon) that he has to 
show the clerk at the theatre. 

So the subscriber gets 
movie tickets cheap, the the- 
atre fills up, and the mobile 
operator gets some additional revenue. 
A win-win-win situation. That's what 
Active Media Technology has managed 
to create. Raj Singh, its executive direc- 
tor, is looking to do something along 
these lines in India too. He has been 
talking to mobile operators in India to 
launch m-coupons here. Says Singh: 
“Our solutions offer stickiness to the 
mobile network. In the process, the op- 
erator gets increased revenues." 

Mobile operators like Bharti, Hutch 
and IDEA are looking to enhance their 
ARPUs. That's simpler said than done 
when tariffs are the lowest in the world. 
Also the newer subscribers are coming 
in from lower income groups. During 
January-March 2004, the all-India 
ARPU has been Rs 431.99 ($9.59). That's 
where m-coupons can add value by of- 
fering more options. 

Mohit Bhatnagar, vice-president 


TRIBHUWAN SHARMA 


Fresh faces 











In and out of Pru India 
OUT 


S. Bhandari, CEO, to Centurion Bank 

Mihir Vora, fund manager, to ABN AMRO MF 
Dileep Madgavkar, chief investment officer, to 
Prudential Asia 
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(new product development & alliances), 
Bharti, says: "Such services create clear 
differentiation among the service firms. 
M-coupons are a good entry point for 
mobile transactions in future." Plus, it 
ensures that the pre-paid subscriber 
does not switch to the rival operator. 

In a way, this is the second step for- 
ward to a fully mobile commerce era. 
The first step was getting services send- 
ing an SMS. M-coupons biggest target 
will be food and entertainment — dis- 
counts at restaurants, etc. As Bhatnagar 
points out: “It all depends on the scala- 
bility ofthe solution." 

In the final stage of mobile com- 
merce, subscribers would be able to 
transact using just the mobile. But that 
willstilltakesometimetohappen. M 

ANUP JAYARAM 


More on value-added services: Page 50 





VER the last few months, the PRUDENTIAL ICICI MUTUAL FUND Bhandari quit, then deputy chief execu- 
management of Prudential 
ICICI Asset Management Com- 


tive officer Pankaj Razdan was in charge 
of strategic planning, sales, marketing 
and customer service. 

When Bhandari left, Razdan was 
elevated to managing director and 
the functions of sales and marketing 
continued to be under his control. 

From now on, those functions 
will be looked after by Raman. With 
so many recent changes (See 'In and 
out of Pru India) in the top line-up at 
Prudential ICICI AMC, it's probably 
time they had a new group photo- 
graph shot. n 

VIKAS DHOOT 





IBM (? server xSeries, powered by the Intel® Xeon" Processor. 
Scale up productivity. $ Scale down price. 








The IBM eServer xSeries, from the IBM Express server range, is the m blend of high performance and affordability. The x206 starts at As. 62,500* and comes 
with the intel’ Pentium’ 4 Processor 2.8 GHz quad pumped to 800 MHz, with 512 MB of memory, 36.4 GB SCSI hard drive and gigabit Ethernet capabilities. 
You also have a choice of seven drive bays and five expansion stots that lets you add more memory, graphics and ali the extra special devices you need. 





For prices starting at Rs.1,05,000* you can also buy x225 with Intel? Xeon™ Processor 2.8 GHz. 


The xSeries servers also have software called IBM Director that conducts predictive failure analysis. This software monitors the machine's internal temperature and 
the health of components such as memory and sounds an alert when a failure is about to occur. 


The xSeries offers great value for money. These machines increase productivity and let you rest easy in the knowledge that they come with the backing of IBM's 
service support and warranty. Power, performance and price. All together, absolutely priceless. 


E ieee! (X —Á 

















Special Offer! 
Make use of these m prices by ordering before August 15, 2004. 
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| (Dual Processor Capable} 

|o 533 MHz Front Side Bus 

| 512 MB DDR RAM (Two way Interleaved) | 
| e integrated Dual Channel Ultra 320 ASESI 
| Controller with RAID cap ability | 
| s Single 35.4 GB Ultra320 SCSI Hot swap — yd ret Ga 

| — HDD (10k rpm) —— | * Single: SCSI 

| (A true Uttra320 Solution | « Seven total drive | 

ce Estimated Street Price Rs:05,000*. * Five full ds 

VUE RC, | * fyer on “Site wa 

| Tes Additional 384 GB Ultra320 pack lor 2a 

| every xSeries 225 Bun lat ! Ea Est imate d Street Price: Rs. 62,500" 


2) server’ Call 1600-446767 or go io i 


Lis a registered trademark of International Business Machina oe ih et iS and/or other countries, Other comparry product or service names may 
de ogo, intel Centrino, Intel Centrino logo, Cetero, inte! Xeon, intel SpeedStep, tanium, Penti 1 Pentium ll Xeon are trademarks ort id 
t and prices sublect lo change without prior notice. * Sales tax and ot thes 1 levies extra, 
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PIDERMAN 2, | think, is too full 

of trauma. What kind of super- 
hero lives in a hovel, doesn't have the 
money for food and can't hang on to 
a job? When he was fighting Doc Ock 
my big worry was would the hungry 
Spidey have the strength? But then, 
Spidey is a superhero backed by the 
formidable marketing machinery of 
Columbia TriStar. He had to succeed. 
The sequel has already grossed 
about $600 million worldwide and 
will soon break Spiderman’s record 
of $825 million. In India it collected 
just under Rs 8 crore (about $2 mil- 
lion) on the first weekend, the high- 
est ever for a Hollywood film, gloats 
Vikramjit Roy, head of publicity and 
acquisitions, Columbia TriStar. At 
305 prints, Spiderman 2 is showing 
at more theatres than the average 
Hindi film. So it should comfortably 
gross the targeted Rs 35 crore. If it 
does, Spidey will be second only to 
Shahrukh Khan. His Main Hoon Na, 
the biggest domestic hit of 2004, 
grossed about Rs 50 crore. 


HIS is the season of magazines. 

Infomedia India, formerly Tata In- 
fomedia, will be launching a health- 
care monthly by the end of the year. 
Just like many of Infomedia's other ti- 
tles, this one too will be a business- 
to-business publication. Then there 
is the news that Delhi Press, the pub- 
lisher of Saras Salil and Woman's 





MEDIA ROOM 


a 


T 
} 


| 


——- 

—— 
—— 
B 


—— 
-— 


1i 


Im 
Ji 


Era, is going try its hand at a Tamil 
magazine. Both these come close on 
the heels of two launches. First, the 
July launch of 4th D Woman, a Rs 30 
monthly from the Delhi-based Rs 50- 
crore pharma company, Ozone 
Group. Then there is PVR Movies 
First from the Rs 63-crore PVR's. The 
free monthly glossy is being put to- 
gether by the India Today Group. 
How's that for a medium that, glob- 
ally, is shrinking every year? 


O what if TV channels are not 

censoring raunchy remix videos? 
Advertisers are. ICICI Bank, for exam- 
ple, has strict brand guidelines. One 
of them states that the bank will not 
sponsor horror shows, sexually ex- 
plicit shows, or an adult movie. Does 
that say something about self-regu- 
lation to all those guys airing the 
videos on prime time ? Do it guys be- 
fore the Ministry of Information and 
Broadcasting does it for you. 


OW consultants in media audit? 

That is what we heard a major 
media buyer cribbing about. In a 
meeting where he was discussing 
buys for a client, a gentleman from 
Emst & Young kept questioning the 
decisions. Finally, he recommended 
what every media audit firm in India 
does: the lowest-cost option. Ei 

VANITA KOHLI-KHANDEKAR 
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KELKAR REPORT 


Good job, but now 
for the tough part 


HERE are few who will argue with 
T the main recommendations of 
the Kelkar taskforce report on 
implementation of the Fiscal Responsi- 
bility and Budget Management Act, 
2003. It has suggested lower tax rates in 
general — whether it is Cenvat, VAT, cor- 
porate tax or income tax. It has also sug- 
gested allowing states to tax all services 
and move to an integrated goods and 
services tax while doing away with other 
taxes like octroi and sales tax. Pre- 
dictably, the noise following the release 
ofthe report has been largely positive. 
But can the report be implemented? 
Senior ministry officials acknowledge 
that interest groups lobbied to stall the 
implementation of the earlier Kelkar re- 
port on direct and indirect taxes. Sys- 
tems that minimise discretion will 
generally lower co- 
rruption avenues. 
This is particularly 
true for the states 
where levy of oc- 
troi, stamp duties, 
entry tax, etc. are 





big opportunities E 
for the taxadmin- ¢ 
istrators to make % 
money. & 
Even  corpo- 


rates while welcoming the report may 
not actually lobby for its implementa- 
tion. ^With the present exemptions and 
incentives, very few corporates pay the 
actual applicable tax rate. So, who wants 
this system to go and a new transparent 
system to replace it?" points out a min- 
istry source. The effective tax rate of a 
sample of 2,585 companies in 2000-01 
was 21.9 per cent as against a statutory 
rate of 39.55 per cent. In 2002-03, a sam- 
ple size of 1,334 companies showed an 
effective tax rate of 24.57 per cent. 
Clearly, companies can greatly lower 
their tax burden by avoiding the law and 
exploiting the loopholes in it. 

While everyone seems thrilled with 
Mr Kelkar' effort, the success of the re- 
port can only be judged when its imple- 
mentation is "permitted". if 

ANJULI BHARGAVA 


Connection restored ! 
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After a gap of ten years, it is wonderful to be back ! 
Introducing non-stop flights from Delhi to Milan, six days a week, effective 11" July 2004. 


For more information contact Alitalia or your preferred TAAI / TAFI travel agent. 


www.alitaliaindia.com 
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HE Citizens Action group 

(CAG) is Mumbai's somewhat 

half-hearted answer to Banga- 

lore Action Task Force (BATF), 
the hugely popular public-private part- 
nership project that was to transform 
Bangalore into a world-class city. The 
CAG has been set up to drive the ‘Vision 
Mumbai 2013' project that conjures a 
similar dream for India's moribund fi- 
nancial capital. Headed by Maharash- 
tra's chief minister Sushil Kumar Shinde, 
CAG comprises 30 high-profile Mumbai 
citizens who would come up with rec- 
ommendations for developing the city, 
monitor the progress of projects, and 
help get private investment to fund the 
project. 

It has barely been a month since 
BATF went into a limbo, facing political 
neglect. Then, how does the Mumbai 
project ensure continuity if a new CM 
comes on board? "By forming a depart- 
ment in the government and putting a 
secretary responsible for it, the govern- 
ment appears to be committed to sav- 
ing the city," says Sanjay Ubale, secre- 


SANJIT KUNDU 


MUMBAI 





tary special projects, the government of 
Maharashtra. This means that no mat- 
ter who becomes the new CM, the pro- 
ject will go on. 

The first report on the project was 
prepared last year. On the basis of the re- 
port the state government put in place a 


taskforce, divided into six sub-groups, 
to comeup with a blueprint for develop- 
ment and also appointed a specialsec- 
retary to oversee the project. By Febru- 
ary 2004, the task force came up with its 
recommendations, some of which have 
already been implemented. 

CAG's first meeting on 23 July 
brought out mixed reactions from 
members. “I have been on 20 such com- 
mittees over the last 20 years and noth- 
ing has come out of them," said ad man 
Alyque Padamsee, a member of the 
CAG. "Maybe the 21st will be different," 
assured an enthusiastic Anand Mahin- 
dra, another CAG constituent. The CAG 
plans to meet every three months to re- 
view the progress of projects. 

Despite the optimism, the spectre of 
political indifference looms large over 
Mumbai' ambitious bid to swank itself. 
Consider the CM's parting shot at the 
CAG meeting: “The plane is on the run- 
way, and I can see that it is going to take 
off soon, but don't ask me who the pilot 
is." Not very reassuring for a start, is it? lii 

SUPRIYA KURANE 
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FPM, the Doctoral Programme 


of IIMA provides necessary skills to identify and 
research complex issues in the field of management. 
Institute provides an excellent environment for carrying out advanced 
research, and aims to develop highly committed researchers trained in the 
/ most recent methodology, and producing original research work. FPM is recognized 


/ as equivalent to PhD by Government of India. 
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- Agriculture, Business Policy, Economics, Finance and 
Information Systems, 
| Organizational Behaviour, Personnel and Industrial 

Relations, Production and Quantitative Methods, 


| Accounting, 


Public Systems 


and preparation for 


interview with the faculty. 


CS, with 


disciplines can also apply. 





The Programme aims to admit individuals, in the above areas 
of specialization, with exceptional academic background, 
strong motivation and discipline, and a potential to become 
excellent researchers at international level. Applicants are 
evaluated on their past academic achievements, motivation 
the programme, 
recommendation, scores on standard tests, and a personal 


ELIGIBILITY : Master's degree in any discipline, CA, ICWA, 
a minimum of 55 percent marks, or Bachelor of 
Engineering with a minimum of 60 percent marks. Those 
appearing for their final examinations in the respective 


Doctoral Programme of 
Indian Institute of Management Ahmedabad 


FELLOW PROGRAMME in MANAGEMENT (FPM) 


The 









FELLOWSHIPS : The fellowship covers all academic expenses 
(consisting of tuition, computer, library, medical insurance, 
placement and alumni fees) and living expenses, including 
boarding and lodging. In addition, students will be entitled to 
out-of-pocket allowance ranging between Rs. 72,000 p.a. to 
Rs. 84,000 p.a. A contingency grant is also provided annually. 


HOW TO APPLY : Interested candidates are required to take 
the Common Admission Test (CAT) for IIMs, or through GMAT/ 
GRE/GATE/UGC JRF (research) for some of the specific 
categories. Consult the brochure & website for details of 
eligibility. (For CAT details, refer to advertisement that has 
appeared in leading dailies around 18th July, 2004). Application 
forms for FPM can be asked for by post (FPM Office, IIM, 
Vastrapur, Ahmedabad - 380 015, Phone 079-26324635) or 
downloaded from the institute's website. Last date of 
submission of completed forms is November 15, 2004. 
















Marketing, 


letters of 


For complete details, log on to: 
www.iimahd.ernet.in/programmes/dfpm.htm 
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Do you know? 


=> Business Infrastructure related expense is 
the second largest only to the expense on workforce! 
=» Business Infrastructure constitutes 35% - 50% of a 


company's balance sheet! 
=> 30% - 45% of Business Infrastructure is altered every year! 


a-mantra can help you by 


=> Rationalizing Operational expenses... 
a-mant ra => Reducing costs of Procurement and Maintenance... 
Inge => Improving the Organizational Efficiency... 


EENE PANAPO A AAA Dtm pl ce enun n: 


Complete Infrastructure Control 
vww.a-mantra.com Interested? Read on... 





a-mantra helps organizations face the 
challenge of keeping pace with ever- 
expanding business demands on one 
hand and the need to optimize valuable 
resources like People, Processes and 
Facilities & Assets on the other. 


a-mantra provides a complete view of 
an enterprise-wide infrastructure and 
facilities in the form of comprehensive 
and flexible MIS with thematic layouts. 
a-mantra integrates data from different 
sources like ERP or other in-house 
applications and generates a wide- 
range of customized and real-time 
reports. 


Some of the key benefits of using 
a-mantra are: 


> Improvement in Work .. 


Efficiency and Productivity 


t 
Short Solution payback p 
Decrease in asset and 
Saving of around 10-1 

je sf nef — 
Enhancement 
satisfaction 
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MODULES OF a-mantra 
SPACE MANAGEMENT 


This module can be used to determine 
the efficiency of space utilization, devise 
intelligent occupancy plans, calculate 
space costs and charge backs, etc. 

The modulefacilitates Visual 
Representation, Thematic Colouring 
and Visual layoutof Space & Facilities 
Data, Space Utilization & Furniture and 
Assets. 


ASSET MANAGEMENT 
Assetsowned or leased by the 
organization can be tracked and 
managed during their life-cycle 
within the 

organization. 

The visual interface allows the end users 
to see the actual location of their assets 





Reduction in Operational Cost Ps 2 


owned, leased or rented by the 
organization. The information of any 
asset can easily be made available by 
clicking on the specific asset icon. 
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-hours STRATEGIC REPORTING 
~ As the success of any information 


system lies in its capability to generate 
reports. a-mantra has a comprehensive 
MIS and reporting engine. 
Pre-formatted reports are generated 
with just a few clicks of the mouse. 
Further, data can be displayed and 
exported in graphical formats for better 
understanding of utilization trends by 
the management. 


MAINTENANCE MANAGEMENT 

Regular maintenance of assets and 

equipment is essential for their trouble- 

free operation. a-mantra helps 

organizations by 

* Managing the Annual Maintenance 
Contracts. 

€ Scheduling and monitoring 
Preventive Maintenance. 

* Monitoring Energy utilization. 

* Time & Cost Budgeting for 
Maintenance 

* Managing the schedule and payment 
of the projects 


BUSINESS CONTINUITY 
PLANNING 

Requirement of space increases with 
business expansion and so accurate 
knowledge of existing space is a very 
important tool.  a-mantra being 
web-based eliminates the danger 
existing dueto collapse of a LAN/WAN 
or the server. Thus one can easily 
recover critical assets and emergency 
equipment in the case of any disaster. 


EMPLOYEE SERVICE PORTAL 
Organizations like to give their 
employees the best of services so that 
they can perform their duties with 
minimal fatigue and tension. Large 
organizations have problems with 
allocation of common utilities like 
Conference Rooms, Training Rooms, 
Guest Houses or Holiday Homes. This 
whole process is made transparent and 
easy to perform by implementing this 
module. 





TESTIMONIALS 

“We have evaluated several Custom- 
Off-The-Shelf Products, SatNav's 
approach of an application based on 
our Work Processes suits our 
purpose. They have very good 
understanding on Assets and 
Facilities Management work 

rocesses." 
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Complete Infrastructure Contr 





SEAT OPTIMIZATION 

Seat Optimization Module helps in 
significant improvement of 
productivity. It serves as a web-based 
real time information portal for all stake 
holders in the enterprise (Business 
Managers, Center Managers, Agents / 
Workforce and IT infrastructure staff). It 
takes inputs from various solutions like 
Workforce Management solutions, IT 
Asset Mapping solutions, etc. And then 
taking the organization's seat allocation 
parameters and constraints gives the 
best seats for a given process for a given 
time slot by running an internal 


algorithm. 


TRANSPORT LOGISTICS 
This module aims at optimizing the 
organizations transport logist 
facility. The module can be cu: 
to meet the specification 
employee should travel mo: 
of the actual distance, etc. 
Other features of the module are 
6 Log sheets Generation 
® Vendor Management Billing 
8 MIS-Generation of Reports of the cab 
utilization 
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ROI OF a-mantra 

i-mantra automates manual tasks such 
is departmental area calculations, 
senerating space charge-back reports, 
'rducing color-coded departmental 
'ccupancy drawings, or producing 
-AD drawings annotated with 
mployee names etc. Savings of 20-40 
taff hours per month per million square 





feet could mean a saving of around 
$48k per year for a 2 mil sq ft facility 


EFFICIENCY ENHANCEMENT 
a-mantra provides better information 
for making facility management 
decisions thus making it easier to 
identify under-utilized or vacant space, 
thus resulting in improved space 
efficiency. A minimum of 2-5% 
improvement in space efficiency is seen 
after introducing a-mantra which could 
translate to around $2 mil savings per 
year 


IMPROVEMENTS IN 
ORGANIZATIONAL EFFICIENCY 
a-mantra supports better design of 
space and improved allocation of space. 
I ates into improved efficiency 
ition. These benefits are 
antify, but result 
lal cost savings. 
uld reduce average trip 
l minutes per day per 
ployee, the savings to an 
ganization with 10,000 employees are 
more than $5 mil per year 
If better forecasting and planning can 
reduce the number of moves per year 
and reduce the churn rate by 10%, 
significant down-time costs can be 
avoided. 
Finally, improved space functionality 
(better matching job functions to offices 
provided) that result in a 1% 
productivity gain will save another 
$5 mil per year 


ADVANTAGES: 

" Highly customizable, open and 
flexible implementation 

9 Makes Space Planning, Design and 
Delivery Processes more efficient 

E Facilitates quick re-assignment of 
office spaces and workstations 

E Reduces unnecessary asset 
expenditures and write-offs 


B Automates mail triggers for tracking 
of AMC, PM Schedules and lease 
agreements 




















@Facilitates Globalization of 
information due to a web-enabled 
front-end 

B Gives access to accurate, consistent 
and timely data 

W Provides Fully Automated Work 
Flow Management 

@ Assists in Management of large 
Facilities by a small team 

B Supports Strategic Analysis and 
Planning 

8 Allows Easy Report Generation 





a-mantra bagged the 


Computer Society of India 
National IT Awards 2002 


TESTIMONIALS 
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^ enhancement in Resource 


Utilization in the first year of 
a-mantra implementation - 
Solution payback period less than a 
year 

12,000 Person Hours saved 

Marked increase in employee 
satisfaction level 












a-mantra 


Complete Infrastructure Control 


Business 
Infrastructure Management System 





| Marketing and Distribution Partner: 3D N seins a TENES of Planet One is our Premier Marketing 
and Distribution Partner, 3D Networks addresses the increasing needs of Businesses for a single source 


delivery of end-to-end solutions, by forging strong partnerships with technology leaders and by combining | 
the expertise and unparalleled coverage of its technology-related companies throughout Asia Pacific. | 








| Technology Partner : Autodesk. SatNav, is a partner of Autodesk, Inc. By partnering with Autodesk, SatNav | 
can extend and enhance the world's leading design tools and technologies from Autodesk. | 


Technology Partner : Teleopti. Teleopti, a prominent Technology Partner of SatNav, is one of the world's 
leading provider of solutions for strategic workforce management in contact centres. 


Implementation Partner : Satyam Computer Services Ltd, (NYSE: SAY”, is a leading global pauline and 


IT services company that offers a wide array of solutions for a range of key vertical and horizontals. Witha | 
strength of 12000 associates in 45 countries, it is one of the top 5 IT companies inIndia. .- 


Do you want to see 
your savings sod 


st saving So f tware. 





CONTACT US: 

Customer Enquiry : sales @satnavtech.com 
Partnerships & Alliances : partners €satnavtech.com 
or Call : Selva : (91) 9849640775 

Pallavi: E 9849454559 





SatNav HEINR Pvt. Ltd., 
2nd Floor, Lake Shore Towers, Rajbhavan Road, Somajiguda, Hyderabad - 82. Andhra Pradesh, India. 
Phone No. (91)-40-55777333, Fax No. (91)-40-55687333. 
Visit us at; www.a-mantra.com 





The author is consultant 
editor of The Telegraph. 


Manu- 
facturing 
has been 
the 
leading 
sector in 
virtually 
every rich 
country in 
the world 
except, 
perhaps, 
Australia 
and New 
Zealand 


aby ashok v. desai 








Why worry about 
manufacturing? 





HE UPAs Common Minimum Pro- 
gramme talks about setting up a 
National Manufacturing Competi- 
tiveness Council. For a committed 
liberal, manufacturing is nothing 
to worry about. Ifan industry is uncompetitive , 
it will die, and so it should. As long as the econ- 
omy is growing satisfactorily, it does not matter 
if one sector is thriving or dying. I am not 


enough ofa liberal to believe this. If all markets | 
| were perfectly competitive and there were no 


state intervention, I would not worry about a 


| particular industry. But they are not and there is. 


It is perfectly valid to ask whether Indian 
manufacturing is doing as well as it can. Going 


tralia and New Zealand. This is true of old 
advanced economies (the US, Britain, Ger- 


| many, France), ofnew ones (Japan, Spain, Italy) 
and newly industrialising economies (Korea, 


| Taiwan, Thailand, Malaysia and China). The 











| shareofmanufacturingin India's GDP got stuck 


long ago at about 20 per cent. It has generated 
little employment, and India's share in world 
manufacturing trade is negligible. India is com- 
paratively a failure as a manufacturing nation. 
Unfortunately, the idea of a national manu- 


facturing council conjures up Congress-cre- 


ated official bodies of the 1960s. It would be 
manned by the party's favourite worthies, it 
would get prize property in Delhi and it would 
live forever with nothing to show but pro- 
foundly uninspired reports — rather like the 
Planning Commission. 


What India’s lack of manufacturing prowess | 


calls for is not another paunchy commission, 
but an intelligent research effort. Why can India 
manufacture competitive software but not 
hardware? Why can it boast of being a home for 


| greatresearch and development, and be so bad 


at applying its results to producing something? 
Why has Indian manufacturing remained so 
puny despite trade and investment liberalisa- 
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. byinternational comparisons, it is not. Manu- | 
. facturing has been the leading sector in virtu- 
. ally every rich country except, perhaps, Aus- 











tion? Why cannot India look China in the face 
as a manufacturing nation? These questions 
call for the application of good minds — the 
best we can find. What is needed is an enquiry 
commission of professionals: economists, 
engineers, chemists and biologists. 

Chambers of commerce and industrial as- 
sociations should be enlisted; they would be 
closerto the problems of manufacturing indus- 
tries. But they are intended and used for lobby- 
ing, and their views are an average of their 
members. So the views ofindividual industrial- 


| ists and firms should be equally sought. But it 


would be as much an error to fill the commis- 
sion with representatives of industry as with 
friends ofthe government. 

Theanswers are likely to lie as much outside 
as inside manufacturing — for instance, in the 
financial system. Too much of industrial fi- 
nance flows through banks and is fixed-inter- 
est; too little flows through the stockmarket or 
venture funds and is risk capital. Too much 
goes to a handful of large companies, and too 
little to small and new businesses. 

The last government did try to repair defi- 
ciencies, especially of roads and ports. But one 
needs to think in terms of supply chains from 
the manufacturer to the customer, and not of 
just one link, such as roads. Also, because most 
of industry has got around the dysfunctional 


- utilities by generating its own electricity, we do 


not realise what a handicap state electricity 
boards are. Broad-front industrialisation is not 
possible without electricity available to any 
enterprise located anywhere, and it cannot be 
so available as long as it is subsidised. Subsidies 
imply rationing. 

No industry can become internationally 
competitive if it receives heavy protection. De- 
spite the marathon measures of Manmohan 
Singh and Chidambaram as finance ministers, 
Indian production remains far too protected. 

These are obvious immediate and elemen- 
tary answers. Better ones can be discovered if 
intelligence goes into the search. " 
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T Tata-Daewoos factory in Gunsan, an industrial 
port 290 km south of Seoul, you soon get accus- 
tomed to the constant roar of giant, 400-hp trucks 
that are being put through their paces at the test 
tracks. A few hundred yards away from the tracks is 
a functional, glass-and-steel building called the 
Daewoo Technical Centre. On most days, the engi- 
neers and the handful of administrative staff who work in the 
building quietly do their work during the normal office hours, 
and vacate the building by around 5.30 p.m. 

On 5 July too, very few of them were working late. And 
that's why they didn't get to hear the din from the executive of- 
fices that drowned out even the noise of the trucks on the test 
track. Raised voices in both Korean and English could be over- 
heard from behind the closed doors of vice-president Chan- 
draVir Singh's office. Singh is the man in charge of making sure 
that the Daewoo business integrates smoothly with Tata Mo- 
tors. Also seated in his room are Kwan-Kju Kim, Ki-Hee Won 
and S.U.K. Menon. Kim is the managing director of Daewoos 
product division, while Won is also designated as managing 
director, with the responsibility of administration. Menon is 
Singh's peer and handles finance and business planning. 

The room was thick with tension. The meeting had 
dragged on for over 45 minutes. The conversation was occa- 
sionally interrupted by an angry yet firm voice crackling over a 
speakerphone. The caller was Ravi Kant, executive director, 
Tata Motors, sitting in his first-floor corner room office in 
Bombay House, the headquarters of the Tata Group. 

The meeting had been called to draw up the game plan for 
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TATA-DAEWOO 


Tata Motors’ 
acquisition of the 
Daewoo plant in 
Korea is more than 
just a deal. Itis a 
stepping stone to 
global markets. Here's 
how Indias biggest 
automotive player 

Is going places. 


the final round of labour negotiations scheduled for the next 
afternoon. Korean labour organisations were known to be 
extremely tough. In the past, they had stopped at nothing — 
workers had even tried immolation — to get better deals. 

The negotiations didn't seem to be going the way Kant had 
wanted. Kant felt Singh and the rest of the team, including 
president Kwang-Ok Chae (who was away), were giving away 
far more than what Hyundai, Daewoos5 biggest competitor, 
had promised its union just the day before. He didn't want the 
new Indian owners to appear weak before the Korean labour 
unions. But at the same time, he didn't want the negotiations 
to be aborted as that could lead to a strike and a factory clo- 
sure. He wanted answers quickly. But every time he asked a 
question, Kim and Wong would first discuss it among them- 
selves in Korean, before answering in halting English. It began 
to test Kant's patience. Sitting miles away, how could he en- 
sure the Koreans weren't being too soft on their unions? 

Four months after the Pimpri-based, Rs 15,483-crore Tata 
Motors snapped up the South Korean, $231 million Daewoo 
Commercial Vehicle Company (now Tata-Daewoo Commer- 


A down-to-earth chairman: Ratan Tata 

arrives at the Gunsan plant in a private taxi 
Tata breaks the Korean culture barrier: 

Chatting with managers in the factory; 
Lunch at the workers' canteen; 
Inspecting Tata Motors' first global acquisition. 
The Integration team: (L to R) Kwan-Kju Kim, Ki-Hee 
Won, C.V. Singh and S.U.K. Menon 
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cial Vehicle Company) for a little over $100 million, the action 
is heating up. India's biggest automaker is squaring up to the 
challenges of managing its first major overseas acquisition. 
Sure, this isn't the biggest overseas deal that India Inc. has 
struck. At nearly $502 million, the Tata Group's buyout of Tet- 





Also, the Tata range of 1-tonne pickups could find a new 
market in Korea and the rest of the region. Daewoo isn't pre- 
sent in that segment yet. (One-tonne pickups form the biggest 


| segment of the market in that country.) 


ley in the UK was five times bigger. The Daewoo deal is also | 


smaller than Reliances $207-million buyout of FLAG Telecom. 
But for Tata Motors the deal has huge implications. Till it 
acquired the Korean firm, Tata Motors' commercial vehicles 


(CV) business was squarely focused on the domestic market; | 


global sales were just 5 per cent of total sales. It had plans to ex- 
pand the global business to 20 per cent by 2005-06, well before 
the Daewoo deal was on the radar, but nothing much had 
come out of it. (See 'Telcos Big Bet, BW, 7 July 2003.) 

Among other things, the Tatas had planned an ambitious 
entry into China, the world's fastest growing CV market. For 





The M&A Team 


Praveen Kadle (R) took the proposal to bid for the Daewoo plant 
to Ravi Kant (seated). Finally, M&A team head R.S. Thakur and 
his team did the due diligence that led to the final bid 


over a year, Tata Motors had tried hard to break into that coun- 
try through possible joint ventures and technology transfers. 
But none of these options succeeded — Tata just did not have 
relevant products in the fastest-growing segments of the mar- 
ket. With their expressway system in plan, the Chinese were 


no longer interested in low-powered trucks that made up the | 


Tata Motors range; they wanted more sophisticated trucks. 
That's exactly what Daewoo brings to the table. Daewoo 
makes heavy trucks with payloads of 8 tonnes and above. 


| 


These are tough machines for developed countries with good | 


road infrastructure. These machines, powered by engines of 
350 and more horsepower, run at 140 kmph even with loads of 
12 tonnes. With the Daewoo trucks, Tata can now enter not 
only China and Korea, but also markets like Italy and Spain. 

So, instead of being seen as a niche player making small 
trucks, the Tatas can now enter all the big, sophisticated mar- 
kets with a full product range. 





In fact, the acquisition has significance for the whole of 
Indian manufacturing. This is the first real test of whether 
India can graduate from making low-cost, low-technology 
products for developing markets to making products for de- 
veloped markets as well. As Chairman Ratan Tata says in an in- 
terview with BW (See ‘Tata Motors Has A Way To Go...’), Tata 
Motors has a distinct home market disadvantage. The Indian 
trucking market is years behind Europe, the US and even Ko- 
rea. So how does a predominantly Indian manufacturer leap- 
frog to the next level and catch up with its global peers? 

At the same time, the Daewoo acquisition will also show 
whether Indian manufacturers can make the transition to a 
truly international mindset. Most firms still prefer 
to 'export and sell' instead of thinking about local 
manufacture-assembly-and-selling. There are 
some like Sundram Fasteners who have set up a 
new plant in China. And Bharat Forge acquired a 
German forgings plant earlier this year. But both 
these players primarily make components abroad. 
Not many have taken on the challenge of making 
and selling products under their own brand name 
in a foreign market to local consumers — as Tata 
plans to do in Korea within the next six months. 

Then there are other lessons to be learnt. Deli- 
cate labour negotiations and the issue of trust they 
raise are just a few of them. Tata Motors can learn a 
lot from Daewoo, especially about how to crank up 
its product development and design skills. Also, 
there is a big gap between the productivity levels of 
Korean and Indian workers. About 600 workers in 
Korea make trucks that are stronger than what 1,000 
workers in Jamshedpur make. Will Tata Motors have 
the humility to learn from a company it bought? 

But ifit does play its cards right, this deal can cat- 
apult the Tatas’ CV business into the global league. 
R. Seshasayee, MD of Ashok Leyland, India's sec- 
ond-largest commercial vehicles manufacturer, 
says: "Most certainly, there is a demonstration ef- 
fect. Every visible success — and failure —will be seen as rep- 
resentative of the industry/country concerned." 

Already, the deal has put Tata Motors on the international 
map for auto M&A deals. A few days ago, a representative from 
an East European government called the company out of the 
blue, asking whether it would be interested in buying a stake 
in an auto company in that country. Says Tata Motors execu- 
tive director Praveen Kadle: "It has opened a few doors that 
didn't exist even a few months ago." 


SANJIT KUNDU 


OR all the strategic importance Tata Motors is assigning to 

the acquisition, the deal itself happened rather acciden- 
tally. In April 2003, Kadle had finalised a plan for growing Tata 
Motors' CV business inorganically and had asked merchant 
bankers to locate possible buyouts. In July 2003, even as the 
newly formed M&A team headed by general manager (corpo- 
rate finance) R.S. Thakur was scouting for deals, KPMG's In- 
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“TATA MOTORS HAS A WAY TO GO (TO GLOBALISE)" 


CHAIRMAN RATAN TATA SPEAKS... 


E On what the Daewoo deal means for the company. 
lil Although we broke a lot of new ground in exports in 
the years gone by, they were really in soft currency 
areas. It is only in recent times that we have tried to get 
a foothold in the developed world and compete agai- 
nst advanced products in Europe and Asia. In many 
ways, it is now that Tata Motors will have to position 
itself against the majors in the automotive world. [It] 
will have to gear up to compete and it has a way to go. 





dian office, acting at the behest of its Korean counterpart (the 
official advisers to the deal), sent the company a proposal ask- 
ing if it was interested in bidding for Daewoo Commercial Ve- 
hicle. A court receiver appointed to liquidate Daewoo’ assets 
after its collapse in 2001 was selling the firm. 

Kadle asked Kant if he was interested. The fact sheet on the 
company provided by KPMG was skimpy. More details would 
be available for Rs 96,000 ($2,000). After a brief discussion, 
Kant decided to find out more about the offer. At that time, 
they had no inkling they would put in a bid. They bought the 
documents out of curiosity and to conduct a small exercise for 
the fledgling M&A department. 

What they saw in the offer documents excited them. Dae- 
woos manufacturing plant was operating at only a quarter of 
its capacity, yet it commanded a 22 per cent marketshare in 
the 8-tonne-plus segment. Being under court receivership, no 
investments had flowed into the company, making the exist- 
ing models a bit dated. But it clearly had the technology 
prowess to bring out newer versions. Further, Daewoo had no 
products in the biggest CV segment in Korea. Sure, they were 
warned against the militant labour unions in Korea, but it 
looked like a great opportunity. Eventually, Tata Motors de- 
cided to make a non-binding bid. 

All this action took place within a week as per the strict 
deadlines set by the Korean court. 

In the initial round, there were 15 other companies who 
had made non-binding bids. A couple of weeks later, Tata Mo- 
tors was among the 10 bidders shortlisted to go on to the next 
round. That's when the team at Tata Motors got real serious. 
The deal was discussed in the next board meeting. Thakur 
would lead a team of 20 people to Gunsan to begin due dili- 
gence, before the Tatas put in their final, binding bid. In Korea, 
Deloitte Touche was hired as accountants and Kim, Chang 
and Lee as the lawyers for the acquisition. 

On 27 August 2003, Kant landed at the Gunsan factory just 
before the due diligence exercise to receive instructions from 
the Korean company officials. While he was sitting in the VIP 
visitors’ room, Kant chatted with a young manager, Charles 














E On the competitive advantages of Tata Motors. 
E It has many competitive advantages and some 
disadvantages. The advantage is, of course, the cost 
base and the engineering base. Its disadvantages are 
that its own home market does not demand the kind 
of products it wants to sell elsewhere. So it... [does] not 
have the scale to produce them competitively. 

With the acquisition of Daewoo, we have accelera- 
ted our ability to have products that India does not 
have or does not need. We will address sophisticated 
markets in South Africa, Asia, China and some coun- 
tries in Europe with the Daewoo product. We will use 
Daewoo products to engineer new products in India. 
















E On integrating the two companies. 
B It is a delicate exercise. Neither side must feel that it 
is superior to the other. In terms of work ethics, in 
terms of good practices, quality and productivity, we 
have a lot to learn from them. I didn't know [that pres- 
ident Kwang-Ok Chae used to head Daewoo'h car 
business in China]. What we should [then] do is avail 
of that experience and integrate it into our operation. 
We would need to set up an integration group bet- 
ween the two companies which Mr Chae and Ravi 
Kant... should be on. After this meeting, I'll set that up. 


















E On getting into China 







4 lll We are already in China. We have Choi. Choi, who was conversant in English, was there as an in- 
signed an MoU with China terpreter. He told Kant Daewoo would prefer to partner with a 
Brilliance for the Indica. We are European company that could bring in high technology. 






This showed up in the hospitality too. When the bidding 
teams arrived for due diligence some weeks later, the Euro- 
peans were put up at Gunsans best hotel, Summit, whereas 
Tata Motors was booked into the somewhat rundown Gunsan 
Tourist Hotel. Kant says: "To me, this was the turning point in 
the deal. I realised it was not about bidding high. Clinching the 


talking to another company 
about commercial vehicles. 

We wontt go in for a 
technical tie-up. There will 
be a partner in China who 
. will assemble the pro- 









ducts. What is in China deal was about winning the confidence of the Koreans.” 
may not be the same as Once he got out ofthe VIP room, Kant immediately issued 
itis in Korea or in instructions to Thakur to change tack. He no longer wanted 
















India. It would be for 
to P the Chinese market 
PEN V and the foundation of 


: i EP that would be ours. W 
PA 
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Thakur to stress on the financial capability of Tata Motors. In- 
stead, he wanted him to make presentations on Táta Motors 
being the sixth-largest commercial vehicle company in the 
world, its strong labour relations, and the fact that unlike Dae- 
woo, the company was not a mere assembler of trucks. 
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For the full text of the interview, log on to www. businessworldindia.com 
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There was tough competition for Tata Motors. The quali- 
fied bidders included financial investors like Carlyle Invest- 
ment Corporation, which was advised by George Bush Sr; a lo- 
cal auto component company named Tongil Corporation; 
and Voith, a European transmission company. There was also 
an unnamed European CV manufacturer. Each one did its 
due diligence from the exclusive data room assigned to it. 
Tata Motors did more than that. During the two weeks they 
were there, Kant and Thakur informally disseminated infor- 
mation to local authorities and trade associations. They made 
presentations specially prepared in Korean to the local gover- 
nor and mayor, and organised banquets for the bureaucracy. 
Gunsan's mayor, Kang Keun Ho, told BW he had changed his 
perceptions about the Indian auto industry. He says: "Though 
Korean companies exported to India, we had no idea that In- 
dia had big auto companies. It was a revelation to us and now 
we are proud to have them here." Adds Kant: "Eventually, I will 
believe that it is this soft-selling that clinched the deal for us." 

After the due diligence, the Tata Motors board members 
again deliberated on the issue. Kadle and Thakur considered 
the future business, volumes and expected cash flows to arrive 
at an appropriate bid. By this time, Ratan Tatas interest in the 
deal was building up. He wanted to see the plant. But Kant in- 
sisted he should go to Gunsan only once the transaction was 
complete. And at one stage, when Kant felt they could lose the 
deal, Ratan Tata was quite concerned. 

The board gave the green signal to Thakur, the head of the 

M&A team, and told him the range he could bid within. 
Thakur did the mathematics, chose a figure on the lower side 
of the range, and made his binding bid. Says Thakur: "It was 
love at first sight when we saw the plant. But we consciously 
tried to suppress our excitement." 
On 22 October, KPMG's director George Traub told Kadle 
and Kant over a conference call that Tata 
Motors was the preferred bidder. When 
Tata heard the news, he personally con- 
gratulated each senior member who had 
worked on the deal. Thakur again left with 
ateam to do the final due diligence, as the 
earlier analysis had been restricted to the 
data room. Now, he would have access to 
all the books of the company. This final 
due diligence was important, as the rules 
allowed for a 5 per cent reduction in the 
bid price if the bidders found any sub- 
stantial anomalies in the books. Which 
the Tatas did. The team found sales for June 2003 was cor- 
rected after the first due diligence and stood lower in the Octo- 
ber 2003 accounts. The Tatas got a full 5 per cent reduction. All 
this took a few weeks. 

The court then put the final bid to the Daewoo creditors 


SANJIT KUNDU 


Ratan Tata wanted the deal completed before Tata Motors 
closed its books for 2003-04, and so the final handover of share 
certificates was advanced to 29 March. 

That was when Ratan Tata first visited Gunsan. A few days 
earlier, executives from Vaishnavi Communications, the Tatas’ 








who owned the company. Getting their approvals and sorting | 
out Daewoo brand issues (which was owned by 12 firms in- | 
cluding Daewoo Commercial Vehicle) took two months more. | 








A REVOLUTION ON INDIAN 


RAVELLING down a Korean expressway at 120 kmph 
T in the SsangYong luxury model — Chairman — the last 

thing you expect is to be overtaken by another vehicle. 
Unless it were a Mercedes. After all, the Germans helped 
the Korean automaker design the sedan. But a fully-loaded 
truck? During the hour-long drive from Gunsan to Jeol- 
labuk-Do, each time one of these 16-tonne beasts thun- 
ders past, you can only rub your eyes in disbelief. 

In India, it is popular belief that cars travel faster, more 
comfortably and more safely than trucks. But in the devel- 
oped world, that's no longer true. 

In Europe, for instance, trucks come with air suspen- 
sion under their drivers' cabins to ensure that the ride is 
smoother than that of even the latest Mercedes car. 
Sophisticated electronics control the braking system and 
the engine, which, in turn, stop these monsters from caus- 
ing accidents. 

Now, here's the moot point: why put so much technol- 
ogy into trucks that simply carry goods? That's because 
trucks travel down the same expressways as cars do. They 
also occupy more road space. A tractor-trailer truck can be 
as long as five large sedans parked one after the other. If it 
were to travel at a leisurely pace, just as trucks do in India, it 
would simply clog up highways that you pay expensive 
tolls to use. Also, since trucks carry heavy loads, accidents 
not only dislocate traffic, but also tend to substantially 
damage road infrastructure. 

That's why many progressive countries are actually en- 
suring, through legislation, that trucking technology keeps 
pace with that of cars and, in some aspects, goes beyond. 
In Europe, there are accepted 
norms on power-to-weight 
ratio, which means trucks 
have to be made in such a 
way that they can carry heav- 
ier loads at higher speeds. 
This ensures quicker turn- 
around times for operators 
and, thereby, increases oper- 
ational efficiency. Retreading 
of tyres, a common practice 


public relations agency, flew to Seoul and hired a local agency 
to introduce the Tata Group to the local media. Soon articles 
began to appear in the local media. The Korean media was fas- 
cinated by the trusteeship structure ofthe Tata Group, where a 
portion of the profits of group companies go to charity. Arti- 
cles talked of Tata's frugal lifestyle and the groups trouble-free 
labour policy. Tata, when he reached Gunsan, didn't disap- 
point. He arrived at the Gunsan factory in a maxicab, a paid 
taxi service, with his key executives. Inside the factory, he wore 
the Daewoo jacket and ate in the workers' canteen. Says 
Mayor Ho: "My first impression was that you can trust this per- 
son." In his speech to the workers at the factory, Tata said his 
company was there to learn from the Koreans. 
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in India, is banned in 
some countries. Over- 
loading, too, is not allo- 
wed. Some Asian coun- 
tries like Korea have had 
similar regulations for 
almost a decade, though 
the enforcement isn't as 
tough as it is in Europe. 

India, of course, con- 
tinues to lag behind. But 
now, some like S.P Singh 
believe that change is 
round the corner. Singh 
is a senior fellow at the 
Delhi-based ^ Indian 
Foundation of Transport 
Research and Training, 
which researches the 
commercial vehicles 
business in India and also advises the surface transport min- 
istry on regulatory issues. Singh says: “Today, the trucking 
business in India is about short-term profits. That's brought 
in a lot of unscrupulous players who compromise on safety 
and cause damage to infrastructure. All to make a quick 
buck.” In fact, a few state governments like Andhra Pradesh 
and Karnataka have now legitimised overloading by levying 
a new cess. The result: though operators make quick profits 
and companies benefit through lower cost of freight, a lot of 
time is wasted getting from place to place. For instance, it 
could take a truck 4-5 days to get from Mumbai to Chennai, 
when it could have easily been done in two days. 

So how will India get out of this vicious cycle? Singh says 
there are three factors that could trigger a new revolution on 
Indian roads. For one, the government is concerned about 
the rising costs of maintaining the newly-built highways and 
is, hence, bringing in a host of new measures. It will shortly 
implement the Euro III emission norms, which will force 
truck manufacturers to upgrade engines. At the same time, 
the Central government is working on a new legislation to 
put an end to overloading. This is expected to push truck 


The Safer Ride 


E VEN before the share certificates had been handed over to 
Tata Motors, executive director Kant had begun his as- 


sessment of how to turn around Daewoo. Since a couple of | 


rounds of due diligence had been completed, the Tatas had a 
good sense of the situation on the ground. But the key issue 
was, would the Korean managers cooperate? Or would they 


come in the way of the changes that the Tatas were planning? | 


Kant then picked nine high-performing managers from the 
Indian operations who would drive the integration effort. 
Leading the pack were C.V. Singh and S.U.K. Menon. 

The Koreans, on the other hand, already had a senior team 


in place. Kwang-Ok Chae, the president, had worked directly | 
under the erstwhile Daewoo chairman, Kim Woo Choong, | 
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Cabins of Korean trucks are designed to be safe and ease driver fatigue, as is visible 
in the photograph above. In contrast, Indian trucks (left bottom) are cheaper, but do 
not make the long hours spent driving a truck any more comfortable for the driver 


makers to develop more powerful engines, which will allow 
trucks to carry more loads. Two, to ensure driver safety, new 
rules are already in place for cabin design. The idea: to de- 
sign comfortable and strong cabins that help ease driver fa- 
tigue and also safeguard human life. Three, in a bid to curb 
noise pollution, truck manufacturers will have to reduce the 
vehicular noise to 78 decibels (at 60 kmph) by April next year, 
from the current levels of 85 decibels (at 45 kmph). 

Effectively, this means that to remain profitable, truckers 
will have to carry heavier loads more quickly on every trip. 
One easy, efficient solution: simply switch over to multi-axle 
vehicles in the long run. Multi-axle trucks carry up to three 
times the loads ofa two-axle truck at nearly the same speeds. 

Truckers see the value in this. Multi-axle and tractor- 
trailer trucks are the fastest-growing truck segment today, 
with 10 per cent of total sales. In fact, Swedish truck maker 
Volvo's India strategy hinges on this, even though its trucks 
cost 4-5 times more than the Tatas’ two-axle trucks. 

This could well have been Tata Motors’ Achilles heel. But 
now, the knowledge and expertise that the Daewoo acquisi- 
tion brings could help it guard its home turf better. i 





and headed important businesses for the group. He was sent 
by Kim to China to set up the small car engine manufacturing 
plant. He was later in charge of building a CV business there. 
Chae worked on the project for two years, but it remained in- 
complete because Daewoo had collapsed by then. There were 
others too, like Ki-Hee Won, who had experience in the UK in 
sales, and later headed the Austrian operations. N early all the 
600 workers had been trained at the Isuzu plant in Japan. 

The Tatas knew that the best way to retain such strong 
local managers was to give them full operational freedom. Af- 
ter all, this is what Tata himself had committed to the workers. 
Wherever there were gaps, particularly in service and market- 
ing, Tata moved in its own people. Earlier, Daewoo' trucks 
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E ad Daewoo Motor Sales, and hence, 


a | and servicing arm. Tata-Daewoo 
~4 has a small sales team of its own 


m tions; the Tatas had invested Rs 500 


as 2 : ged except for the fact that we now 


B ment, the Tatas did one other thing, 
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— also took control of the finance 


: pany. That will take some time to 
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B months it will have its own finance 


tory. | | | J| ) | | . 


f The Integration . 


used to be sold by another firm, 


the company had no marketing 





and also six authorised service cen- 
tres across Korea. In the next six 


schemes for customers. The Tatas 
function (this is normal in acquisi- 


crore to acquire the firm). Says 
Kwan-Kju Kim: “Nothing has chan- 


belong a large automobile com- 


sink in, but it is a positive feeling.” 
To signal their full commit- 


= The Korean market was to adopt 


E Euro lll emission standards from 1 July 2004. On 12 June, Tata- 


Marketing Tata's Middle East sales office. 
has already sold some Daewoo trucks and 
wants more. Soon, Daewoo trucks will be 
part of Tata's product range worldwide. 





Sourcing Tata gets good prices from 
vendors as it orders in bulk. It may source 
radiators for Daewoo trucks online and 
fasteners from Sundram's China plant. - 





Design Tata and Italian design firm, Stile 

Bertone, are working on a cab design for 
its world truck’. A joint Tata-Daewoo team 
will now help speed up the cab's launch. 


BS Daewoo organised a big-bang launch for its Euro III-compli- - 


B. ant product Novus at the swanky Co-ex Centre in Seoul. The 


o | total budget: nearly $500,000. Tata, who was in Seoul for an- 


other meeting, dropped by for the launch. The event was at- 


| tended by dealers, important business partners, and local dig- 


nitaries. Says Kant, “We had to create a flutter in the market.” 


| =Forthe Daewoo managers, this was a big event. Says Dong-Ho 


— Lee president of Daewoo Motor Sales Corp: “This is first time 


| inadecade that the company has made a significant launch.” 


But despite all the feel-good spirit, for the Tatas, managing 


cultural integration will be tricky. Un- | 


pensi emer ner mm ei 


p — like the senior team at Daewoo, 
see Korea Diary «n "^«. who have international expe- 
 '"Motes fromthe ^ tience, the Tatas have never 
E Land of y orning | had a cadre of managers 
Calo ——— «v trained in global markets. 

pL co i P 1 
dinda- They don't have the experi- 


— 
pancreas 


ence or the maturity to see thro- 
ugh a global acquisition. Then there is the 


| basic difference between Indian and Korean cultures. For 


instance, some Tata managers say, President Chae does not 
share information with them. That could be due to the Korean 


|| work ethic. Koreans tend to be hierarchy-conscious; a senior 
| manager seldom mingles with anyone other than his peers. 


At the same time, the onus is clearly on improving Dae- 


B woo’ performance. In 2003, Daewoo had sales of $231 million 





and pre-tax profits of $9 million. At the net level, it made a 
meagre profit. Kadle says he plans to recover the investment 


| along with the opportunity cost within five years. Some Tata 


managers even feel they can pull it off in three years. 
There's a very good reason for their optimism. The clues lie 


——— 


rope epp TERN 


inside the three-storied Daewoo Technical Centre. Here, 80- | 
odd engineers are working on designs that will make the exist- 


E ing Daewoo products suitable for new international markets. _ 


Daewoo has a product line-up that neatly complements the | 


Tatas’. By tweaking existing models, Tata believes it can take 


the Daewoo products into newer markets like China, South 
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Africa, Turkey and the Middle East. 
(That's because each trucking mar- 
ket has its nuances and, hence, re- 
quires customisation. In Korea, 
Daewoos trucks are customised for 
nearly every customer.) 

| In South Africa, Tata Africa re- 
cently set up a distribution network 
to sell its entire range of vehicles. 
Now, it will also sell Daewoo trucks. 
A small team from Tata Motors has 
been to Turkey to study that market. 
Based on its assessment, the Tatas 
will decide on an entry and a prod- 
uct line. In the Middle East, the 
Tatas expect the Daewoo trucks to 
be sold without much modifica- 
tion. In effect, in the next 3-4 years, 
exports should account for 25 per 
cent of Daewoos turnover, up from 
8 per cent currently. 

There is a strong reason for the export focus. The Korean 
market for heavy trucks has stagnated in the last few years at 
15,000 vehicles a year. And Daewoo' marketshare had fluctu- 
ated between 22 per cent and 35 per cent for the last six years. 

But there's an opportunity here for Tata. Daewoo is absent 
from the single-largest segment in Korea's CV market — the 1- 
tonne pickup. This 150,000-unit segment is monopolised by 
Hyundai and its subsidiary, Kia. The Tatas make pickups sli- 
ghtly bigger than 1-tonne in India. Though they are different 
from the Korean 1-tonners, the Tatas could still pull off a coup 
here. Nearly 18 months ago, the Tatas began working with a 
European firm for a sub 1-tonne pickup based on an interna- 
tional design. As it turns out, the specifications of that van-like 
vehicle were similar to what the Korean market needs. Sources 
say the Tatas are close to buying the rights to the product de- 
sign and the tool room, and could bring the product to the Ko- 
rean and Indian markets in the next six months. 

The biggest bet will, of course, be China, the fastest-grow- 
ing CV market in the world. Kant's China strategy has been a 
work-in-progress for the last 18 months. But the Tata products 
did not fit in, given the modern Chinese infrastructure. 
Besides, the low-end Chinese trucks were far cheaper than the 
Tatas’. And the margins were simply too small for the Tatas to 
make a profitable entry. But now, with a fuller product portfo- 
lio — thanks to the Daewoo product line-up — the Tatas ex- 
pect to gain critical mass more easily. 

Talks are on with alocal company for assembly. And by this 
time next year, the first set of trucks from the Tata- Daewoo 
combine could roll onto Chinese highways. 

It will be an exciting journey to watch. Tata Motors’ USP 
has been to provide the cheapest solution to truckers. For the 
Koreans, it is the power and design that matter. Together, can 
they make a robust trucking solution for the world? Says Kant: 
“With this deal, Tata Motors has acquired all the attributes ofa 
global company. Itis the first step to being one.” E 
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UMBAIS private equity 
brotherhood doesnt like to 
speak about the men in its 
circle. But a former McKin- 
sey & Co partner's plunge 
into the fiercely competi- 
tive world of private equity deal-making 
has managed to breach the wall of reti- 
cence. Most regard Manish Kejriwal, 
managing director of Temasek India Ad- 
visors for seven months now, as a rank 
novice. Others admire his pluck. 

He has plunged, quite literally, from 
MckKinsey' 21st-floor offices at Express 
Towers in Nariman Point, Mumbai, to 
the 12th floor, where Temasek set up 
shop in March. The implications are not 
lost on the Mumbai-born Kejriwal. "I'm 
closer to the ground," he quips. On a 
more serious note, he reflects that the 
responsibilities are quite different. 
“Here you make the final call. The pres- 
sure’s a bit more," he says. 

The onus of proving his mettle as a 
dealmaker is only a part ofthe story. The 
bigger challenge is Temasek itself. There 
aren't any private equity players in the 
market quite like it. No other private eq- 
uity fund has any linkage with a national 
government. Temasek, on the other 
hand, was born with a clear purpose: to 
act as the Singapore governments in- 
vestment arm. That partly explains why 
it works differently. 

Temasek tends to take its time to 
evaluate deals, largely because it is ac- 
countable to Singapore's Ministry of Fi- 
nance. “In the past, timely deal closures 
have been an issue because of bureau- 
cratic hurdles. Decisions are usually 
centralised with the Singapore leader- 
ship and they tend to be over-cautious," 
says a veteran private equity investor in 
Mumbai who was involved in a number 
of co-investment deals with Temasek in 
other Asian markets a few years back. 
There is another facet: Temasek has a 
reputation of being not very transparent 
even to its own shareholders. 

The criticism is belied by the swift- 
ness with which Temasek has snapped 
up deals in India over the last eight 
months. It debuted with the acquisition 
of a 5 per cent stake in ICICI Bank for 
$200 million in December last year, 
which it subsequently raised to 9 per 
cent. The same month, it teamed up 
with Newbridge Capital to pick up 7.7 
per cent in the Bangalore-based Matrix 
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Labs (the formalities ended in May 
2004). That was before Kejriwal took 
over — and he hasn't wasted any time in 
going after fresh prey. 

According to unconfirmed reports, 
in April this year Temasek appointed 
DSP Merrill Lynch to represent it in the 
bidding process fora 10 per cent stake in 
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Temasek headquarters 





Reliance Infocomm. Recently it also an- 
nounced the launch of a $200-million 
power fund in collaboration with the 
Reliance group. In the meantime, 
sources at Mumbai-based BPO ICICI 
OneSource (backed by ICICI Bank, 
ICICI Venture and WestBridge Capital 
Partners) say the company is in ad- 


What has 
Temasek got up 
Its sleeves? The 
question is giving 
sleepless nights 
to Indias private 


equity players. 
By Snigdha Sengupta 


vanced negotiations with Temasek for 
an investment worth $20 million to 
$30 million. Temasek may pick up a 
20 per cent stake. ICICI OneSource CEO 
Ananda Mukerji declined to comment 
on the negotiations. 

On the face of it, it seems that main- 
taining the deal flow has not been a 
problem. Word is out that Temasek is on 
a buying spree — it is already the second 
largest private equity fund in India (See 
Big Window For Buyout Funds', BW, 
1 March 2004). Temasek has committed 
or invested $500 million in India. And 
the allocation is not fixed — if it finds 
juicy deals, money isn't a constraint. Be- 
sides, Kejriwal's own approach to deals 
has probably helped. ^We have created 
70 per cent of the deal flow ourselves. 
Walk-ins have constituted only 30 per 
cent," he explains. 

Now, most private equity funds tend 
to rely on walk-ins. Temasek can't afford 
to do so simply because it has a specific 
mandate to fulfil — usually laid down by 
the Singapore leadership. Take, for in- 
stance, its widely-reported bid for a 30 
per cent stake in India’s first no-frills air- 
line, Air Deccan. No-frills airlines are a 
focus area for the Singapore govern- 
ment. Earlier in the year, Temasek Hold- 
ings teamed up with Australian carrier 
Qantas to set up a $100-million no-frills 
airline — JetStar Asia — in which it re- 
tained a 19 per cent stake. The bid for 
Air Deccan falls in line with Temasek's 
pan-Asian interest in the sector. 


India In The Cross-hairs 


Before getting into the details of its 
game plan for India, it is important to 











TEMASEK 





understand why the insular and in- | 


tensely secretive Singapore-based in- 


vestor is here in the first place. That In- | 


dia is top of its list of priority markets — 
the others being China, Thailand, South 


Korea and Malaysia — is evident from | 


the fact that it is the first, and so far only, 
country to have a formal office outside 
the island nation. 

The answer lies in the Temasek 
Charter, issued by the Singapore gov- 


ernment on 3 July 2002, which splits | 


government-linked companies into two 
groups. One group comprises compa- 
nies that are deemed critical to Singa- 
pores national interest and would con- 


tinue to beunder Temaseks control. The | 


second group is made up of those with 
the potential to grow beyond the do- 


mestic market. The Charter came two | 


months after Ho Ching, former head of 


Singapore Technologies (SingTel) and | 


wife of Singapore's premier-in-waiting 


Lee Hsien Loong, took charge as CEO at | 


Temasek. Ho's mandate is to “rationalise 
and consolidate” the 40-odd Temasek- 
linked companies dominating Singa- 
pores economy. 

Within months of Ho taking charge, 
more than a dozen senior executives at 
top-rung Temasek-linked companies — 


among them Chartered Semiconductor | 


Manufacturing, DBS Group Holdings, 
Keppel Telecom and the Singapore Ex- 


change — quit their jobs. When queried | 


whether Temasek played an active role 
in these departures, a spokesperson 
said: "CEO evaluation and leadership 
management and succession are strate- 


Manish Kejriwal has already inked two 
deals in India. Can he keep the pace? 
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gic responsibilities of the boards of our 
companies. We expect the respective 
boards to review CEO performance and 
succession on a regular basis.” Many of 
these companies were found to be un- 
der-performers compared to their re- 
gional peers. Take Chartered Semicon- 
ductor, 60.5 per cent of which is owned 
by SingTel, a Temasek-held company. In 
2002, Chartered was steadily losing 
market share to Taiwanese rivals Taiwan 
Semiconductor Manufacturing and 
United Microelectronics, who com- 
manded 62 per centofthe global market 
against Chartered's 6 per cent. Between 
March 2000 and September 2002, 
the company's market capitalisation 
shrunk by $23.4 billion — 15 per cent of 
Singapores total economic output. 

Yet, Temasek came in for criticism 
from minority investors for not ensur- 
ing management accountability where 
it was the majority shareholder. Subse- 
quently, in line with the Charter's objec- 
tives, Temasek initiated a series of mea- 
sures to restructure its investments, 
which involved divesting holdings in 
some companies. For instance, it has 
completely divested its holdings in Nat- 
Steel and its subsidiary NatSteel Brasil. 
The divestment earned Temasek a 14 
per cent internal rate of return. 

With its Singapore-based holdings 
clearly in need of re-inventing them- 
selves to survive global competition, 





DEAL HISTORY 





DECEMBER 2003: Acquires 5% 
in ICICI Bank for $200 million 


MAY 2004: Buys 7.796 in Matrix 
Labs, for an estimated investment 
of $63.5 million 


Future 


BPO: Leads the race for a 10% 
stake in ICICI OneSource; 
investment estimated at $20 
million to $30 million 


AIRLINES: Talks on with no-frills 
airline Air Deccan for a 30% stake 


TELECOM: Has appointed DSP 
Merrill Lynch to represent it in the 
bidding process for a 10% stake in 
Reliance Infocomm 
Source: Industry and media reports 
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Temasek realised that it would have to 
play a more active role in accelerating 
the pace of growing an external econ- 
omy. In February this year, when Ho 
Ching reiterated the objectives of the 
Charter at a public meeting in Singa- 
pore, she also outlined Temaseks in- 
vestment theme for the next decade. In 
the past, Singapore-based investments 
accounted for two-thirds of invest- 
ments, while the rest was invested in 
North America and Europe. This has 
changed with Asia emerging as a hot 
new opportunity, says Kejriwal. 
Temasek also said it would open its 
books — the first time in 30 years — to 
credit rating agencies. This would help it 
borrow from external markets. Not that 
Temasek needs the money. Over the 
past three decades, it has earned the 
government a compounded annual re- 
turn of 18 per cent, including 
an average annual dividend 
yield of 6.7 per cent. The bor- 
rowings are aimed more at in- 
stilling fiscal discipline within 
the organisation, says a 
Temasek spokesperson. 


Second Coming In India 


Eight months ago, Temasek 
decided to focus on India as a 
direct investment market. Till 
then, it had an indirect pres- 
ence through investee com- 
panies like SingTel, which 
holds 28.5 per cent in Bharti 


DIRECT INVESTMENTS 

Services: banking, telecom, aviation 
Emerging: BPO, biotech, pharma, auto comp. 
Others: Viable privatisation deals 


TeleVentures. Last August, it set up the | 


$100-million Merlion India Fund in col- 


laboration with Standard Chartered | 


Bank to invest in early-stage technology 


companies. Earlier this year, it invested | 


in the Goldman Sachs-backed private 
equity fund, WestBridge Capital Part- 
ners. According to Kejriwal, the invest- 
ments in Merlion and WestBridge are 
part of a two-pronged strategy for the 
Indian market — fund-of-funds and di- 
rect investments. 

All this makes sense, except that it’s 
not Temaseks first attempt at creating a 
base in India. Back in mid-2001, it made 


an attempt to launch an incubation | 
programme for technology start-ups. | 


The programme, titled InCube, was 


headquartered at Chennai and Temasek | 


had earmarked an investment of Rs 1.5 


crore for setting up an 8,600-sq.-ft incu- — 
bation centre. In addition, it planned to : 
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THE INDIA PLAN 


FUND OF FUNDS 


@ WestBridge Capital 
E Actis (not confirmed) 
B Merlion India (JV with Standard Chartered) 


BB A power fund (with the Reliance group) 


CEO Ho Ching brought in winds of 
change when she took over in 2002 


The question is whether Temasek 
and its new Indian management will be 
able to translate this strategy into effec- 
tive deals. One of the perceived handi- 
caps it hasis that it's not structured like a 
typical private equity fund. This means 
that Temasek's fund managers dont get 
to take home a percentage of the profits 
(the industry average is 20 per cent) usu- 
ally due to fund managers. "The ab- 
sence of a carried interest can affect the 
appetite to push deals through," says 
one CEO of an Asian private equity fund 
based in Mumbai. Kejriwal argues that 
Temaseks uncommon structure en- 
ables it to take a long view. “Our investee 
companies tend to appreciate us as a 
supportive, long-term investor... and 
not just divest when the going 
is bad,” he says. 

Of the two deals that 
Temasek has closed in India, 
one — Matrix Labs — has 
stirred controversy. Temasek 
and co-investor Newbridge 
decided to invest $127 million 
in Matrix at a price-earning 








invest at least Rs 1 crore in each start-up 
chosen for the programme. The initia- 
tive sank without much noise and the 
centre was shut in 2003. What went 
wrongis still not clear. Kejriwal attempts 
an explanation: "The market was differ- 
ent then. The technology boom at the 
time drove the InCube initiative. This 
time it's clearly a geographic play. The 
two situations are not comparable." 
Even then, InCube doesn't count 


much as an experience in dealing with | 


the Indian market. Kejriwal says 
Temasek actually has an edge over some 


of its peers. "Having a local presence is a | 


big plus," he says, in obvious reference 
to investors like Warburg Pincus and 
Newbridge Capital, who currently mon- 
itor Indian investments all the way from 


Singapore. Riding this advantage, Kejri- | 
wal is looking at three kinds of invest- | 


ments in India. (See ‘The India Plan’) 
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multiple of 15 against the sec- 
tor average of 6-7 in December 
2003. At the time, Temasek’s 
Merlion Fund was negotiating 
with Aurobindo Pharma for a 
minority stake at Rs 302 per 
share. When the Matrix deal 
took place, the Aurobindo management 
decided to raise the price to Rs 380. Mer- 
lion eventually paid Rs 375 for 2.3 mil- 
lion shares (See ‘Chrysalis, Citi Deal Off’, 
BW, 1 March 2003). Merlion India CEO 
Raj Dugar and Kejriwal declined to 
comment on the deal. 

Some contend that these are just 
teething troubles. What Temasek lacks 


| interms of experience in India, it makes 


up in its experience as a strategic in- 
vestor back home. “The combination of 
having an operating knowledge of large 
companies and a huge balance sheet 
makes a powerful combination,” says a 
venture capitalist based in Bangalore. 
Moreover, few players in India play in 
the segment Temasek is targeting — 
$100-million deals. All this, plus its vora- 
cious appetite, may make Temasek the 
largest private equity investor in India 
sooner rather than later. zu 


NOKIA 


( 'ONNFI ( P 


mega pixel camera for 


ultra sharp pictures 
and 65,536 colour mega screen 
for vivid colour images 





— / X think mega 


1 mega pixel 10 min. video Edit with Print high Store in 64 MB Share via MMS 
camera recording Movie Director quality images Multimedia card or Bluetooth 
1 MMS is dependent on the network as well as on the compatibility of the device ed and the content formats supported. Please check with your 


Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty is applicable only for phones imported by Nokia India Pvt. Ltd. email us at: nokia.ebaa@nok 
To download exciting ring tones, picture messages, screen icons, wallpapers and games send HL to 5555. For more choice visit the Tones, Graphics and Games section on www.nokia 


wr 





to do 


things 
differently 


RAJIV BAJAJ, JOINT MANAGING 
director of Bajaj Auto (BAL), picks up 
the intercom, listens 
enthusiastically, and smiles. Seconds 
later, even before he puts the phone 
back into its cradle, he can't resist 
breaking the good news. “It was my 
head of R&D. His team has 
successfully mounted the Pulsar 
engine on the Eliminator,” he says, 


still beaming. Rajiv was being invited | 


to ride the new bike. 





This development meant the 
price of the Eliminator could be 
slashed 33 per cent from Rs 90,000 to 


| Rs 60,000. BALs manufacturing had, 


yet again, delivered a cost-effective 
solution. The company could fortify 


| its leadership in the premium 


segment of the market where its 
Pulsar is already the market leader. 
Such manufacturing triumphs 
are commonplace at BAL these days, 
and Rajiv Bajaj, 38, loves to relish 
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every moment of it. After 
all, he has longed for even 
the smallest bit of good 
news for nearly a decade, 
after joining BAL in 1989. 

Though BAL lorded 
over India’s two-wheeler 
industry for over three 
decades, its fortunes 
slipped faster than the speed at 
which the market shifted in favour of 
motorcycles. BAL, primarily a 
scooter manufacturer, struggled to 
keep pace right through the 1990s. 
Its motorcycle manufacturing cost 
was high, the quality too low. Its 
initial models failed to enthuse the 
consumer. The company faced an 
existential question. 

That is, until Rajiv Bajaj — then 
general manager (products) — 
fought with his own senior 
management to sanction a brand 
new plant at Chakan, near Pune. He 
wanted to prove that quality 
manufacturing is possible in India. 
The first product of that endeavour, 
Pulsar, has become a Rs 1,200-crore 
brand since its launch in November 
2001.With export revenues of Rs 550 
crore, BAL is India’s largest exporter 
of two-wheelers today. And in 2003- 
04, it made the maximum net profit 
among two-wheeler companies in 
India — Rs 738.39 crore as compared 
to Hero Honda's Rs 728.32 crore 
(though its revenues were Rs 1,000 
crore lower than Hero Honda's). 
Excerpts from an exclusive interview 
with Rajiv Bajaj on BALs 
manufacturing triumph: 


ll You were not seen as a serious player 

when you entered the motorcycle 

market. What was Bajaj Autos strategy? 
| Our strategy was very clear. We had a 


| big problem in Hero Honda in this mar- 
| ket. Even when I was studying, I remem- 


ber professors saying that when you 
compete with Honda, it does not take 
away sales from you. It takes away prof- 
its from you. I found this very true. So we 
decided that if we have to fight this bat- 
tle with Honda, especially Hero Honda, 
we must secure our profitability. 

We did two to three things at that 
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time. First, notto take on Honda directly 
in the executive segment. We created a 
segment below Honda—the Boxer; 
then one above it which was the Pulsar. 
Boxer, being the entry segment bike, 
didn't make much money but Pulsar be- 
came a very profitable product. The sec- 
ond was to focus on three-wheelers be- 
cause that was very profitable; so we 
introduced the CNG and four-stroke 
products. 

And the third was exports because 
we found that we must stop Hero 
Honda. We knew Honda itself was com- 
ingout with motorcycles. They were un- 
likely to give a very good high-end mo- 
torcycle to Hero Honda. Three-wheelers 
— they don't do; and hopefully will not. 
In exports, Honda has its markets so 
Hero Honda's exports will always be 
very limited. 


E What were the problems in 
manufacturing at Bajaj? 
E Kawasaki had given us a good bike, 
and we had already botched it up. So 
even if we had managed to get Kawasaki 
to put together half-a-dozen new good 
products, we would have, in all proba- 
bility, botched it up all over again. 

We understood that a two-wheeler is 
a two-wheeler is not correct. Just be- 








cause we made a 1960s’ product well | 


doesn't mean that we'll carry over the 
same skills in product design and engi- 
neering. This was an intellectual prob- 


lem. This was a knowledge problem. At | 
the senior level, we did not have the | 


knowledge to guide. 

That was a very humbling experi- 
ence. That's when a lot of senior-level 
people were changed. Because they 


wouldn't accept that the problem was | 


| with them; the problem was always 


“with the worker” or “the machinery” or 
“the staff”. 
The second problem, which also 


took a long time to resolve, was that our | 


vendors, who were a reflection of us, 
had always supplied components for 
scooters or three-wheelers. 

They had no idea of how to supply 


INTERVIEW 


fork for Rs 2,400. Today, we buy a much 
superior front fork for Rs 1,400 from our 
own supplier. Its better quality and 
Rs 1,000 less per motorcycle. 


E The people changes you made were 
from the level of VPs and above. 

lll Yes. Almost everybody. I couldn't sack 
my father. But mostly, everybody else. 


E How much support did you get from 
him, somebody who had been 
managing the company for so long? 

ll | think he was very brave about it. It's 
easy for him and me to talk about this 
now. But at that time he didn’t know 


| what to do. He knew it was the right 


components for motorcycles, which | 
| M How difficult was it for him to let go? 


were more sophisticated. We spent a lot 
of time sharing the knowledge we had, 
and getting experts who could help 


| them with processes. 


E So you overhauled the whole supplier | 


base? 

Bi The entire supplier chain. We had at 
that time 855 suppliers. We are less than 
200 now. About 150 out of these 200 are 
new. In those days, we bought a front 


thing to do, but he didn't know if it was 
the most important thing to do. But the 
results more or less convinced him. 


E The difficulty was not that he didn't 
let go. The difficulty was people were not 
convinced that we needed to do things 
differently. We tried to overcome this 
with the Chakan plant and Pulsar. That 
proved the point. 


E What was the first new product out 
of Chakan? 
ll It was the Pulsar. 


How — € — to make motorcycles. By Rajeev Dubey 


E n 








E Chakan was really the manufactu- 
ring turnaround for Bajaj Auto? 

© The Pulsar was developed by a differ- 
ent team, which is now our research and 
development team. We used to have 
product engineering. There also, there 
was an old mindset. I wanted to develop 
products, and I wanted to make them in 
a different way. 


E How was the Pulsar developed and 
manufactured differently? 

88 Lets say a two-wheeler has 2,000 
components. À component is nothing 
but a material which undergoes a 
process. The average component will go 
through at least 10 processes. Each 
process goes through a machine, and 
each machine has at least 10 elements 
toit. There are motors, fixtures, tools, oil, 
etc. So when you think of it, there are 
200,000 processes; in manufacturing — 
what's called the Failure Mode Effect 
Analysis — there are 200,000 opportuni- 
ties to make a mistake. 

In smart manufacturing systems, 
when you look at a new product, you 
have to look at 200,000 points where thi- 
ngs can go wrong. What can be done to 
prevent it from going wrong, and if it 


does go wrong, what can be done to de- | 
tect it and ensure it is not passed on | 
down the line. This is a tricky process | 


and very expensive. 


l How do you quantify the benefits? 


8 Bajaj Auto reached peak capacity in | 
1993. We produced 9 lakh vehicles with | 
23,000 people. Today we are down to | 
11,500, and a VRS is still to happen, | 
which will reduce more people. We are | 
| plants? 
cles with less than 10,000 people. So | 


on our way to producing 3 million vehi- 


productivity gains are of that scale. Less 


than half the people and three times the | 
output, and it's still not the end of the | 


road. 


@ All this was at Chakan. What does 
the Akurdi plant do? 
W We are sucking our thumbs. The mo- 


torcycle division here was shut down. It | 


is being razed to the ground and the 
R&D section is coming up there. So we 
released probably hundreds of crores 
. worth of space, a few hundred crores of 


equipment, This is basically a scooter | 


plant, which means it doesn't do any- 
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thing these days. The new generation | 


scooters will come here one by one. We 
have just introduced the new genera- 
tion Chetak four-stroke here. Let's see if 
this plant is willing to change. 


W ij: there a labour issue? 

8 More with managers than with 
labour. It's entirely the mindset. There 
was a big argument about why we 
should set up another plant at Chakan 
when we already had two plants (Akurdi 
and Aurangabad). The argument was 
that Chakan would be a new plant, new 
land, new building, new utilities, infra- 
structure. It was additional cost. 

But I was convinced because each 
time I tried to push a radical idea, I al- 
ways got the answer, directly or indi- 
rectly, that it's okay in Japan; it doesnt 
happen in India. 

So I was desperate to prove that it 
happens in India. I wanted a plant 
where we start the right way from day 


ák The number of mistakes 
we have made in the 

Pulsar engine is really the 

learning. The first time it 


failed within minutes. 
Today, the Pulsar engine 
goes 300 hours full 
throttle 95 





one. That’s how Chakan started five 
years back. 


B How long would it have taken to reach 
the same quality levels in your older 


B The quality levels that Chakan 
achieved in six months’ time were 
achieved by the Aurangabad plant after 
about 12 years. 


| W And Akurdi? 
| Bi This one is still not there. Out of the 
| 800 people at Chakan, 750 or 770 were 


fresh out of technical institutes, and 
about 30 were experienced people who! 
put there with these young manage- 


| menttrainees. 


Here (in Akurdi), we have people 
with a hell of a lot of experience but 
we've not been able to reach those qual- 
ity levels. There is no doubt that this is a 
mindset issue. 





BUSINESSWORLD 47 9 AUGUST 2004 


E How useful is the common platform 
strategy ? 

© Today, for instance, our Eliminator 
engine is largely imported. The price of 
the bike is Rs 90,000. The Pulsar engine 
is actually better than the Eliminator en- 
gine. We have just mounted a Pulsar en- 
gine on the Eliminator. After we do that, 
besides superior performance, the price 
ofthe bike will come down to Rs 60,000. 


li How much of the common platform 
is made up of common parts? 

88 At least 50-60 per cent of parts should 
be common. The platform is not only 
important from the product-develop- 
ment point, but also from that of com- 
ponent development so that compo- 
nent volumes are large enough. 


E How did you make a bike that 
wouldnt let Honda take away profits? 
88 Even before we worked on Chakan 
and Pulsar, we sat and worked on the 
Boxer. Even in 1995 we could have 
dropped the price of the bike, but we 
knew it would be suicidal because the 
quality was bad. 

Once we were convinced that qual- 
ity was good, we had to make peopleun- 
derstand that Bajaj Auto also makes 
good bikes. The best way to do that was 
to put bikes on the road. The fastest way 
to do that was to have the best price. So 
we launched a new brand called Boxer. 


li What was the best price then? 

88 Hero Honda was selling its bike for an 
average of Rs 40,000. Boxer was a good 
Rs 7,000 to Rs 8,000 lower. The day we 
put that price, we were losing money 
because our cost structure was still not 
in place. But by then we had made a sys- 
tematic estimate. We knew what we 
could change in design. These changes 
contributed about Rs 1,000 a bike. 

The second was imported compo- 
nents. For instance, localising the car- 
burettor itself saved us a huge amount. 

The third area of savings was within 
the plant. The fourth was the savings 
through quality. For instance, when I 
said the warranty cost was five to six 
times that of Hero Honda’, it was Rs 600 
per bike. Today it's only Rs 50. In 1997 we 
had already got it down to Rs 200. 

This was very satisfying because one 
of the things we were taught as part of 
good manufacturing was simply that 
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1 
good quality costs less. 


E What was the cost reduction target 
on Boxer? 

li The target was Rs 4,000 a bike. When 
we talked about it, nobody believed it. I 
had seen this mentality a lot, with re- 
spect to scooters — that people used to 
save 50 paise a scooter, and be thrilled 
because it meant Rs 4 lakh a year in sav- 
ings. So they were not willing to under- 
stand Rs 4,000. I had very senior people 
sit in this very room and say: "On a mil- 
lion motorcycles, that's Rs 400 crore". 
And I have had to tell them that that's 
the only money we're going to make. If 
we don't save, we're not going to make 
any money. At last count, we had al- 
ready saved Rs 5,500 a bike. 


W Js the Bajaj Boxer the lowest cost bike 
in the world? 

Bi The way it is headed, yes. We have 
planned another Rs 2,000 cost cut. Who 
knows.. in another 18 months, 
there would be no reason to say that 
somebody else is more cost com- 
petitive. 


Wi /fyou were to go into a cost- 
reduction drive on the Pulsar 
tomorrow, will these learnings get 
implemented faster? 

Bi Definitely. We have now made 
this motorcycle, the K-60 (with 
Kawasaki), which we launch next 
month. We are now the leaders in the 
premium segment and the entry level. 
In the executive level we were nowhere. 
So we have put this bike there. 

With the experience of Boxer and 
Pulsar, we have designed and made this 
bike at the same cost structure as the 
100cc bike executive class bike. All that 
learning has gone into this bike so that 
from the start we can provide fantastic 
styling and performance, but at a cost 
structure that will move the market. 


E What are your margins like? 
Bl Obviously, we don't want the compe- 
tition to know those figures. What's hap- 
pened is that when we introduced the 
Boxer in 1997-98, it was the first time 
that somebody had introduced a mod- 
ern four-stroke motorcycle at that price. 
The reason we got through was only 
because the competition believed that 
that price was not viable. 
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At that time, we were number four. If 
any of the big three — Honda, Yamaha 
and Suzuki — had thought that poten- 
tially what Bajaj Auto is doing is fortify- 
ingor preparing for the future, we would 
have been dead ducks. 

It is the scepticism, cynicism or per- 
haps the sheer ignorance or overconfi- 
dence of competition which gave us 
time. And before they knewit, Boxer was 
a 60,000-a-month brand. And then you 
cant dethrone it. 


E How's Pulsar doing now? 

Bi Pulsar averages about 3 lakh units a 
year. At an average price of Rs 40,000, it's 
an over Rs 1,000-crore brand. 


E How did you gear up R&D to 
compete with Honda or Yamaha? 

Bi Before defining the answer, it's more 
important to define the problem. The 
question is: what is R&D? It's nothing 


but an engineer who wants to try - 


6 When you 
compete with 


Honda, it does 
not take away 
sales from you. 
It takes away 
profits...?? 





something. If we keep it like that, then 
the job is very easy as long as everybody 
wants to come up with something new. 
Somebody wants to make the fastest 
bike, somebody wants the best styling, 
somebody wants to make it more fuel 
efficient. 

Of course, we use alot of CAD/CAM, 
rapid prototyping and all other tools. 
But we always tell ourselves, some of the 
best motorcycles were made by BMW 
and Honda long before computers were 
invented. It's really the spirit of the engi- 
neer which is important for R&D. 

The problem with Bajaj was that we 
were so successful with autorickshaws 
that all that mattered was production. 
Manufacturing was the overall priority 
atatime when there was a 10-year wait- 
ing list. But there was no focus in the or- 
ganisation to build a company where 
people with an open mind would try 
new things. That's what we have done. 
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When I walked into the Kawasaki 
R&D for the first time, I thought I would 
see a lot of old grey-haired people with 
thick glasses. The average age there is 26 
or 27! The engineer does not require ex- 
perience. You need people with imagi- 
nation. Our R&D today is 113 people. 
The average age there is under 30. 


E What does this mean for the product? 
E Before Pulsar, people told us you are a 
scooter, three-wheeler company — you 
can't make bikes. Even if you make 
bikes, you can only make 100cc bikes 
with the help of Kawasaki... with issues 
of quality. Then you need hundreds of 
Japanese to come and set it right. That 
was one side of the argument. 

Now we were telling our people that 
there are 15 guys who have never made 
a bike but are coming together to do 
that. They are going to do that on their 
own, and not with Kawasaki. They are 
goingto do a 200cc bike when we could- 
n't make a 100cc one. They are go- 
ing to make the fastest motorcycle 
when we couldn't make a mass mo- 
torcycle. They are going to make a 
huge amount of profit when we 
were making a loss. This seemed 
like nonsense then. But they 
proved it wrong. 

The number of mistakes we 
made in the Pulsar engine before 
we got it right is really the learning. 
One ofthe endurance tests we have 
is to take the engine full throttle. Now, 
full throttle on a bike is rare on the road. 
Ourtarget was: full throttle for 100 hours 
continuously. The first time, it failed in 
10 minutes. Today, the Pulsar engine 
goes 300 hours full throttle. 


E When do you see Bajaj Auto beco- 
ming a multinational bike maker as 
opposed to one that merely exports? 

W Today, it's well understood that the 
only definition ofa global manufacturer 
is the manufacturer that competes in a 
global marketplace. It doesnt matter 
where he buys from. It doesn't matter 
where you manufacture or where your 
head office is. As part of our global strat- 
egy, the first three areas that we focus on 
will represent about 30 million of the 33 
million global market of two-wheelers. 


W Js it possible to be a global player in 
motorcycles and still manufacture 
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them only in India? 


the world, it's difficult to withdraw. 
That's why sometimes it's a disadvan- 
tage because they are close to the mar- 


ket and yet cheaper production is com- | 


ing out of India. 


Today, Honda has started exporting | 


to Italy from India. Eventually, what will 
happen to the Honda factory in Europe? 
For along time to come, it's going to be 


an advantage for us. The quality and ca- 


pability of automotive component 
making in India is fantastic. So compo- 
nent base has a lot to do with this. 


B What is Bajaj Autos global gameplan? | 
@ We are operating in the Indian mar- | 


B Sure, thats how it is today. I dont | 
need to manufacture everywhere. I’m | 
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ket of 5 million vehicles, which is in a | 
global market of 30 million vehicles. | 


Today we have technology, quality and | 
capability that are relevant to the entire | 
30 million. By pure arithmetic | can say | 
that if in a 5- million market we can sell | 


1.5 million. In a 30- million market we | 


should sell 9 million. Obviously, the | 


world is not so simple. But the potential | 


for Bajaj Auto is at least five times what it | 


is today. Whether it is able to harness the 
potential is up to us. 


B What does it take to break into the 
big league globally? 

@ We can divide the overseas market 
into four types. The first is West Asia and 


Africa. If you start from Bangladesh and | 


keep going west — that's our first 
market. Last year our exports were Rs 
550 crore. But exports were originally 
born out of the need to support domes- 
tic volumes. Now, to increase exports, 


we have to go to markets that are similar | 
to our markets so that our products get | 
instant acceptance. We found that | 


Bangladesh, Sri Lanka, Afghanistan, 
Iran, Egypt were exactly like India. We 
sent a few contingents out to touch base 
with people and study the market. The 
exports just grew. 

Even for the next two to three years I 
want to keep the focus squarely on this 
area because this seems to be the future 
of two-wheelers. Nigeria, for instance, is 
already a 1-million units market. The 
Japanese are outpriced there. It's too late 








for them to go into that market. The Chi- | 


nese are already there but, fortunately, | 
we have a quality advantage. So Bajaj | 
100 per cent sure about that. Look at | can really be the Honda of Africa. This is 
Nokia phones. For people who have al- | 


ready invested in 50 factories around | 


the right time for us to do this. In 
another two years it will be too late. 

The second market is Latin America 
and Brazil. There the strategy has to be 


different. First, because their products | 


are different. Then theres a huge Japan- 
ese presence there. There's no way a Ba- 
jaj Auto can just go and start selling well 
over there. Our attitude for the next five 
years is that we are just going to 
enjoy our presence in the first market. 
But this is the time we'll spend prepar- 
ing for the next market. 


The third is the Chinese market. We | 
| are waiting for that market to sort itself | 


out and become a little more transpar- 
ent. We're in no hurry. There are issues 


there like procurement of quality prod- | 


ucts. I think it’s a question of prioritising. 


&& Each time I tried to push 
a radical idea, | always 
got the answer — that 
it’s okay in Japan. It 


doesn’t happen in India. 
So I was desperate to 
prove that it happens 
in India 39 


I don't say nobody can do it. Somebody 
who wants to do it will do it. We have to 
pace ourselves. 

Finally we have to go to the devel- 


oped countries, for which we need a dif- | 


ferent kind of productrange. Our R&D is 
already working on those products. 


@ How big? 
8B Pretty big 


W 500cc or so? 

8 Thereabouts. In about three to five 
years we should have those ready. But 
we have to pace ourselves. The Chinese 
market, for instance, we are just begin- 
ning to understand it. 


W 5o your next bike will be a 500- to 
600cc bike? 

8 Our products today are up to 250cc. 
There is a gap today between 250- and 
500cc. That's the natural gap to fill first. 
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@ Whatare your plans for markets like 
Brazil where Honda dominates? 

8 Their 125cc product is fairly modern. 
At least, in terms of outward appear- 
ance. But, their engines are not the lat- 
est. We can see very obvious gaps in 
their portfolio, which always happens 
when you have one player with over 80 
per cent of the market. We can get in 
very nicely in those gaps. 


W How will you tackle the largely step- 
thru market of the Asean countries? 
8 I don't believe in step-thrus. That's 
part of our product theme. There are a 
lot of step-thrus in the Asean countries. 
People feel the only way to compete 
there is through step-thrus. I think that's 
a mistake. We have a concept, which we 
are developing for the Asean market. 
The problem is that the motorcycle 
is much more expensive (there). I have 
to appeal to a step-thru customer with- 
out offering a step-thru. That is the chal- 
lenge. We are working on it. But it takes 
about two to three years to make a good 
quality new product. 





W Where else do you see yourself at an 
advantage? 

8 Strategically, we are in a very good po- 
sition. Today, our competition is really 
the Japanese, because the European or 
the US competitors are either wiped out 


; orare outpriced. 


Among the Japanese, Honda is pre- 
occupied with cars, which is 90 per cent 
of their business, They have to focus 
enormously on that, especially with 
Toyota becoming so big. Yamaha is 
looking very unsteady. Suzuki is also 
caught up with the small car but they are 
trying to come back. So I see a scenario 
where the competition also has other 
priorities. 

The other is the Chinese, who are 
very good at cost but not so good at 
quality and technology. I like to always 
say that we have the opportunity to de- 
liver the Japanese quality at the Chinese 
price. Such an opportunity doesn't co- 
me often. Ten years from now the Chi- 
nese would have taken it over. This is a 
good opportunity and a very good time 
to push forward. 
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versions of their international models. But not so when it comes to the 
Elantra. It offers the same technology, performance, luxury and safety 
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The author is COO and 
president (US operations), 
MindTree Consulting. 


The 
mentor’s 
crucial 
role is to 
question, 
to test, 
and to 
open the 
recipient's 
mind to 
alternate 
ideas 


subroto bagch 


The essence 








of mentoring 





ENTORING is on its way to 
becoming a buzzword, but 
not many people know the 


genesis of the term. Without | 


that knowledge, the nuance 
is lost. The term comes from Greek mythology. 


Telemachus, a young prince, needed protec- | 


tion as his father Ulysses was going away. God- 
dess Athena took the form of a being — half- 
woman and half-man — bearing the name 
Mentor. There is deep symbolism in this myth. 


A mentor is a very special person. The men- | 


tor is needed not to do parenting per se, but to 
give all the nurturing attention necessary with- 
out the attachment that a biological relation- 
ship creates. A mentor is ‘half-man’, so that the 
elements of power, protection and discipline 
are showered; the half-woman aspect is de- 
signed for emotive, unconditional care. 

The starting point is to appreciate the deep 
implications of the mentor' role. It starts with 
deep knowledge about the recipient, which is 
not simply need-based and functional. Like the 
mythical Mentor's understanding of the prince, 
knowledge has to go into all aspects and not be 
based on a narrow intersect between the learn- 
ing agenda and learner information. This is 
critical to create the time, space and relation- 
ship in which true mentoring can take place. 

Mentoring requires white-space time beca- 
use it involves the transference of ideas and the 
imprinting of those ideas in the recipient's 
mind. The process of imprinting is interesting. 
Most workplace-based, structured, agenda- 
driven interactions have limited imprinting 
capability on a recipient's mind, whereas non- 
workplace, non-structured and non-agenda- 
based interactions leave a lasting imprint. 

A child begins to learn in her time and 
space, while sucking from a bottle of milk or ly- 
ing on her stomach. Learning happens in what 
I call ‘my time and space’ as against the con- 
fines of a training room. The mind is most re- 
ceptive during white-space situations because 
attention, an organic process, precedes learn- 
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ing. Mentoring requires attentive learning, de- 
pendent on creating white-space interaction. 

Given the white space, the next step is to lis- 
ten. However information-rich the mentor 
may be, the first step is to listen. The second 
step is to listen, and the third step is to listen. 
When a mentor is asked a question, the posi- 
tion of assumed superiority makes him or her 
want to give a quick, intelligent solution. The 
trickis not so much to be ready with the answer, 
as it is to be ready with questions. Ask the ques- 
tions that make the recipient discover the ans- 
wer. This method is known as the Socratic me- 
thod or elenchus, whereby a student made a 
statement to answer his own question, and 
Socrates would keep throwing questions back 
until the student got to the answer. 

In the corporate context, I find that many 
managers confuse mentoring with managing. 
Effective mentoring is inherently an altruistic 
activity. It requires respect for the recipient's 
ability to grow. Once an idea receives transfer- 
ence, we have no knowledge how it will grow, 
take on a life of its own. and what it will shape 
into. As the idea grows, so does its receiver. 

Mentoring is not about popularity. The 
mentors crucial role is to question, to test, and 
to open the recipient's mind to alternate possi- 
bilities. The mentor creates connections to oth- 
er sources of information. It cannot be a relati- 
onship restricted to the tight confines of an 
organisation, or be nested in a narrow defini- 
tion of time. Many effective mentoring rela- 
tionships survive even after the actors move on. 

Process compliance often drives compa- 
nies to pick up the concept of mentoring with- 
out understanding its essence. The most criti- 
cal aspect ofthe Greek myth — recognising that 
the idea is to groom a prince — is probably lost 
on many ofus. A young prince was always con- 
sidered to be a very valuable person, an individ- 
ual who would define not just a future for him- 
self but the destiny of the kingdom itself. 
Mentoring will succeed when that value is pla- 
ced on each person whoistobenurtured. Wi 
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Mohit Bhatnagar, 
Airtel: His 646- 
service broke the 
record for calls — 
logged on election 
results day 


AY 13, 2004: It's election 
results day. The initial re- 





certainty has bred tension 
on the streets as well as in the board- 
rooms of Corporate India. But Bharti 
TeleVenture CEO Sunil Mittal is an odd 
person in that glum milieu. That's be- 
cause he has a big reason to smile — his 
company has created a record of sorts. 


sults indicate a wild devia- | 
tion from what the exit | 
polls suggested. The un- | 


About 130,000 people have called Airtel | 


Live's 646 voice service to check out the 
election results. It's the highest number 
of calls in a day that any operator has 
fielded so far on such a service. 


The service’s success hasn't been a | 


one-day phenomenon. "Voice portal 
minutes have grown 60 per cent over the 
last quarter," says Mohit Bhatnagar, 
vice-president (new product develop- 
ment and alliances), Airtel. Even Hutch 


Airtel; 


GSM mobile 
_ Operators are 
pushing voice 
services 
ageressively. 


The going has 
been good till 
now. But could 
the strategy 
backfire later* 
By Radhika Dhawan 





DILEEP PRAKASH 


by Choice 


(123-service), Airtel's closest competi- 
tor, claims that its two-year-old voice 
service is picking up momentum. Oth- 
ers, like Idea Cellular (456-service) and 
BPL Mobile (Just Call service), who have 
just started their own voice services, say 
they too are banking on expanding rev- 
enues from value added services (VAS). 
Voice services, a part ofVAS, are des- 
ignated numbers consumers can call to 
request for information or downloads. 
The service is based on speech recogni- 


tion technology. The other VAS offerings | 


are data-based. That is, they are avail- 
able through SMS on GSM (global sys- 
tem for mobile communications) 
phones or applications accessible 
through GPRS (general packet radio ser- 
vice, a faster GSM standard). So far, Re- 


liance Infocomm is the only operator | 


that is not banking on voice services. In- 
stead, its CDMA (code division multiple 
access, another system) service is 
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puttingall emphasis on data-based VAS. 
(See ‘You Can Also Talk, BW, 5 July 2004) 

In the coming year, GSM operators 
are likely to focus on these voice ser- 
vices. Already, Hutch has raised the 
pitch of its advertising campaign for its 
voice services (featuring cricketer Rahul 
Dravid). So has Airtel. 

There are good reasons why voice 
services are critical to GSM players. For 
one, operators are earning a pretty 
penny on them. While VAS as a whole 
earned 3.4 per cent of the industry's 
topline in 2003 (says data and analysis 
provider Gartner), it brought in about 
10-15 per cent of the bottomline. 
And voice services now account for 
about half the VAS revenues (excluding 
those from peer-to-peer SMS), say 
industry sources. 

Almost all the telecom operators 
have reported healthy trial rates. "About 
40-50 per cent of mobile users have 





already tried it once and repeat usage is 
also high," says Arvind Rao, chairman 
and CEO of OnMobile, the company 
that created the technology for all these 
voice services. That's understandable, 
especially since most Indians still find it 
easier to call in rather than download 
data. Operators say most users find it 
difficult to remember SMS codes, and 
the number of GPRS users in India as a 
share ofthe total subscriber base is low. 

There's another important reason 
why telecom operators will look to drive 
voice services. Although the overall 
market is growing, the expansion is 
increasingly bringing in subscribers 
with lower disposable incomes. 

Gartner's telecom analyst Kobita 
Desai says: "Operators can expect their 
average revenue per user (ARPU) to be 
under consistent pressure. While mo- 
bile applications may not have a signifi- 
cant impact in yielding incremental 
ARPU, they would help in stemming the 
southward drift of ARPUs, or at least 
marginalise it." 

But here's the big question: are In- 
dian telecom players getting carried 
away by the allure of a short-term op- 
portunity? Are they ignoring the perils of 
too much voice and too little data? 


Voicing Concerns 


The reason operators need to heed the 
questions is that once volumes pick up, 
the economics of voice services will 
change. To figure out how, we need to 
understand the cost structure. The 
biggest upfront cost in starting VAS is 
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the cost of the platform itself. The con- 
tent for most individual services like 
cricket scores on SMS are on revenue 
share deals and hence don't attract any 
upfront cost. But one needs to invest in 
an SMS centre to provide SMS or a 
multi-media messaging service centre 
for MMS. But OnMobile has built the 
voice portals for all the leading players 
on a revenue-share basis. “So the capital 
expenditure, stretching across numer- 
ous services, will need to be offset by to- 
tal volumes on the platform, and not so 
much by individual services," says Balu 
Nayar, associate vice-president and 
head ofVAS, Hutch. 

The problem is that voice services 
take up alot of network space and that 
can put strains on profitability. Opera- 
tors claim that none ofthe voice services 
are chokingup their networks yet. But as 
volumes move up, this will change. 

According to consulting firm Analys, 
a minute of voice telephony could take 
up over 14 times the network capacity of 
an MMS, and over 900 times that of an 
SMS. Revenue per kilobit is a metric that 
telecom operators will not be able to ig- 
nore soon, says Desai. 

As voice volumes increase, GSM 


capacity or shift users to data-based ser- 
vices. The first would come at a substan- 
tial cost and hence directly affect an 
operator's bottomline. The better way to 
address the problem would be to shift to 
data, the alternative that uses network 
capacity more efficiently. Also, more 
services — like email, MMS — can be 
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VOICE SERVICES 


The canVAS 
Strategy 


9 Operators are pushing voice 
services as a part of VAS 

9 The services are being extended 
to multi-lingual offerings 
















Pitfalis 

9 Voice services use up a lot of 
network capacity 

€ Expanding network capacity 
entails high costs and hence a 
dilution of profitability 


Alternatives 

9 Develop data services that use 
fewer network resources, like 

GRPS (general packet radio 

service) and multi-media services. — 
€ Avoid skimming and price VAS 
attractively for a larger market | 


offered through a data portal. 

For the moment though, it won't be 
easy to push data services. The limited 
number of data-enabled (GPRS) hand- 


| sets is a significant handicap for GSM 
operators can either increase network | 


operators. Though there are 1.25 million 
GPRS handsets in India, only about 
300,000 have signed up for the data ser- 
vices that run on that technology. And 


| herein lies a paradox. Operators cite the 


low user base as the main reason to go 
for applications available on voice and 
SMS, and not on GPRS portals. On the 
other hand, users are deterred from tak- 





Hutch and Airtel have been quick to seize the opportunity — their new campaigns are focussed on voice services 
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ing to GPRS services because 
of the steep price tag they 
come with at present. So 
though 30 per cent of the new 
handsets sold in India are 
GPRS-enabled, not many are 
taking to the service. If usage 
has to grow, the pricing has to 
be sorted first. 


Pricing it Right 


One would expect the pricing 
of VAS at this early stage to be 
attractive enough to develop 
the market. Yet, on the face of 
it, GSM operators seem to be 
skimming the market — on 
both voice and data services. 
BPL Mobile offered exam re- 
sults on SMS at Rs 7 a pop for a 


Developers: 
Value warriors 


EVELOPERS are the core of 
D any value-added services 

(VAS) strategy. It involves 
thousands of the breed. Reliance 
Infocomm was the first operator to 
launch a formal programme for 
developers and now has 11,000 
members. Idea Cellular has a 
developer programme called Vas 
Factory. Both Airtel and Hutchison 
work with thousands of developers in 


India and overseas. As the ecosystem 


Is falling into place, operators have 
begun to rely on different partners for 
ideas and implementation. 

There are three kinds of partners 
In developer programmes. Content 
players like Mauj and Indiagames, 
who develop copyrighted content. 
Technology players like OnMobile and 
Cellebrum, who provide the 


technology and platform. And content 


aggregators like Yahoo and Rediff, 
who use the platforms to serve the 
content to the surfer. 

Already, operators are learning 
that speed and collaboration hold the 
key. Hutch cites quick decision 
making as one of the main reasons 
for its success. Reliance provides its 
developers with engineering support 


and even office space at times. ia 





VOICE SERVICES 





Arvind Rao, OnMobile: The voice behind all GSM voice applications 


few months, and then increased the 
price to Rs 10. Idea Cellular has priced 
its voice portal services at Rs 4.99 a 
minute. Now compare these to the Rs 
1.50 or less one pays for a peer-to-peer 
SMS and you get a sense of the pricing. 

Desai says Indian operators could 
well be committing the mistake that Ko- 
rean operators made in their initial 
years. While trying to grow ARPU, the 
largest Korean operator, SKT Telecom, 
had priced its entire basket ofVAS on the 
higher side. The result: the anticipated 
jump in ARPUs did not materialise, as 
consumers did not increase the mobile 
services’ share of their wallet. 

There is more data to support the 
claim that Indian operators are getting 
carried away on the matter of pricing 
VAS. Consider this: Indian GPRS ser- 
vices are priced at Rs 99 and Rs 499 for 
limited and full-fledged access — a 
shade higher than the average national 
ARPU of Rs 451. US operator Nextel 
Communications has an average ARPU 
of $70 and its email product is priced at 
$5, or 7 per cent of the ARPU. Another 
US operator Verizon's ARPU is $50 and 
its email product is priced at $5. Japan- 
ese operator KDDI offers a basket of 
VAS, including email and photomail, at 
a flat fee of $11, 15 per cent of its 
monthly ARPU. 

Indian operators say their target 
market can afford these services. It's true 
that GPRS services are aimed at the pre- 
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mium segment, and not the mass mar- 
ket. Besides, the content bought by the 
operator often comes at significant 
costs — like those for Spiderman games 
or cricket World Cup rights — and they 
have to be recovered. 

Hutch has its own rationale for pre- 
mium pricing. When it introduced Java 
games, it had a seven-month lead over 
the rest ofthe field. So it priced games at 
Rs 50 each, which was almost as high as 
the monthly rental for some other ser- 
vices on the network. To induce trials, 
Hutch also offered a limited-play ver- 
sion of each game for Rs 20 (a proposi- 
tion akin to a shampoo sachet's in the 
FMCG space). In the first quarter after 
introduction, a third of the users who 
played the games opted for the limited- 
play version. But by the next quarter, 
that shrunk to a tenth of the users. Soon 
afterwards, it dipped below that. 

Says Nayar of Hutch: "Our con- 
sumers found far greater value in an 
unlimited bottle of shampoo than the 
low-priced sachet. In the games cate- 
gory, the price benchmarks our con- 
sumer looks at are not related to the 
prices of other services, but to other 
avenues of entertainment." 

For now, CEOs like Mittal are relish- 
ing the first flush of success. But there is 
a call waiting for them. Sooner or later, 
they will have to pick it up. E 


Inputs by Irshad Daftari. 
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Bvogue 


HE next time you decide to upgrade your mobile, 
you could actually be picking up a computer — à 
small, smart, multifunctional gizmo that can also 
talk to other devices. If you have been following 
the development of cellphones even cursorily, 
you would have noticed that they are getting 
more versatile by the day. Already you can 
use your hand-held for quite a few tasks — watch 
trailers, take snaps and play games. Soon enough 
you will have devices that'll fit in your pocket and 
can be used to browse the Web, take pictures, send 
email, act as a TV remote, edit documents, talk to 
your Sony Aibo pet or the printer. 

Cellphones that are not merely cellphones 
but can also replace your personal digital assis- 
tants (PDAs), and do other things as well, have 
always been the goal of gizmo developers for 
some time now. Only that the first few genera- 
tions of such devices were horribly clunky — and 
not particularly good at doing the added new func- 
tions. You needed to put up with tacky shapes, 


small screens, Lilliputian keypads. Now, you can go 
for something like the Motorola MPx or a Zire 72 PDA 


e of 













€ Quad band world phone 


6 Conference calls; also speaker 
phone function 





ANTHONY LAWRENCE 


6 Chess, solitaire and other games 





6 0.3 megapixel digital camera at the back. 
Screen works as viewfinder 





@ MP3 capable ——— 


@ Email, SMS, web browsing and photo messaging 





@ Read ebooks, write and edit notes 


Graphics: ASHISH SAHI & NEERAJ TIWARI 


BUSINESSWORLD 9 AUGUST 2004 


" e — ame NN Hitt nne RORY eamm e BANA A ANNAE RH SII tr RM A P "meer ribi iet pei memini 


— they pack more and are easy to use, And each 
subsequent generation is getting better, faster, 
smarter and, of course, smaller. | 

The devices rolling out today are already the dig- 
ital equivalent of a Swiss knife. It won't butter the 
toast but will easily reset a toaster's timer or print a 
photo via Bluetooth (personal area network). Much 
like you change TV channels via an infrared remote. 

Thankfully the obsession with packing in every- 
thing into one place hasn't stopped at pocket-sized devices. A 
hybrid character is the in-thing in any device. Take the elec- 
tronic musical instrument for your child aspiring to be a pi- 
anist, The Casio digital piano can exchange notes with a PDA 
or à desktop. Your daughter can plug it to the PDA and 
download music or simply compare her composition 

with those by Elton John or David Braid. Now, she 
doesn't need to go to a studio to compose mu- 
sic, but can burn the right tunes at home. And 
.. while she is at it, you can take her snaps using 

| youraim-and-shoot digital camera and send 
| themtoa printer via Bluetooth. 
BE Not long ago you needed to lug a separate 
* cellphone, discman, a PDA and a battery of 
chargers to keep them all running. Now, with one 
^. multifunction gizmo you can do with a single 
- charger. If Microsoft has its way even that single charger 
would be part ofa bygone era — on 22 June the Redmond gi- 
ant was issued a patent (US patent number 6754472) for 
transmitting power and data using the human body (see 
“Wired To The Soul’). 

But that's still in the future. At present people in Tokyo are 
using their phones to watch TV, read books and play games. In 
NewYork, a law firm is giving the latest Handspring Treo 600 
= PDAinstead oflaptops to its lawyers. It's an all-in-one that 

- talks to the Star Trac wireless treadmill. The infrared port 
{a exchanges workout data with the machine — heart- 
k beat, body mass index, speed etc. While at the pantry 
the lawyers know how much fat they burnt. No lap- 
tops to lug around. In India, the next few months 
will see vendors vying with each other to sell 
multifunctional smart phones, MP3 players, 
TVs, DVDs or gaming devices. 
Whether you crave for convergence or 
not, you will be spoilt for choice while buy- 
ing a desktop, a laptop, a PDA or the yet-to- 
be launched Ultra Portable PC (UPC) that’s 
easy to carry without compromising on the 
capability of a desktop. And if you are still 
debating between buying a Plasma TV or an 




















= Convergence is the new mantra for gizmo 
p makers. And all-in-ones are becomin 
Standard across the board. By Shelley Si 
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now comes with a TV tuner card capable of decoding 
cable signals and beamed on any light or neutral 
colour screen of up to 100-inch size. Canon 
launched a projector TV a couple of months back 
and has sold five at Rs 85,000 (plus taxes) a piece. The 
company is targeting consumers who buy flat screen 
and plasma TVs. About 17 per cent of the total TVs 
sold are in the 34-, 39- or 42-inch category. 
Meanwhile, the metamorphosis in the plain old 
| PDAhasmeantthatthe digital assistant will live to see another 
| day. Not long ago PDAs were expensive replacements for the 
| calendar, post-it notes and appointments schedule. But the 


| Zire 72 PDA from PalmOne has got a built-in camera that cap- 
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Wired To The Sou! 


ET ready for a new class of portable and wear- 

able gadgets: Earrings that deliver sounds sent 
from a phone wired on the belt, or spectacles with 
screens that flash up accompanying images and 
video footage. Pretty soon you could actually tailor 
your technology in the same way that you tailor 
clothes. And all powered by your body. 

The patent (number 6754472) issued to Mi- 
crosoft by the US patents department, which bears 
the unimaginative title ‘Method and apparatus for 
transmitting power and data using the human 
body’, makes this scenario a reality. Way back in 
1996, IBM had also demonstrated the capability of 
the human body as a power source. 

It's like science fiction come alive. What you 
saw in The Matrix — humans used as batteries — 
doesnt appear to be too far-fetched now, 

In theory, it is very workable. The human skin's 
conductive properties can be used to link up a host 
of electronic devices to the human body —from 
PDAs to mobile phones to microphones — to po- 
wer them. Gadget lovers could use a single key- 
pad, possibly on the arm, to operate the gadgets. 
And at its most far-reaching stage, the technology 
could combine with sensors fitted around our bod- 
ies and clothes to sense and react to the changing 
circumstances of our everyday lives, 

Life will be like a self-winding watch — where 
power runs out only with death. Will it work? The 
company is coy about revealing what it has in 
mind. But with this, personal area network (PAN), 
will definitely get a new meaning. 
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NY change in a gadget from, say, cordless phone 

to a mobile phone requires a whole new radio 
circuit, Receiving and understanding the signal by 
either gadget requires electronic devices designed for 
that particular signal. Which is why your cordless is not 
a cellphone. Neither is your cellphone a TV remote. For 
each purpose you have to buy a new device. But a 
software radio could change this. 

A software radio uses a simple receiver to throw the 
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memory, where software — and not hardware — does 
the signal processing. Vanu Inc., based in Cambridge, 
Massachusetts, is at the forefront of developing such 
software radios. Intel is also working in this area. 

With a software-defined radio circuit, building in the 
ability to talk with many different types of radio circuits 
becomes a programming issue, and not a physical 
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The Hybrid Soup 


EFORE you go in for the hybrid devices, here's a 
brief definition of some commonly used terms: 
Wi-Fi: Aiso called 802.11, it's a popular way to 
connect devices to the Internet and each other. 
WiMax: it's an ultrafast and long-range wireless — 
about 30 miles. It's intended to connect homes 
and businesses not reachable by cable. 
802.20: WiMax with mobility. If you are in a car, it 
helps you remain connected even at 240 kmph. 
Bluetooth: Connects devices like printers to PCs 
and earpieces to phones. Range: up to 30 feet. 
GPS: Global Positioning System provides accurate 
navigation using data from 24 satellites. 
VoIP: Expect the Internet Protocol phones to 
replace the conventional phones soon. 
Phising: It fakes emails from legitimate sources to 
gain personal information. Phishers plan to target 
smart devices. 
Infrared: Like in your TV remote, it needs line 
of sight to activate a device. 
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tures MPEG 4 video with sound, MP3 music player and a 
handy slot for recording quick voice memos. Bluetooth capa- 
bility ensures wireless prints of photos or Internet browsing. It 
makes the earlier generation HP Jornada or PalmOne Zire 71 
look like a species from the dinosaur era. 

As gizmos get fancier, buyers are looking for new features. 
Lens quality, data storage capacity, zoom performance and 
anti-shock protection are also becoming selling points. As far 
as megapixels are concerned, the camera phones are yet to 
score. The demand has already moved to 4-6 megapixels 
(MP), Bluetooth capability and single lens reflex boxes. The 
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The Radio Revolution 


entire contents of a range of frequencies into computer 
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limitation. As new standards 
| are developed, it will no 
| longer be necessary to buy 
new equipment. In future, 
a downloadable patch is 
all you will need to 
upgrade your 2.5G GPRS 
phone to a 3G phone or 
even to enable it to work 
on a CDMA platform. 
Though such a 
vision is still 
about three 
years away, when 
it does arrive, it'll 
mean more choice 
and cheaper gadgets. 
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cool new thing at over Rs 55,000 is the Nikon D70. It promises 
the tiniest shutter lag, 6-MP picture and removable lenses. 

At the lower end of the market, the field is crowded with 
brands like Kodak, Canon and HP Go for one with at least 3 
MP resolution, zoom lens, least shutter lag and at least 64 MB 
memory card. These retail between Rs 11,000 and Rs 22,000. 
While your own photolab, a portable printer, will set you back 
by atleast Rs 5,000. 


The Drivers 


The devices are attractive and makers have overcome hurdles 
in style and functionality so as not to restrict the market to 
geeks only. Moreover, price and small form factor have con- 
tributed immensely in enhancing their appeal. In 1996 when 
Kodak launched its first digital camera, it cost Rs 58,000 and 
was good only for a 640x480 pixel picture. The same is now 
available for Rs 1,500. Expect the plasma TV prices to also 
come down to earth in a year or so — Intel is launching a new 
chip LCOS (Liquid Crystal on Silicon) early next year that will 
reduce the plasma TV price by about a third. 

A gaming phone, like the Nokia N-Gage or even a 3 
megapixel camera, is available at under Rs 10,000. At that 
price people are more than willing to pay for a nifty product. 
Also, they can do much morethan what the productis actually 
meant for. Take the Apple iPod. At 15-, 20- and 40- GB memory 
sizes on the palm, it's not only for downloading music but also 
to store personal files and pictures. | 

Intel's marketing director (South Asia) Jayant Murthy ex- 
pects the 2.5 MP camera at Rs 1,500 to be the mainstream 
camera. Overall, the digital camera market is set to grow at 
65.6 per cent this year, says IDC. The actual numbers sold are 
likely to be 1.94 lakh units. Leading retailers in Bangalore and 
Delhi sell about 150 a month. In Bangalore the sale of digital | 
cameras has overtaken that of analogue versions, according to 
retailers Whizz and GK Vale & Company. Of the one million 
| phones sold a month, every fifth is the camera variety. For the 
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Calling future - savvy professionals 





Bens future-sawvy is a lot more than creating a vision for the future. It’s about laying the roadmap, creating the 


irection, enjoying challenges, it’s a 
om experience. 


an 


process. We speak 


Pe leading the change, aerate difference; it's about knowing when to accelerate, it’s about control 
d ut enrolling people in and above all being excited about the whole 


As an organisation which through its existence of over 5 decades has overcome challenges, scaled the peaks, 


reinvented itself, held itself together when the goin 


was tough and fast tracked its way to growth, we believe that 


creating the future begins, here and now. In our thoughts, mind and attitude. 


We are one of India's leading healthcare groups burstin 


g ahead with a new vision that sees us as one of the top ten 


global generics company by 2010 and a research-driven global company by 2020. 


We invite ‘future-savvy’ professionals with ‘Josh’ who can drive our growth and be a part of a new organisational 
transformation process. We are looking at people who can join in the critical positions of : 


Leaders - Project Management Office (3 positions - 
One at Mumbai & Two at Ahmedabad) ~ The leaders 
would lead, co-ordinate, implement strategic 
programmes in the organisation. 


Head - Leadership Development - Leadership 
development has been identified as the central theme 
of the organisation transformation programme that we 
have launched. We are looking for a candidate with 
well-rounded leadership ca bilities, strong drive and 
sound understanding et PRT SA ia for 
leadership development and hands on experience in 
implementing them, to head this critical position, Based 
at Ahmedabad, the Head of Leadership Development 
will drive the organisation transformation programme 
under the sponsorship of the President - Group HR and 
UN Communications. Key responsibiiie will 
include: 


€ Facilitating the process to profile leadership 
competencies for pivotal position holders 


€ Identifying thrust areas for professional 

evelopment. Designing and executing professional 

development programmes for pivotal position 
olders 


€ Establishing a coaching and mentoring programme 
for pivotal position holders and high potential 
managers 


€ Facilitating performance dialogues to strengthen 
performance accountability 


6 Designing a high pria programme to ensure a 
Mady pipeline of future leaders. 


Post Graduates in business management with 
specialisation in HR - OD/OB and 2-3 years of work 
experience can also apply for the position of Team 
Members to support these Pk el s development 
initiatives. 

Head - Intellectual Property Rights ~ Based at 
Ahmedabad Head IPR would provide commercial 
support and advice on IPR protection and policy. 


Head - Budgeting and Performance Monitoring - will 
lead the annual odidin process which will include 
finalising and facilitating the process of budgetary 
revisions in light of the i Meek market environment, 
facilitate the performance review at the corporate and 
business unit levels and build the budgeting and 
performance monitoring cell. This senior executive 
position based at Ahmedabad will drive these processes 
under the sponsorship of the CFO. 


What makes these positions so critical in our plans for 
the future? What are the challenges that the positions 
will need to address? What would be the right fit in 
terms of qualifications and experience ? 


If you can log on to www.growithzydus.com we can 
answer all these questions and many more. It would 
also be an answer to your search - An organisation 
that is growing and evolving and matches your desire 
to explore the future space. 


Zydus 
Cadila Healthcare Lid., Zydus Tower, Satellite Cross Roads, Ahmedabad - 380 015. 
Phone : 491-79-26868100 (20 Lines) Fax : +91-79-26862365 


Healthcare Limited 












f RE you off to pick up the 


phone that your boss has? 
Before you do so to impress your 
girlfriend, check if you really 
need it. Check out gizmodo.com, 
boysstuff.co.uk, 
expertverdict.com, or try 
presentsformen.com. Here are 
some more tips to help you pick 
the right gadget: 


Smartphones & PDAs 


System: Steer clear of the Mi- 
crosoft Smartphone OS used by 
MPx200 which works only with 
PCs. Palm and Symbian devices are, however, compat- 
ible with both Mac and Windows. In PDAs there is little 
to choose between Palm OS and Windows pocket PC. 
The former is simpler but less powerful. Check out 
Bluetooth and Wi-Fi capability on your Palm. 

Memory: 32 MB is average. Go for 64-128 MB. 

Bells and whistles: Little extras can make all the dif- 
ference. Some can record video, some can't. Others 
have built-in MP3. Decide what you want. On PDAs, re- 
member MP3 eats battery life — which could leave you 
without your address book at a crucial moment. 


DVD Players 
Surround formats: 
Virtually all DVD play- 
ers are capable of outputting Dolby Digital 5.1-channel 
surround sound. Now there are DVD and CD titles avail- 
able in 5.1-channel DTS (Digital Theatre Systems), 
considered to be a superior format. If you prefer DTS- 
encoded discs, you'll need a DTS receiver, or a DVD 
player with a built-in DTS processor that can be mated 
with a compatible receiver. But beware that some bud- 
get DVD players have difficulty passing the 5.1-channel 











MP3 players, the numbers are still small, a few thousand, as 
the prices even of the key chains are at least Rs 5,000 to Rs 
7,000. But before you jump into the converged devices, be 
warned about spam mail and virus attacks. 


The Virus Threat 


An essential feature of today’s gizmos is that they can talk to 
other devices via Bluetooth, Wi-Fi and so on — increasing the 
threat of viruses. With stand-alone devices, there is no prob- 
lem. But with an OS and Bluetooth capability, things change — 
youare connected to the world all the time. Peter Theobal, CEO 
of IT Secure, sees the threat increasing and dubs the 'cabir 
virus that hit Bluetooth devices as a proof of concept. Soon 
we'll have smartphones and Black Berries that are always con- 
nected to broadband data and voice networks ofintelligent de- 
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Smart Buyers’ Guide 


signal onto DTS-compatible receivers. 
Compatibility: If you buy it from 
abroad, make sure it can be used here. 


MP3 


Capacity: Hard-drive MP3s hold the 
most — 1,000 hours of music on 
60GB. Prefer these to Flash-memory 
ones, which max out at 512 MB (about 
120 songs). 

File management: MP3 files include 
ID3 tags that provide artiste, song title, and album 
name information. Look for one with an easy-to-read 
LCD screen. 

Port type: Downloading 5GB of songs from your PC us- 
ing a USB 1.1 interface can take all night. Look for 
players that use USB 2.0 or FireWire. 


Digital Cameras 


Resolution: To only email snaps, a camera under 

2 megapixel (MP) will do. A 3-MP camera can 

print 5-by-7 inch; and a 6-MP camera can print 8-by- 
10 inch. 

Zoom: Vendors combine optical zoom (moves lens to 
magnify subject) with digital zoom (captures fewer pix- 
els and magnifies them). Always 
go for higher optical zoom. 
Exposure settings: All cameras 
let you shoot in automatic 
mode. Better cameras offer 
aperture- and shutter-priority 
modes, where you adjust size of 
the lens opening or how long the 
shutter stays open, and the 
camera automatically controls the other variable to give | 
you proper exposure. 

LCD: If possible, try a camera outside before buying it. 


Ideally, picture on LCD should not fade in petet 
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vices, connected on a common platform. Once these are in the 
market, virus writers will shift focus to cripple the wireless 
world. So, be ready to install a firewall in your mobile. 

Another limitation that future gadgets will overcome is 
juggling across various networks and standards. What you 
needis oneuniversal device that can roam the world. That vis- 
ion isn't far with Software Radios — expected to be in the mar- 
ket by 2007 (See 'The Radio Revolution). They will be a depar- 
ture from today when all radio technology will be on a single 
Palm. Icons on the screen with Word, CDMA, GSM and ability 
to ride multiple frequencies like 2.4 GHz to 5 GHz for Wi-Fi 
and 3.5 GHz for WiMax will be the ultimate tool. That will take 
a couple of years. But, in the meantime, over the next four 
pages take a closer look at some nifty gizmos waiting to be 
picked. N-joy! wv 
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The 98% Piano | 
N acoustic piano weighs about 100 kg and costs about Rs 10 lakh. | 
If you are short on funds, go for a digital piano. Casio’s Celviano 
AP33 at 44 kg and Rs 85,000 is a steal. Professionals callita 98 per | 
cent piano, as the high-end notes’ frequency from the last four keysis || 
better in an acoustic piano. You can play with headsets on, and also | 
store a song up to 2,500 notes. A floppy || 
disk drive helps store more numbers. | 
It connects to a computer to help com- || 
! pare notes with experts, or create a virtual | 
studio. Korg, Yamaha and Roland | 
also make digital pianos. If you are willing O 
to spend more, buy one | 
with a display. | 
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digital assistant (PDA) but smaller than a laptop — | 
made possible by shrinking the hard drive, battery and the | 
emergence of high-performance low-power chips. Now | 

. firms like Antelope Technologies, Flipstart and Vulcan are | 
» making UPCs for business travellers who don't want to | 
lug around a laptop. | 
Microsoft co-founder Paul Allen's Flipstart, for | 
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— From robot pets to digital music 
systems, these are the toys to kill 
for. By ele Singh 


HE Ultra Portable PC (UPC) is bigger than a personal 


Ultra Portable PC | 


one, has developed a clamshell PC shrunk to fit || 

in a pocket. Essentially a flip-up screen and key- | 
pad, it has a 30 GB hard disk drive (HDD), 1 GHz 
chip, and a touch-sensitive screen. What separates it | 
from a PDA is the ability to run the full version of Win XP, 
besides CRM software. But UPCs are heavy on the 
ciis — - PONE $1, 500 to dri 000. 






Zire 72 
promise a come- 
back for the PDA in | 
a market otherwise dominated 
by smartphones. Boasting of | 
better memory and a faster | 
processor, the $300 Zire 72 
can take photos, connect to 
devices via Bluetooth and 
stream videos. The voice [| 
memo option is handy: park i 
your car and tell the Zire where | 
you left it. You won't have a | 
problem locating the car — 
just playback the memo. Sony 4 
TJ37 offers similar features. — 
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Prices of some products as prevalent in the 
international market 
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TECHNOLOGY 


V^ | | [| Camera For Grown-ups 


ATEST in the range of SLRs, the 6.1 

megapixel single lens reflex Nikon 
D70 competes with the Nikon D100 
and Canon EOS Digital rebel. 

The D70 employs the Nikon DX For- 
mat sensor and Nikon F lens mount de- 














TILL looking to buy an LCD ora Plasma TV? Instead," ||| sign. It has a 1.8-inch LCD monitor. 

try the 2.2 kg Canon LVS3 projection TV, small | Hi Versatile LCD playback options include 
enough to fit in a briefcase. This one comes with a differ- | ||| single frame, thumbnail (4 or 9 seg- 
ence. Just plug in your cable TV cord and you have a TV ! ||| ments), zoom playback (up to 4.7x), 
with any screen size up to 100 inches, and up to 1,000 f Il slide show and highlight point displays 
channels. It even takes the input from your VCR, digital ||| with automatic image rotation for verti- 
camcorder, digital camera or computer. | ||| cal shots. But for about Rs 60,000, it 

LVS3 comes with a mini remote control. Its 1.2X | li isnt light on the pocket. 

zoom lens projects an impressive 100-inch screen from ! lil If you have a tight budget, do 
a distance of nine feet. You can aim it at the wall or buya | | | check out some of the three-to-four 
high-gain screen that would cost you between Rs 3,000 | Il megapixel cameras from Canon, 





and Rs 6,500. Not only that, the zoom lens lets you ad- à || Kodak, Olym- 
just the image size to fit the size of your room. At " |l pus or Fuji. 
Rs 85,000 (plus taxes), its flexibility and portability will 
give flat screen or plasma TVs a run for their money. 

| The Canon LVS3 projector TV comes with a two-year 
warranty, as well as a 180-day lamp life warranty. It 

has a 1,250 lumens (unit of light) lamp. But if the 

lamp blows up, you'll have to spend Rs 31,000 for 

| anewone. 


Graphics: ASHISH SAHI 
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Music On The Go 
PPLE'S original | Though the Rio Karma 
iPod was a | lacks Pod's panache, it's the 
| market phenomenon. | jukebox king in all other Pieri 
| The new version Was raised the bar. At 61x104x15 areas. Perfect ergonomics, a Settings 


Backlight 





i 

| mm, it’s smaller than a postcard, and has the edges | cool design, 14-hour battery 
| rounded off. Capacity remains a strong point despite | life and 20 GB memory are 
| 

| 





the decreased dimensions — it now comes in 15-, its highlights. á 
20- and 40-GB varieties, though battery life might | Other MP3 players worth 
suffer. It lasts for only eight hours per charge. a look are the 14-hour bat- 
The new dock, smart shuffle and on-the-go | tery life |-Bead and the 18- 
playlist management and music quiz games are , hour battery life Prestel MP- 


(20 GB) and Rs 34,000 (40 GB), it's a bit expensive. | 256 MB, and cost 
But then you have the option of storing music, pic- | Rs 12,000 and Rs 8,000 A "A 
tures and personal documents. respectively. * 


| 
ti 
C 
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I great additions. At Rs 22,000 (15 GB), Rs 27,400 | 10. Both models offer 
| 
| 
1 
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Mobile Jukebox 


F the Apple iPod isn't good eno- || 

ugh for you, this 20 GB device | 
might fit the bill. It plays music | 
|| and movies. The RCA audio/video | 
||| jukebox is easy to use and | 
||| portable. It has enough battery to 
power video playback for four 
hours — perfect for those who get | 
bored during long trips. The down- | 
side: it has no built-in speaker. You /9 
LL! eq. to cary gie: 


HE Canada- 
based Research 
In Motion (RIM) will 
soon launch Black- | 
Berry in India. Black- || 
Berry phones handle | 
email and text mes- 
] sages with ease. 
| What sets this apart from other 
| wireless devices (HP's iPaq or 
| Treo) is that it's always on. You 


| Your email finds you; there is no di- Oo 
| aling in or initiating connections. // 


- Ready To Engage 


HE N-Gage QD, a phone-cum- || 
gaming device, is an improve- | 
||| ment over the original N-Gage. QD 

Mi | has an easily accessible slot for 

||| inserting games, which come 

Il | stored on MMC media. It costs 

||| Rs 10,000. But if you want a pure 

||| gaming device, go for the Sony 

||| PlayStation Portable. Or wait for 
||| the Nintendo DS. 


| don't need to retrieve your email. || ||| 


A 
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Scent Of Mail | 
| | 
| OW does that box of cookies on the online mall smell? | 


! Heres a US-based company, will soon have some an- 
swers. It's testing ScentMail that lets you send and receive 
aromas while surfing the Internet. It has released a beta version | 
of the Scent Dome, an olfactory printer that can | 
be attached to your PC and reproduce a | 
given odour. | 
A disposable cartridge contain- 
ing 20 aromas can be mixed to 
create 60 different smells — 
from coffee to lavender. You 
can send and receive codes 
to the dome, which sprays 
the fragrant fluids in the air 
around the PC. At 
Rs 20,000, the 
olfactory dome is 
expensive. And the 
price doesn't include 
lessons on aroma 
mixing from our own 
Blossom Kocchar. 




























VISMEDIA 


In | Bihüry Cinta 


FUTURISTIC butler-cum-life partner, Party Bot is a remote- | 
controlled automaton that can be programmed to carry 
drinks. It entertains guests with a pair of eyes that blink and | 
ears that move, and also runs other errands like sweeping 
floors using its built-in brushes. 1 

Party Bot is bound to become a cybernetic object of desire 
among couch potatoes. Operated by infrared remote control, 
this hyper-intelligent party animal is 
simple to manoeuvre and features a 
demo mode, so you can see what 
he's capable of. It requires eight 
AA batteries and measures 
25x25x25 cm. 

Do check out Pino as 
well. It walks, sings, 
dances and even protects 
your home from burglars. 
Pino needs four AA bat- 
teries and comes 
for Rs 4,800, 
while the Party 
Bot costs 
Rs 3,500. 


—— 


3 2 





TECHNOLOGY 
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. gi | is possibly the most expensive chair you'll 
Digital Massage | buy. Other models are the Bliss chair (Rs 


| F you prefer a masseur to shape up your body ona | 85,000), iMedic (Rs 2.12 lakh) and Mil- 
Thai beach, you might find the idea of sitting on a | lenium chair (Rs 1.60 lakh). Osim India, 

































massage chair quite unappealing. Unless you have | a division 

had a massage on the Osim iSymphonic Massage _ of Para- 

Chair. It scores over the ordinary massage chair, | mount Sur- 
thanks to an intelligent software that detects the | gimed, markets 


precise location of the acupressure points alongthe | ithere. 
back. It determines the exact body shape of the user, 
and helps apply a more sensitive massage. It will re- 
lieve you of fatigue and neuralgia, promote blood cir- 
culation, ease muscle strain and stiffness. 

The chair also synchronises the pulses of the 
massage with the music being played. A hand- 
held displays the function being performed 
and helps set the timer. At Rs 2.69 lakh, this 


DILEEP PRAKASH 
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M Record The Burn 


e 
poen BMW helped design this high-tech 
Star Trac Elite treadmill. It enables transfer 






HAT are you doing with all 
| the images shot on the 

|| digital camera? Try the Nokia 
| 

| 

| 





of workout data from the treadmill to your Palm 

hand-held. Of course you have to download the | 

Pro Partner software on the Palm hand-held to | Su-4 digital frame. It uses in- 
| 


| 
frared to transfer images and 
| 





enable the Infrared (IR) communication with 
the console. 

The downside: at present the Pro Partner ap- 
plications work only on PDAs with Palm OS. 

The treadmill boasts a stunningly curved body, 


can be used with a variety of i 
phones. Plug the $239 frame 

into a wall and aim your camera's infrared port | 
towards the frame to transfer pictures. © 



















| 
three entertainment/data ports and an aero bar || SE 
innovative handle for extra stability. It is powered m 6 
by a 2.5 HP motor. Its high-tech display panel | | 
shows speed, incline, time, calories burnt, dis- | P retty Pet 
tance, pace, laps and heartbeat. After your work- || ONY Aibo is back with a bang — 
out, just point the PDA to the treadmill. A sum- as Version ERS-7. The pup now 
mary will be available on the PDA. You'll know the understands 100 words and 
calories you burnt before you dig into your next ri ® phrases, is Wi-Fi enabled, reco- 
meal. It might make you feel light except for its V T "BP gnises its owner and self-char- 
price — a whopping Rs 9.50 lakh! One with a TV | Ti ges using visual pattern recogni- 
on the display panel costs Rs 10 l | || tion technology. It won't be in shop till Novem- 
lakh. And no, the PDA doesn't l| | ber. Use the time to save Rs 75,000 to buy it. 
come free with it. | Qm ———————————0 
Slim Gym Enterprises — | nme. Ec Oo 









markets this ' M One For The Ear 


treadmill in In- 










dia. When HEADSET is now a gadget in its own 
Anil Ambani right. Sony Ericsson and Plantronics 
isn't out jogging, offer Bluetooth headsets. It connects 
he uses this wirelessly to devices like cellphones. 
treadmill. Frequent flyers must try Bose's 





earpiece that muffles a plane's € 


|| roar. The headset price varies 
| from Rs 2,500 up to Rs 20,000. 





+ 
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Manoj Kunkalienkar, 


ED and president, 
ICICI Infotech 


Currently, I'm reading a book written 
by Richard Feynman, called WHAT A 
CURIOUS CHARACTER. The book is 
essentially an autobiography. It is a 
series of incidents and anecdotes in 
the life of the Nobel prize-winning 
physicist. Most of it is made up of 
stories that didn't fit into his more 
famous autobiography, SURELY 
YOU'RE JOKING MR. FEYNMAN. 
Normally, I like reading short sto- 
ries. I have just finished Roald Dahl's 
SHORT STORIES. One book that I re- 
ally like is MANWATCHING, written 
by Desmond Morris. It's a book on 
psychology and human behaviour, 
how time and different geographies 
changed human beings. I pick it up 
often and just flip through. I also read 
the first Harry Potter book recently 
and found it very interesting. T 


ALERT 
In Praise of Prejudice 


John Stuart 
(The Subhas Ghosal Foundation) 








For those who see 
prejudice as a bad 
- word, connoting only 
| | racial differences and 
— 4 biases, author John 
Stuart begs to differ. 
Stuart argues the 
virtues of prejudice in product 
branding and, subsequently, 
brand building. Citing examples 
of icons like Apple Computers, he 
explains how a prejudiced 
approach can add individuality 
and panache to a brand. 
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AVINASH CELESTINE 





ORLD on Fire starts in 
compelling fashion — the 


American of Chinese de- 
murder of her aunt in the 


Philippines. The murderer was her 
aunt's chauffeur, who was helped by two 


maids in the household. The chauffeur | 
| gument. Chua's twist is to focus on the 


and the maids were ethnic Filipinos. 
Chua talks of her incomprehension 
about the way the murder is hushed up 
— the chauffeur disappears and the 
maids are released. Chua's own family in 


the Philippines don't want to pursue the | 
| and the Croats in the former Yugoslavia. 
| Marry ethnicity with free markets and 
| democracy, and you have a potentially 


matter. The police are apathetic. 
As Chua goes on to point out, hun- 
dreds of Chinese in the Philippines are 


author, Amy Chua, an | 


scent, receives news ofthe | 





Capitalism 


| cent of the population. For her tenth 
| birthday, Chua recalls her aunt giving 


her ten diamonds as a present. The re- 
sentment, which deepens into hatred, is 
almost inevitable from the rest of Fil- 
ipino population, two thirds of whom 
live onless than two dollars a day. 

The fact that in many countries, a 
small proportion ofthe population con- 
trols most of that country's economic 
resources is a fairly straightforward ar- 


fact that in many cases, these minorities 
are ethnically different from the major- 
ity — the Chinese in the Philippines and 
Indonesia, the whites in many countries 
in Latin America, the Lebanese in Africa 


kidnapped and murdered each year by | explosive combination. 
This is because free 


ethnic Filipinos. The criminals 
are rarely caught as they 
have the sympathy of the 
police. The reason for this 
is simple: the Chinese 
community in the Philip- 
pines, though a small mi- 
nority, are economically 
the most powerful — they 
control 60 per cent of the 
private economy though 
they make up just 1 per 


SELECTION 


Trout and the 
strategy war 


ING Customer is dead, Jack Trout 

says. "And marketing people 
have been selling a corpse to top 
management.... General Motors' 
problem is not the customer. General 
Motors' problem is Ford, Chrysler and 
the imports." Move over Osama bin 
Laden. If Trout has his way, the wars 
of the future will be fought purely in 
the marketplaces. 

This is a fascinating read, if only 
because of the author's firm belief 
that marketing and strategy are 
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WORLD ON FIRE 
How Exporting Free 
Market Democracy 
Promotes Ethnic 
Hatred And Global 


Instability 


By Amy Chua 
Arrow Books 
Pages: 346; 
price: £ 4.55 


akin to warfare. He suggests that in 
the future, marketing dossiers will 
have competition evaluation sections 
that outline operating styles of indi- 
viduals in the competitors' marketing 
departments, just the way the Ger- 
mans kept documents of Allied com- 
manders during World War Il. 


TROUT ON 
STRATEGY 


By Jack Trout 
Tata McGraw-Hill 
Pages: 143; 

price: Rs 595 
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markets and democ- 
racy favour very differ- 
ent classes. In an eco- 
nomy where a small 
ethnic minority domi- 
nates commercial life, 
the growth and spread 
of free markets can 
further concentrate 
wealth in the hands of 
these minorities. Democracy on the 
other hand, gives power to the majority. 
Politicians profit by stoking resentment 
against the minority for political gain. In 
such circumstances, spreading free 
markets and democracy, as the West 
claims to do around the world, can actu- 
ally create tremendous violence and 
ethnic strife, not calm it, as the propo- 
nents of globalisation have claimed. Ar- 
guments for and against globalisation, 
Chua says, have failed to take into ac- 
count this ethnic dimension. Efforts by 
the Americans to spread such 'values' 
around the world are naive if they don't 
take into account such tensions which 
exist. Attempts to promote democracy 
inacountry will often be opposed by the 
‘market dominant minority’ precisely 
because they fear this kind of backlash. 
As Chua points out, America is itself 
a ‘market dominant minority’ in a world 


populated by a poor, resentful majority. | 


Today's world is characterised by 
'killer competition' and the 'tyranny 
of choice'. The only way to beat these 
is to adopt the right strategy. For that, 
you need to understand a few things: 
minds are limited, insecure, and hate 
confusion and change. You must dif- 
ferentiate yourself from competition 
(the best way is to be the first), be fo- 
cused, and be simple. Most importan- 
tly, though, you need to face reality: 
that more often than not, sales pro- 





AMY CHUA is currently a professor 
at Yale Law School. Previously, 
she worked for four years in Wall 
Street, did a stint at the World 
Bank and helped privatise the 
state-owned Telefonos de Mexico. 
Chua was also a consultant for 
the American Bar Association's 
Section of International Law and 
Practice, and the Central and East 
European Law Initiative. 


mcm S MEE NUR SPEI UACSRIDE gt 
Americans might want countries to | 
have democracy within their borders, | 
she says, but they wouldn't be so san- | 


guine about a world where democracy 
was practiced between countries, like in 
the UN, for example. "Like other market 
dominant minorities, we don't trust the 


relatively poor, frustrated, resentful ma- | 


jorities surrounding us necessarily to 

act in our best interests," says Chua. 
What makes such efforts worse is 

that the version of free markets pro- 


moted by the West around the world — | 
raw, laissez faire capitalism — is one | 
which they themselves abandoned a | 


long time ago. Capitalism in the West is 
accompanied by extensive government 
regulation and redistribution, a facet of- 
ten absent in the version promoted in 
‘emerging markets’ 

So what's the solution? Chua does 


« nd ethnic strife 








dismiss the views of pundits like Robert | 


Kaplan (who argues for free markets 


Tracking 
SUCCESS 


Tue title, PASSION TO WIN: 
How Winning Companies 
Develop and Sustain Com- 
petitive Edge (Excel Books), 
might conjure up images of 
yet another effort to moti- 
vate aspiring entrepreneurs. 





BOOKMARK 








first, followed by democracy much later 
once per capita incomes have gone up, 
so the transition can be handled more 
smoothly) by pointing out that authori- 
tarianism is no guarantee of economic 
progress (quite apart from the humani- 
tarian and ethical aspects). 

She makes recommendations like 
expanding educational opportunities 
for the majority ethnic community, re- 
moving policies which favour the mi- 
norities and more generally, ‘levelling 
the playing field’. She also recommends 
measures to redistribute wealth more 
equitably in various ways, and affirma- 
tive action policies. 

And this is where the shortcoming of 
the book lies. World on Fire is a tho- 
ught-provoking book — but it's less in- 


| teresting in the area of proposed solu- 


tions. Chua's recommendations are 
measures which should be taken by the 
government of any country, market 
dominant minorities notwithstanding. 
And some of these measures, in the 
short term, can exacerbate ethnic strife. 

Ethnic strife, and how it interacts 
with democracy and free markets, is an 
interesting subject in itself. But it's not 
clear whether it's a problem which re- 
quires a policy treatment dramatically 
different from what any good govern- 
ment should be doing anyway. 2 


on a study that delves into 
their performance from 
1990 to 2003. The list is 
impressive with Infosys, Dr. 
Reddy's Laboratories and 
others, complemented by 
conversations with the men 
at the helm. The chapters 
on sustainable competitive 
edge and identity, part of 
the five clusters of organisa- 
tional attributes, are well- 


qa oto —— T9 ere 


| 


jections are driven by Wall Street ex- 
pectations, not the marketplace. 
"Wake up and face reality,' is Trout's 
slogan in his war to teach you strat- 
egy amid the clutter of bad jargon 


The authors Abad Ahmad and 

O.P. Chopra are prompt to point out 
that passion has been a vital ingredi- 
ent of business management. But the 
book takes a shot at something 
and marketing mantras. broader and more specific — cracking 

the success code of 19 of the most ad- 
PADMA DAMODARAN mired companies in India. It is based tion with others of its type. 
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| 
thought out. Still, the identity factor | 
could have been extrapolated better. | 
What would be of interest to man- i 
agement students is the sector-wise | 
analysis of companies in India based | 
on financial parameters at the very 
end. Read this book, but in conjunc- | 
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^| The shadow of lost trus 


AMESH Gelli had a distinguished career in 
private sector banking, a field in which few 
have made a name. Despite 13 years of re- 
forms, Indian banking is still dominated by 
government-owned banks. A handful of for- 
eign banks such as Standard Chartered and Citibank have 
secured a foothold; a few private banks such as ING Vysya 
Bank have prospered. But they have thrown up few 





heroes. Gelli was one of the few. He turned a staid Vysya | 


Bank into the raging favourite of the stock market; for his 
success he got a Padma Shri in 1990. And when, in its early 


reformist enthusiasm, the government threw the field | 


open to new private banks, Gelli was one of the first to 
throw in his hat. 

The Global Trust Bank was 
his creation. Its IPO was over- 
subscribed a hundred times. 
It attracted investment from 
the International Finance 
Corporation, World Bank's eq- 
uity arm. Gelli modelled it 
on Vysya Bank, whence he 
drew quite a number of senior 
managers. He made Secun- 
derabad its base, and cast his 
net across Andhra Pradesh. 
It was a different model from 
that of the other major new- 
comers, such as HDFC Bank, 
ICICI Bank and Induslnd, 
which based themselves se- 
curely in Bombay, the finan- 
cial capital, even while they 
ventured out into the country- 
side. He shaped Global Trust Bank as a regional bank, 
catering to local industry and trade. The bank's board re- 
flected this convergence of interests. Chief minister 
Chandrababu Naidu's determination to make Andhra the 
leading state augured well for Gelli. But while the bank's 
focus was regional, his outlook was global. Global Trust 
Bank was a pioneer in computerisation and Internet 
banking. It kept open two hours longer than the rest, it let 
a customer do any business at any counter and at any 


through it. The bank's profits in the first two-and-a-half 
years exceeded its equity capital. 
However, the regional focus ran aground; by the end of 


| 
| 








Bank shares to 4 Global Trust Bank shares. 

And then came the catastrophe. The stock market 
greeted Yashwant Sinhas 2001 budget with less than en- 
thusiasm, and in an excess of loyalty, the Securities and 
Exchange Board of India (Sebi) launched an enquiry into 
the crash. Amongst other things, Sebi alleged that Ketan 
Parekh had bid up the shares of Global Trust Bank in the 
wake of the merger talks. The swap ratio immediately 
became suspect, and Global Trust Bank became un- 
touchable. The merger talks broke down. Meanwhile, the 
price of Global Trust Bank shares had tumbled from 
Rs 114 in November 2000 to Rs 27 in early April 2001; that 


| of UTI Bank shares had fallen from Rs 54 to Rs 27. Gelli 


| 


The RBI has had ample notice 
of Global Trust Bank's troubles; 
it's hard to avoid suspicion that 
it has been sleeping on the job 
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lost the RBI's confidence and resigned; his men in the 
management were cut to size. 
The RBl installed its own CMD, 
R.S. Hugar, in June 2001 for a 
while, who later gave over to 
Subhash Gande. But change of 
management could not mend 
matters. After the UTI Bank 
affair, it was impossible for 
Global Trust Bank to raise 
capital, and it clearly had a 
growing load of non perform- 
ing assets (now estimated at 
Rs 1,000 crore). 

The RBI has known for two 
years that the bank was in 
trouble; an inspection report 
identified its negative net 
worth as early as September 
2002. Its figures were inconsis- 
tent with those of the bank's 
auditors; that should have been sufficient to wake up the 
RBI. Last December, the bank's negative reserves of 
Rs 118.92 crore were close to its equity capital of Rs 121.36 
crore. The RBI has had ample notice; it will be difficult 
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TRIBHUWAN SHARMA 


| to avoid the suspicion that it has been sleeping on its job. 


The action it finally took last week must also evoke dis- 
quiet. A moratorium is exquisitely designed to inconven- 
ience the bank's customers — the one group that has no 


_ blame to bear. It is a time-honoured principle of banking 
branch, and it even forwarded mails that customers sent | 


the millennium the bank was short of capital, and Gelli | 
| almost wipe out the profits of the Oriental Bank of Com- 


was looking for growth through mergers. Negotiations 
were begun with HDFC Bank and then with IndusInd 


Bank, and came to nothing. Merger talks with UTI Bank | 


advanced much further; in early January 2001, the boards 
of both banks approved a merger on a swap ratio of 9 UTI 


that in a crisis, a central bank must give a bank all assis- 
tance needed to prevent a run. Our central bank does just 
the opposite — it tells the customers: "You fools! You 
should have made a run before we took over the bank." 
Finally, the merger and the losses it will transfer will 


merce for a couple of years at least. It has done nothing to 
deserve this punishment. It would have been cheaper for 
the RBI to pay off all Global Trust Banks legitimate liabili- 
ties and close it down. z 
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Opportunities arrive unannounced. 





Seize the moment. 


The future belongs to those who see opportunities before they 


eoe o e € 
vanish. With competition increasing every day, businesses that BLAS 


spot new prospects and act quickly, stay ahead. At Pricol, we 


get more out of every opportunity that comes our way. + p rico i + 
e- nen ni 3 Â ti - n SAATA 
5 MANUFACTURING PLANTS «15 COLLABORATIONS . 4400 PEOPLE red eople & technology 


pricol limited 1087 a avanashi road coimbatore 641 037 india 
phone +91 422 2211520 fax +91 422 2210028 e mail city@pricol.co.in 


website www.pricol.com 


e Automotive Instruments & Accessories e Oil Pumps e Auto Fuel Cocks e Secondary Air Valves e Disc Brakes e Idle Speed Control Valves 
e Speed Sensors e Manifold Absolute Pressure Sensors e Vacuum Switching Valves e Data Acquisition & Control Systems e Fleet Management Systems 


e Road Speed Limiters e Engine Safety & Control Systems e Centralised Lubrication Systems e Remote Lockin g & Vehicle Security Systems 
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No.1 Mergers & Acquisitions 
Advisor in India 
Bloomberg Jan-Jun 2004 league tables* 
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At Kotak Investment Banking we believe in building winning alliances. Whether 
it is the ability to guide and advise multinationals to enter or consolidate 
businesses in India or help Indian companies build global delivery capabilities. 
Our expertise, local skills, global reach and our partnership with Goldman Sachs 
makes it a winning combination for our clients. We thank our clients for their 
confidence in us and hope to keep building many more success stories. 
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Everybody is dumping Dr. Reddy's 
LabS'these days. But the brothers- 
in-law say they know what they are 


doing. A BW exclusive 











The Tata Floating Rate Fund invests predominantly in floating rate debt instruments, where the interest rate 
is linked to a benchmark, and reset periodically. Thus, your investment carries a lower risk ia the event of 
a sudden price fluctuation or rise in interest rates, so that you are always in control of your investment. With expertise come 


OUR BRANCHES: Mumbai: Tel (022) 56315191/92/93 Ahmedabad: Tel (079) 8018989 (M): 9824284200 Bangalore: Tel (080) 2558889 
Bhubaneshwar : Tel (0674) 2533818 (M): 9437056196 Chennai: Tel (044) 24320032/33 Chandigarh: Tel (0172) 5087322 (D), 2603771/4463 Extn 
Cochin: Tel (0484) 2366686/98/580 (M): 9895033111 Coimbatore: Tel (0422) 5365635 (M): 9843263782 Hyderabad: Tel (040) 55510215/17/18/ 
Jaipur: Tel (0141) 5105177/78 Kanpur: Tel (0512) 2306066 Kolkata: Tel (033) 22881534/3413/15 Nashik: Tel (0253) 2314997/057 New [ 
Tel (011) 55303202 Pune: Tel (020) 6333122/23 Jamshedpur: Tel (0657) 2439666/5600 Lucknow: (M): 94150 93014 Surat: (M): 9824020 


Nature & Investment Objective: An open ended debt scheme. To provide stable returns with a low risk strategy. Statutory Details: Constitution: Tata Mutual Fund ha: 
set UD as a trust under the Indian Trust Act, 1882. Sponsors & Settlors: Tata Sons Ltd., Tata Investment Corporation Ltd. Investment Manager: Tata Asset Manageme 
Trustee: Tata Trustee Co. Pvt. Ltd. Risk Factors: « Mutual Fund and securities are investments subject to market risks and there can be no assurance and no guarantt 
the scheme will achieve its objectives. « As with any investment in stocks, shares and securities the NAV of the units under the scheme can go up or down, dependinc 
the factors and forces affecting the capital market. « Past performance of the previous Schemes, the Sponsors or its Group affiliates is not indicative of and does not gua 
the future performance of the Scheme. « Tata Floating Rate Fund is only the name of the Scheme and do not in any manner indicate either the quality of the Scheme, its 
prospects or the returns. « The sponsors are not responsible or liable for any loss resulting from the operations of the scheme beyond the initial contribution of Rs.1 lac 
by them towards setting up the Mutual Fund. * Investment by the scheme in fixed income securities are subject to interest rate risk, credit risk and liquidity risk * Inve: 
in floating rate debt instrument is subject to Basis Risk and Spread Risk * In case of downward movement of interest rates floating rate debt instruments wi! 
a lower return than fixed rate debt instruments * For scheme specific risk factors and other details please read the offer documents carefully before inve 








With an all time high circulation figure of 4,92,892 copies 
| and a readership of over 55 lakhs, it's almost like having 

the entire female population of Kerala at your fingertips. 
And that too, just the ones whose decisions can make your 
sales curve soar. An offer that no other publication can match. 


Go ahead. Reach for them now. Source: ABC Jul-Dec '03 NRS '03 
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The Birla Battle 
G Because Mr Lodha was a 


chartered accoutant, he should not 
have involved himself as executor 






For the week 10-16 A | aug gust 
_ Released on 9 August. 


- lugust. -=> and beneficiary of the will. Mrs 

‘Editor = o E Birla should have also taken other 

: a - shareholders or family members 

- Editorial Offices - (005 into confidence about this 

Des CETT eda ^, decision, instead of creating an unhappy situation. 

- New Delhi 110002 E jp It seems that charity was the main purpose in the will of the late 

| Phone: 23702170-79)) Fox: 23702062 | 5 ^. Mr M? Birla; no one disputes that. So, if the litigant parties truly wish to 


respect the memory of Mr and Mrs M.P Birla, they can sit across the 
table and compromise by creating charitable trusts for the companies 
that can be chaired by both Mr Lodha and the family members. 


B.P. Baliga, posted on BW website 
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INDIA'S SPECIAL RETAIL SCENE | operations. Yet unlike most other 

As a sales manager of an FMCG | markets, relocating to the outskirts of 
company based in Russia, [found the — | the city to avail of lower rentals and 
case study 'Kirana vs Supermarket more space (like hypermarkets) is 
(BW, July 5) fascinating. I believe the unviable as car usage among potential 
kirana store format enjoys significant shoppers is still very low and public 
advantages over its modern counter- — | transport inadequate. 

parts. This is because of the following: _ 3. Internationally, the categories where 
1. Retail margins in India are verylow — | organised retail enjoys a big advantage 
(a third of what they are inthe West), over the kirana are: frozen food and 
hence the scope for modern trade to _ vegetables, spirits, and private label 
undercut the traditional ‘stand-alone’ | products. However, the Indian 

kirana on price is limited. Whatever consumer's need to consume food 
savings they obtain as compared to | fresh will ensure that the frozen food 
kirana stores would be nullified by category will be fairly small. Alcohol in 
higher overheads. | India cannot be sold through conven- 
2. Supermarkets in India would find tional retail stores and the 'store label 
that their rentals are among the highest | conceptis still in its infancy in India. 
in the world, particularly as a percent- 4. The format most likely to succeed in 


AIA m eim A HE M Sm rena 


————————— ame 


age of their sales (in FMCG categories) — India may well be cash & carry (an 
in major cities where organised retail ^ example of this is Metro), which meets 
chains are most likely to start 


the needs of small stores and kiosks 
that typically buy through a stockist 
and/or a wholesaler. 

Rahul Deans, Moscow 
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CORRIGENDUM 





| Moins ae a In Rohit Sarin's column ‘Loans For 
“unsolicited materialshouldbe = = ooo Studies’ (BW, 2 August) both the table 
| accompanied by selt addressed lenvelopes | and text contained an incorrect figure 
and sufficient postage. We for higher education loan interest 





deduction. The deduction for higher 
education loan repayment (including 
interest thereon) is only up to Rs 40,000 
per annum. We regret the error. 


| Write in at 
| editor@bworidmail.com 
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Triple insurance benefits on Home Loans 





from Union Bank. 


m FREE Home Insurance against fire, earthquake, natural calamities 
& allied perils. 

m In the unforeseen event of death due to any reason, the outstanding amount 
of the loan will be repaid by the insurance company under UNION HOME PLUS. 

m In the unforeseen event of death due to accident, loan amount will be repaid 
by the insurance company and the insured amount is also payable to the heirs. 


Other Attractive Features for your Benefit 

m Convenient repayment options (Step-up/Flip/Bal loon) 

m Options for a second house if you intend to move to a larger house. 
= Offer for higher quantum is based on income of family members. 





For further details walk into our branches or log on to our website: www.unionbankofindia.com 
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COVER STORY 


Against All 
Sceptics 


Falling profits, crashing stock prices, 
and reversals in US courts... no wonder 
the critics are gunning for Dr. Reddy's 
Laboratories. But the brothers-in-law at 
the helm are unfazed. They continue to 
hold a steady course, building on the 
dream of founder Dr K. Anji Reddy. 
Why is the company insisting on 
following a discovery-led strategy when it 
does not seem to be paying off? Is the 
faith in Dr Reddy's plan well-founded? 
To know the answer, you need to 
understand the dilemmas facing the 
pharmaceuticals industry. 





DINESH KRISHNAN 








WTO: Odds Evened Battle For Equity Oil 


After the WTO ministerial meeting | AsONGCVidesh scours 

at Geneva, the world is backonthe | the world for equity oil in 
track to equitable global trade. The | the quest for India's energy 
developed world will now work security, it keeps running 
towards total elimination of agri- up against a formidable 
cultural subsidies, and the poor foe — China. 

nations towards dropping tariffs on 
manufactured goods and services. 


Sudan's Greater Nile » 
project: OVL owns 2596 





« Kamal Nath: Further deals will | 1 
depend on his negotiation skills Fortis Shivinder Mohan Singh builds on the ashes of 


| an earlier, grander plan. Can he win the lucrative Delhi market? 








Deposit Guarantee The process of insuring bank 
deposits in India is in desperate need of reform. 


Interview Infosys CEO Nandan Nilekani on how the 
company is moving to its next stage of growth. 


Global Trust Bank its shareholders may be holding 
worthless paper, but that’s not the case with bondholders. 


Securities Law SAT doesn't want its orders made 
| public. That will affect companies fighting cases in the future. 


Companies Act A look at the main changes rec- | 
ommended by the concept paper on the legislation. Mutual Funds Amfi responds to BWs article. 
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so! Delicious Business 


If you thought that only 
piles of cash, some imagi- 
nation and a smattering of 
celebs go into the perfect 
restaurant, you're wrong. 


Design consultant Lotus » 
spruces up interiors 
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philosophy behind low-cost airlines. 
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The seductive power of risk 


FIRST met Dr K. Anji Reddy about two decades ago, 
when he was running a company called Standard Or- 
ganics in Hyderabad. He had quit the public sector In- 
dian Drugs and Pharmaceuticals (IDPL) a few years ear- 
lier and started Standard Organics along with a partner. 
The partnership didn't work out, and Dr Reddy left to start his 
own group soon after I met him. The rest is history: Dr. Reddy's 
Laboratories (DRL) is one of the most valued companies in In- 
dia today; and also one whose future course will determine the 
country’s position in the global pharmaceuticals business. 





Two decades ago, Hyderabad was full of bulk drug companies, 
all spawned by IDPL. But DRL stood out among all of them. 
While others were trying to make a fortune, Dr Reddy was try- 
ing to make a name. Fortune, he knew, would follow. He built 
the company on the back of his 
research skills. What I remember 
of my first meeting with 
Dr Reddy is his joviality — de- 
spite his problems at Standard 
Organics then — and the obvi- 
ous pleasure he took in research 
and in beating the multination- 
als. Few companies take as much 
pride in their research skills as 
DRL does, and few again back 
that pride with as much money. 


Businessworld 
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That’s why the market finds DRL 

a difficult company to value. When it announces a new discov- 
ery, the valuation of DRL pole-vaults. Then comes a regulatory 
or laboratory reversal, and the stock tanks. How risky a bet re- 
ally is DRL? And how do Dr Reddy's son and son-in law, who 
run the company now, see the future? Nobody can answer that 
question better than deputy editor D.N. Mukerjea, who knows 
the Indian pharma industry inside out. His story will probably 
make you reassess not just DRL, but the pharma industry itself. 


Elsewhere in this issue, don't miss the interview with Nandan 
Nilekani, who is readying Infosys for the next stage of growth. 


Alotofreaders wrote to us about the price correction last week. 
We are heartened by the support that they have shown. As one 
ofthem pointed out, Businessworld continues to be the most 
affordable news weekly on the stands even after the correction. 
As a return gesture, we are offering a new subscription scheme 
for a limited period for those who may miss the old price. 
Thanks for all the support! 


g^ 


TONY JOSEPH, EDITOR 
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ORLD Trade Organiza- 
tion ministerials, whe- 
ther they fail or suc- 
ceed, turn Indias com- 
merce ministers into heroes. Cancun 
made Arun Jaitley ‘the man of the hour’, 
at least according to the Confederation 


- of Indian Industry, within hours of the 


meeting collapsing last September. 
Now Kamal Nath, claims the commerce 
ministry, is the architect of a victory at 
Geneva, having wrested significant 
gains for India. 

That may not be the way others in 
the 147-member WTO see it. Or even 


—. those in the core Five Interested Parties 


— the US, the European Union, Brazil, 


- India and Australia — who hammered 


out the framework. US trade represen- 


’ tative Robert Zoellick, like EU trade 


commissioner Pascal Lamy, gives credit 
to Brazilian foreign minister Celso 


- Amorim for the success in Geneva. 


Whoever played a key role, the 31 
July deal, worked out after five days of 
ceaseless bargaining, is no doubt a sig- 
nificant breakthrough. Not just for sal- 


= vaging the stalled Doha Development 


Agenda of trade negotiations, but also 


- for setting out the road map for a his- 


Y toric reform of global agriculture trade. 





It's historic as it binds the developed 
world to the total elimination of farm 
subsidies. It means the EU is now com- 
mitted to ending its export subsidies — 
a prime cause for distorting agriculture 
trade. It also means the US, like other 


AGREEMENT AT WTO 


Breakthrough 


Pathbreakers: (L-R) Robert Zoellick, Celso 
Amorim, Pascal Lamy & Kamal Nath 


rich nations, will be sharply curbing its 
domestic farm support and export cre- 
dit programmes that have led to dump- 
ing of farm produce in the global mar- 
ket and crippled the agriculture of poor 
members of the WTO. 

Although no date has yet been set 
for dismantling the subsidies, rich na- 
tions have agreed to a 20 per cent cut in 
their domestic support in the first year 
itself — more than that achieved during 
the entire period of the Uruguay 
Round. This first instalment will be 








OR the second 
time the World 
Health Organi- 


- sation (WHO) has removed some AIDS 


drugs made in India from its approved 
list. In May, the manufacturer was Cipla. 
This time it is Ranbaxy Laboratories. 
The companies are quick to point out 


- that in both cases, it was not the drugs 


but the clinical research organisations 
(CROs) doing tests on these drugs that 
were found wanting. Cipla and Ranbaxy 
outsourced bioequivalence studies (to 
show that the drug acts exactly the way 
the innovator drug that it seeks to re- 
place does) on their generic AIDS drugs 





RANBAXY LABORATORIES 


WHO dunnit?! 


to CROs. WHO found in both cases that 
the CRO was not complying with inter- 
national standards of good clinical and 
laboratory practices. While this is not 
good news for India's growing clinical 
testing industry, companies outsourc- 
ing the trials will have to step up moni- 
toring of CRO labs. Cipla's CRO, Medlar, 
is a company outfit, while Ranbaxy's 
CRO was Hyderabad-based Vimta Labs. 
(Its CMD S.P Vasireddi claims Ranbaxy 
did not monitor its trials as well or as of- 
ten as it should have.) Industry watchers 
say CRO monitoring will have to be rig- 
orous to avoid blame games later. W 

GAURI KAMATH & GINA S. KRISHNAN 
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inclusive of the permitted de minimus 
plus the Blue Box, the most hotly con- 
tested issue in subsidy programmes 
because it sets limits on production. 

If everything favours India and other 
developing countries, why are Zoellick 
and Lamy pleased? That's because the 
rich countries see tariff barriers falling 
on almost the entire gamut of manufac- 
tured goods and services. For the devel- 
oped world, the WTO talks were about 
industrial goods and services, although 
there are exceptions like Switzerland, 


AD Global Trust Bank been al- 

lowed to fold up instead of 

being merged with the Orien- 
tal Bank of Commerce, the Deposit 
Insurance and Credit Guarantee Cor- 
poration of India (DICGC) would have 
had the job of paying off all of the 
bank's depositors. In fact, in recent 
years, DICGC has been paying out 
fairly big amounts to the public be- 
cause of the failure of numerous co- 
operative banks across the country. 
Yet, critical reforms of deposit insur- 
ance in the country are nowhere near 
being implemented. 

All commercial banks in India, by 

law, are required to insure all de- 
posits up to the sum of Rs 1 lakh with 


REUTERS 





Japan and Norway, who are cut up with 
the farm accord. Manufactured goods 
accounts for the bulk of global trade (60 
per cent) with the EU and the US expor- 
ting goods worth $1,634 billion. That's 
more than a third of the total. 

Is Jaitley right, therefore, to be dis- 
turbed by the text of the agreement 
and, more so, by the government's 
negotiating strategy? Not really, India's 
tariffs are among the highest and would 
have had to be brought down in due 
course. Says Biswajit Dhar, head of the 
Centre for WTO Studies at the Indian 
Institute of Foreign Trade: "Levels of tar- 
iff will become important. On non-agri- 
cultural market access there's still the 
special and differential treatment for 
developing countries, but one has to be 
wary of how the details of the agree- 
ment are worked out.” 

Its important to remember that the 


framework agreement — it's a broad | 


guideline on how negotiations are to be - 


taken forward — is a political victory. 
For the first time it includes a discipline 
on subsidies and a language that can be 
worked upon, a favourable language as 
both Dhar and Bibek Debroy, director, 
Rajiv Gandhi Institute of Contemporary 
Studies, emphasise. How well it works 
in Indias favour would depend on how 
cogently the country responds to the 
talks. Right now, the Geneva pact is 
vague on most issues. The crunch will 

occur when the numbers comein. Wi 
n LATHA JISHNU 
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The surprise gift 


HILE the shareholders of Global Trust Bank (GTB) may be damned, the 

debtholders can rejoice. They will probably gain after the amalgamation 

with Oriental Bank of Commerce (OBC). A case in point is that of UTI 
Mutual Fund, which has an exposure to the now extinct bank's non-convertible 
debentures of about Rs 6 crore. But chief investment officer A.K. Sridhar is unper- 
turbed. "We've been valuing these securities as BBB paper so far. This was paper 
subscribed as Tier-H capital of the bank in 1999 and is maturing 2005-06. None of 
our holdings are in liquid funds. And once it goes into OBC's books, we are actually 
expecting an upgrade. We have studied about six bank amalgamations so far that 
involved the takeover of weaker banks. Even in cases where shares were extin- 
guished, the bondholders of the weak banks have benefited," he says, More inter- 
esting, the credit rating of the banks that took over the dud banks didn't get hurt. 

Take, for example, Nedungadi Bank. The RBI had placed a moratorium on the 
bankfor three months starting 2 November 2002. The Central government an- 
nounced an amalgamation between Punjab National Bank (PNB) and Nedungadi 
Bank in January 2003. Along with everything else, PNB took over N edungadi's 
bonds of Rs 20 crore. In July 2002, ICRA had put these bonds under LBB rating, indi- 
cating inadequate safety. But after the merger, these ratings were upgraded to 
LAAA, indicating highest safety. PNB had the same rating too. 

When the GTB-OBC merger was announced, Crisil reaffirmed all of OBC’s debt 
ratings. ICRA has, how- 
ever, placed OBC’s Tier-H 
bonds on rating watch till 
the details of the amalga- 
mation scheme become 
clear. The key risk in this 
merger, unlike the earlier 
mergers, is that GTB's 
nori-performing assets are 


— high and it is a larger bank 
TD: Term Deposit; NCD: Non-convertible debentures than Nedungadi Bank. W 
* Market value (Rs cr) Source: Valuereserchonline VIKAS DHOOT 
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LIM isin. And itis the turn ofthe 

Companies Act to lose bulk. 

Company affairs minister P.C. 

Gupta wanted a concept paper 
for a new Act by 30 June. It 
is finally out and its rec- 
ommendations include 
reducing the number of 
sections from 658 to 289. 
(The law ministry is yet to 
vet them, though.) 

The surprise is the re- 
commendation for a turn- 
over cess that would pay 
for the rehabilitation of 
sick companies. The cess 
will be between 0.005 per 
cent and 0.1 per cent of the annual 
turnover of every company or its annual 
gross receipt, whichever is more, as the 
. Central government may specify. 

The paper has corporate gover- 
- nance squarely in its sights. Its advices: 
m Doing away with subsidiaries of sub- 
sidiaries (except those incorporated 
outside India), to stop chain companies; 
Bi At least half the directors of a public 
company should be independent; 

m Doing away with company specific 


DINESH KRISHNAN 








CONCEPT PAPER ON COMPANIES ACT 


Towards dynamism 


exemptions from disclo- 
sure requirements, e.g., 
in annual reports; 

B Auditors should be 
prohibited from pursu- 
ing non-audit services; 





ment of chief accounts 
officers; 
@ Identity of promoters 
(by way of mandatory 
production of pho- 

tographs, PAN number, Passport etc) to 
be disclosed to avert vanishing compa- 
nies 

The paper also recommends relax- 
ation of some provisions of the Act: 
E If a holding company has a consoli- 
dated balance sheet, it should not have 
to attach balance sheets of subsidiaries; 
E Government approval should not be 
required for appointing sole selling ag- 
ents or paying dividend out of reserves; 
B Foreign companies should be al- 








B Mandatory appoint- | 








| lowed to register outside Delhi; 


B There should be flexibility in granting 
exemptions to private limited firms; 

li Statutory meeting need not be held; 
ii Companies should be allowed to hold 
AGMs on Sundays and public holidays. 

The paper has advised keeping the 
main Act short and dealing with a num- 
ber of provisions, like the following, in 
the rules: 

li Conditions for issue of shares; 

= Computation procedures of net profit 
for managerial remuneration; 

li Attributes of an independent director; 
m Functioning ofthe audit committee; 
E List of non-audit services and dis- 
qualifications of auditors; 

B Procedure for execution of docu- 
ments for registering companies; 

E Striking off defunct companies. 

The concept paper also points out 
redundant sections of the Act and ad- 
vises that they be dropped. ZI 

ASHISH AGGARWAL 





FTA WITH THAILAND 


Clear road to the East 


HE free trade agreement (FTA) 

with Thailand signed after Pri- 

me Minister Manmohan Singh's 

(left) meeting with Thai premier Thak- 

sin Shinawatra has set at rest doubts 
over the direction of trade policy. 

The Congress-led government had 
signalled early on that it would take a 
second look at the dozen-odd FTAs in 
the pipeline. Fuelling the uncertainty 
was commerce and industry minister 
Kamal Nath's statement that a review 
was needed to address some con- 
cerns. This had delayed the 'state-of- 
the-art' FTA with Singapore. 

The Thai FTA has gone through 
some modifications. The items listed 
for the “early harvest scheme’, that is, 
goods eligible for preferential tariffs, 
have been pruned to 82 but India 
seems to have seen to it that there is no 
competition to its major agricultural 


products. The FTA will be come into 
effect from 1 September in a phased 
manner and be fully operational by 
2010. The most significant change is 
that the local content 
norms have been 4 
hiked to 40 per cent 
from the normal 30 
per cent in the rules 
of origin to 
avoid con- 
cerns about 
third country 
exports to In- 
dia. Thailand 
is the only As- 
ean state to have 
FTAs with China 
and India. 

For India, 
the Thai FTA 
could be the 
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firstsuch pact with the East. "Itis a step 
towards integration with Asean mem- 
bers, and further towards JACIK (an 
economic zone comprising Japan, 
Asean, China, India and Korea)," says 
Nagesh Kumar, director-general, Re- 
search and Information System. RIS 
worked on the Singapore FTA draft 
and the framework for the Thai FTA. 
Agrees trade expert T.K. 
Bhaumik, senior adviser 
(policy), CII. If the Bay of 
Bengal pact (Bimstec) 
comes through, it 
would create an 
economic bloc 
comprising My- 
anmar, Bangla- 
desh, Nepal and 
Thailand. "Re- 
gional trade 
pacts are the 
happening thi- 
ng,” he says. B 
ANJULI BHARGAVA 
* & ABHUIT MITRA 
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VERYBODY loves a feisty entre- 
preneur while nobody loves a 
fat-cat monopolist. Hence the wide- 
spread fear of large business groups 
and ceaseless attempts by various 
government agencies to rein them 
in. However, Harvard Business 
School professors Tarun Khanna 
and Krishna Palepu show in a recent 
paper written for the National Bu- 
reau of Economic Research (NBER) 
that concentration of ownership by 
industrial groups in India does have 
its advantages. 

The two Indian business gurus 
have argued for long that family- 
controlled business groups do play a 
socially useful role in emerging mar- 
kets like India. They create internal 
markets for capital and talent, and 
can hence fund new businesses 
that would otherwise have been 
hobbled by the lack of vibrant exter- 
nal markets. (Think about our tele- 
com revolution. Could it have been 
possible without the large bets from 
established business houses?) 

The test case is an industry that 
is easy ground for small entrepre- 
neurs because of low capital re- 
quirements and minimal entry barri- 
ers — software services. Ownership 
is concentrated here as well. And 
companies floated by large groups 
— TCS, Wipro and Satyam, for ex- 
ample — are dominant players. 
That, say Khanna and Palepu, 
shows that business groups must 
be doing something right. Their suc- 
cess here cannot be dismissed as 
the result of muscle-flexing! 


BS 


AS the Indian manufacturing 
sector become more competi- 
tive over the past 10 years? It has 
almost become an unquestionable 
belief on the corporate seminar cir- 
cuit. Though there has been no con- 
sensus among professional econo- 
mists about this, industry leaders 
have been happy quoting recent 


reel IDEAS 


by Niranjan Rajadhyaksha 


studies (including one by the Inter- 
national Monetary Fund) that show 
that productivity has grown more 
rapidly since 1991. 

But Bishwanath Goldar of the In- 
dian Council For Research on Inter- 
national Economic Relations has 
thrown a spanner in the works in a 


recent paper. He says that there has | 


actually been a decrease in total 
factor productivity growth in the 
post-reform years. 


One possible reason: low capac- © 


ity utilisation following the invest- 
ment boom of the mid-1990s. 


BS 


N the aftermath of the September 


11 terror attacks, there was a 
theory doing the rounds that Osama 
Bin Laden had shorted the stock 
market and made a killing when 
prices tumbled the day after the 
twin towers tumbled down. 

The US commission that has 
been investigating the tragedy has 
dismissed this possibility in its re- 
port. “Exhaustive investigations by 
the Securities and Exchange Com- 
mission, FBI, and other agencies 
have uncovered no evidence that 
anyone with advance knowledge of 
the attacks profited through securi- 
ties transactions,” it says. 

The jump in volumes of put op- 
tions — that rise in value when a 
stock price drops — of United Air- 
lines and American Airlines a week 
before the 9/11 attacks were largely 
because of the trading strategy of 
one large US institutional investors 
with no ties to Al Qaeda, says the 
commission. Compare this clean 
conclusion with our own JPC reports 
that bristle with conspiracy theories. 


BS 


Who says economists cannot 
write? Here’s how former IMF chief 
economist Kenneth Rogoff de- 
scribes the World Bank — “a hedge 


fund with a heart.” i] 


PRISE 
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What does MERC 
have in mind? 
| you can describe the Maharashtra 
Electricity Regulatory Commission 
plants (CPPs) to sell surplus power to 
any buyer, provided they put up dedi- 
saying any private party can run trains if 
they can lay down the rail lines between 
owned by the state electricity boards 
(SEBs) or in some cases, private utilities. 
a transmission line. It's not economi- 
cally feasible,” says Vinod Shah, presi- 
tion in Maharashtra. Besides, there are 
host of issues, like right of way, which 


POWER 

T'S hogwash. That's the best how 
(MERC) decision to allow captive power 
cated transmission lines. It's almost like 
two cities. The transmission lines are 
"It's unworkable. No CPP would put up 
dent, Captive Power Producers Associa- 
need to be sorted. 





CPPs feel it doesn't make sense for 
them to put up a transmission line un- 
less the buyer is an adjacent unit. The 
MERC order goes against the basic prin- 
ciple of open access enshrined in the 
Electricity Act, 2003, which says every- 
one who wants to transmit power 
through transmission and distribution 
lines owned by SEBs should be allowed 
to do so for a fee. The buyer pays a sur- 
charge. The buyer pays for the wheeling 
charges for using the transmission lines. 
At present, only an SEB or a power dis- 
tribution utility can buy from any power 
plant across the country. . 

But if a CPP is allowed to put up its 
own transmission line, as the MERC or- 
der suggests, there's no question of ei- 
ther the surcharge or the wheeling 
charges. On a brighter side, there will be 
alot more surplus power for users. W 

RANJU SARKAR 


DINESH KRISHNAN 
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You don't have to be big to think big. Or to run SAP?. With a variety of solutions for small and midsize businesses. SAP is an affordable 
choice for growing companies. Working with our experienced partners, SAP can deliver scalable solutions to make vour business 


run more efficiently. And do it faster than you ever thought possible. Visit sap.com/affordable to see big ideas for your « ompany 


To know more how companies across the world and India have benefited from SAP implementation and to get free 


copies of in-depth case studies, customer interviews & ROI studies of leading companies across the Indian Industry, 
e-mail info.india@sap.com or call toll-free at 1600 445959. 


TELECOM 


Foes turn friends 


LD rivals, Bharti Tele-Ven- | 
tures and Reliance Info- | 


comm, are opposing the in- 
troduction of inter-circle 


connectivity (ICC) for mobile service | 
providers. ICC, if implemented, will al- | 
low mobile service providers to take | 
calls across circles using wireless tech- | 


nology, bypassing fixed line carriers. 
For national long-distance (NLD) 
licences, both Bharti and Reliance each 


had to pay Rs 100 crore and give a | 
Rs 400-crore bank guarantee. The two | 


companies have also invested Rs 6,000 
crore on NLD infrastructure and have 
had to meet stringent rollout obliga- 


tions. Finally, if ICC is allowed, they will | 
end up losing the Rs 1.10 per minute | 
interconnect charges that other private | 
mobile operators pay for routing their | 


inter-circle calls through fixed line net- 
works. A Bharti official says: "The others 








decided against invest- 
ing in the network. 
What we are looking for 
is a level-playing field." 

Oddly enough, 
state-owned Bharat 
Sanchar Nigam (BSNL), 
which has the widest 
long-distance network 
is keeping quiet, al- 
though it had opposed 
ICC earlier. Since it did 
not have to pay the licence fees, it its 
stakes are lower than those of Bharti 
and Reliance. But BSNL will not remain 
unaffected. ICC will immediately allow 


DILEEP PRAKASH 


mobile operators to cut the price of | 
| Things will clear up only when the 
| Telecom Regulatory Authority of India 


mobile-to-mobile NLD calls and prob- 
ably force BSNL to cut prices too. 
But if ICC is implemented, Bharti 








United: Bharti's S. Mittal (L) & Reliance's M. Ambani 


| licence fees. The more likely possibility 


is that those without fixed line networks 


| will be allowed to pay a one-time 


charge similar to what the WLL opera- 
tors paid to migrate to a unified licence. 


comes up with its final recommenda- 











SANJIT KUNDU 


HE Central government hopes 
T that IDBI will make as much a 

success of its merger with IDBI 
bank as did ICICI when it merged itself 
with ICICI bank. That's unlikely. 

Superficially, IDBI is in the same 

position that ICICI was in before its 
merger. Most of the loans by both in- 
stitutions were to the corporate and in- 
frastructure sector. Non-performing 
assets (NPA) were high for both — 
ICICI's net NPAs were around Rs 3,000 
crore (5.2 per cent of net loans), while 
those of IDBI are Rs 7,157 crore (15 

















and Reliance will have to be compen- | tions on the unified licence. 5 
sated. One way would be to refund their ANUP JAYARAM 
BANKING 


Why IDBI cannot do an ICICI 


per cent of net loans). 

ICICI Bank chairman K.V. Kamath 
cleaned up ICICI's balance sheet pre- 
merger —- provisions rose from Rs 
711 crore in 1997-98 to Rs 1,930 
crore in 2000-01. And finally, ICICI 
Bank's public sector shareholders like 
LIC did not interfere in its functioning. 
This allowed it to grow its retail book 
(the lucrative part of the loan busi- 
ness) even more aggressively than it 
did before the merger. 

While IDBI will tackle the NPA prob- 
lem by getting a government bailout of 


| Rs 9,000 crore and shifting the NPAs 


to a special purpose vehicle, the tough 
part for IDBI chairman M. Damodaran 
will be to ensure that he gets the free 
hand that Kamath did. BW had re- 
ported earlier that one of the big rea- 
sons why IDBI Bank was being merged 
with its parent was political — IDBI 
was one of the last of the development 
financial institutions (DFI) that politi- 
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cians could use to extend favours to 
businessmen through loans. And they 
are unlikely to be in a hurry to give up 
that previlege. 

So, with politicians likely to have a 
say in how the merged entity is run, 
IDBI may not be able to grow its retail 
loans as fast as ICICI Bank did to off- 
set the low returns on its corporate 
loan book. Plus, margins on retail 
loans are far lower today than they 
were in 2001. 

Finally, there is talk that IFCI, the 
sickest DFI of all, will be merged into 
IDBI also. And if that doesn't make it 
sick enough, there are rumours in IDBI 
that Damodaran is trying to bring in an- 
other commercial bank, either UTI 
Bank or Bank of Baroda, into the fold. 
IDBI, the sources say, wants to over- 
take ICICI Bank as the second largest 
commercial bank and the only way to 
do that is through acquisitions. m 

SUPRIYA KURANE & AVINASH CELESTINE 


DINESH KRISHNAN 
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Now you can work online 
during the flight... 





... or celebrate that 
92nd-minute goal live. 


FlyNet": The first worldwide broadband 
| deret connection in the sky. 


: yNet there are no more borders to your communication - 
even at 12, 000 5 meters; You can use your laptop to keep up with world 
affairs via the FIy/Net" portal for free or get an e-mail with the latest 
presentation for your meeting. And naturally, you can follow your 
team live as they battle it out on the World Wide Web. You'll see that 
to work and surf in comfort, all you have to do is to fly. Find out more 
at www.lufthansa-india.com 


FlyNet' will be rolled out on more Lufthansa long-haul routes to Asia in 2004 


There’s no better way to fly. Lufthansa 
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WIPRO 


Safeguarding the flock 


Wipro's Vivek 
Paul: Will the 
stock plan keep 
the good men in 
the company? 





NDIAN software companies strug- 





gling to come up with a suitable re- | 


placement for the allure of the em- 
ployee stock option plan (ESOP) 

can take heart from Wipro. 
Itis trying to implement a restrictive 
stock unit (RSU) plan for its senior man- 


agers. Under this scheme, the top-tier | 


managers of the company will be given 
stock options at fair value of Rs 2. After 
the stock split, Wipro is trading at Rs 540. 






ANTRAS for a 
| e? y? successful 
| B company: listen to 
your customers, partner your 
suppliers and massage your employ- 
ees. For Indian BPO companies, faced 
with attrition rates of over 35 per cent, 
thinking out of the box is de rigeur for 
keeping employees in the pen. Gur- 
gaon-based Vertex has tried the mas- 
sage (once in two months) for workers 
on the job. After this, the company 
claims a churn of below 27 per cent. 
Last quarter saw BPO industry ma- 
jor WiproSpectramind (WSM) saddled 
with an attrition of 42 per cent. Most 
others reported attrition between 25 
per cent and 60 per cent, some even 
more. As the industry grows — it em- 
ployed 245,000 workers at the end of 
March 2004 with a turnover of $3.6 
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Pratik Kumar, corpo- 
rate vice-president (HR), 
Wipro, refuses to say how 
many managers will be 
covered under this 
scheme, but says the 
numbers are significant. 
Wipro will expense the 
shares in its balance sheet 
because there is a price 
difference between the 
grant price of the RSUs 
and the market price of a 
Wipro share today. 

With this scheme, 
Wipro has added another 
HR bullet to fight the IT industry's 
biggest problem: talent attrition. Indus- 
try attrition figures are hovering around 
20 per cent again (they had gone down 
to 10 per cent two years ago) as demand 
is picking up. 

For most companies, the senior 
managers are the ones they need to 
watch out for. The middle level man- 
agers (6-9 years of experience) are much 
in demand now, thanks to MNCs like 


NAMAS BHOJANI 


billion — so have problems. 

Says S. Varadarajan, vice-presi- 
dent (talent engagement & develop- 
ment), WSM: "Incentives help keep 
| high performers." At WSM these could 
| mean a pizza party; at HTMT soft 








ANTHONY LAWRENCE 
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Accenture, which are hiring in large 
numbers in India. This has forced all the 
big players to increase salaries across 


| the board. Infosys gave an average in- 





une 


loans, and at EXL Service, accommo- 
dation for outstation employees. 


| Forsome time at least. 


crement of about 17 per cent this year 
and Wipro hiked salaries by 15 per cent. 


| But that may not be enough and that's 


why Wipro has launched the RSU 


| scheme for senior managers. 


Unlike stock options, RSUs are ac- 


| tual equity shares. In the West, many 


companies such as Microsoft, Amazon 


| and Dell offer RSUs to their employees. 
| Unlikestockoptions, RSUs usually carry 


some limitations such as a certain 
length oftime needs to pass or a certain 
goal (such as revenue) needs to be 
achieved before the stock can be sold. 
That way a firm creates loyalty. 

"We are looking at creating long- 
term value for the employees as well as 
the company; just blindly paying extra 
cash is not the right way," says Kumar. A 
restricted stock option plan is one way 
to incentivise employees to stay back. 
E 
MITU JAYASHANKAR 


Other incentives from Vertex in- 





clude the Chill Pool. Here employees 
indulge in singing and dancing, squirt- 
ing water guns at each other and 
throwing a frisbee. In pipeline is a Chill 
Week where yoga and Art of Living 
classes will be held. 

ICICI OneSource extends 
concierge services to its employees 
by taking care of their bill payments, 
movie tickets, railway, bus and airline 
bookings and even getting flowers de- 
livered for them. Considering that 
most of the employees sleep during 
the daytime, offering to do chores for 
them is not a bad idea. 

One wonders where all this will 
stop though: friendly robots to 
serenade girlfriends and boyfriends 
while the BPO workers soothe frayed 
American nerves? "n 
SHELLEY SINGH 
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ANTI-AIDS DRUGS 


Ranbaxy toes 
the US line 


ANBAXY Laboratories is the 
R's Indian pharmaceutical 
company that has said it 

will follow the US line on AIDS 
drugs. The US has the $15-billion 
President's Emergency Plan for 
Aids Relief (Pepfar), which will use 
the money for controlling and cur- 
ing AIDS in developing regions, es- 
pecially Africa. However, for drugs 
to be eligible to be used by Pepfar- 
funded projects, they must be ap- 
proved by the US Food and Drug 
Administration (USFDA). World 
Health Organisation (WHO) appro- 
val for the anti-retrovirals (ARVs) or 
fixed dose combinations (FDCs) 
will not suffice, though they do for 
projects funded by the WHO-sup- 
ported $3-billion Global Fund. 

Pharma companies from vari- 
ous countries have been asking for 
the alignment of the two funds, but 
Pepfar has made no move to do 
so. Recently, senior USFDA and 
Pepfar officials met Indian generic 
drug makers to ask them to file for 
USFDA approval for their ARVs and 
FDCs, for which USFDA has started 
an expedited review process. 

A large proportion of AIDS 
drugs targeted at developing coun- 
tries are sold to anti-AIDS projects 
and a $15-billion kitty is too big an 
opportunity to pass up for a num- 
ber of Indian companies. So Ran- 
baxy has decided to file for ap- 
proval for a range of ARVs. The first 
filings are expected by the end of 
the year. Bioequivalence studies 
will be conducted by a clinical re- 
search organisation in the US. 

Another Indian company, the 
Bangalore-based Stride Arco, has 
also shown interest in supplying 
ARVs to Pepfar projects. 

The bigger generics firms that 
have been supplying anti-AIDS for- 
mulations or bulk drugs from India 
are Cipla, Emcure, Aurobindo 
Pharma and Matrix Laboratories Bii 

GINA S. KRISHNAN 


TELECOM 


The squeeze on MTNL 


Indicom E 


UMBERS released by the As- 
sociation of Basic Telephone 
Operators (ABTO) for June 
2004 show that the sub- 
scriber base for fixed wireless phones 


(FWPs) has touched 1.6 million, making | 


India the country with the largest popu- 
lation of these phones in the world. 

Because of the relatively lower cost 
of deploying this technology that does 
away with the need to install copper ca- 
bles, FWP is ideal for countries like India 
with low teledensity. 

The data released by ABTO throws 


up fresh challenges for Mahanagar Tele- | 


phone Nigam' (MTNL) fixed line busi- 
ness as most of the growth for FWPs has 
been seen in the two metros, Delhi and 








Mumbai, where the state-owned tele- 
com giant provides its services. About 36 
per cent of the total subscriber base for 
FWPs in these two metros was added 
between April and June 2004. 

Tata Teleservices and Reliance Info- 
comm account for a majority of the 
FWP subscribers. With a combined sub- 
scriber base of about 1.6 million, they 
can be a major worry for MTNL. 

Reliance Infocomm, which has had 
good comebacks in the past, had run 
into a shortage of phone instruments, is 
back in the market with a new tariff 
plan. This tariff plan is about 20-25 per 
cent less expensive than MTNLS tariffs 
for medium- and low-end users. For in- 
stance, Reliance's entry level tariff plan 
offers 150 free calls at a monthly rental of 
Rs 290 versus 60 free calls offered for the 
same rental by MTNL. Some of Tata 
Teleservices' plans are already selling at 
rates cheaper than MTNLs. E 

RADHIKA DHAWAN 








CANCER VACCINE 
Biocon bets on 
Cuban expertise 


IOCON Biopharmaceuticals, a 
B joint venture between India's 
Biocon, headed by Kiran 
Mazumdar-Shaw, and Cuba's CIMAB 
(representative of Center of Molecu- 
lar Immunology and YM BioSciences), 
will conduct clinical trials and jointly 
develop a large-scale process tech- 
nology for making three cancer vac- 
cines using a proprietary fusion pro- 
tein technology. Biocon, which has a 
long standing marketing and technol- 
ogy transfer pact with CIMAB, has ob- 
tained territorial rights for these vac- 
cines for the Indian sub-continent. 
The blockbuster innovation from 
CIMAB seems to have struck a chord 
with the US, which has relented after 
years of blocking the entry of biotech- 
nology products developed by com- 
panies owned and controlled by the 


BUSINESSWORLD 18 16 AUGUST 2004 





Cuban govern- 
ment. So, the US- 
based CancerVax 
has obtained the 
exclusive rights 
from CIMAB to 
complete clinical 
development and 
commercialisation z 
of the vaccines. 

Under the pact, CancerVax and its 
two subsidiaries, Tarcanta Inc. and 
Tarcanta Ltd (Ireland), have the rights 
to sell the successful product candi- 
dates in the US, western Europe, 
Canada, Japan, Australia, New 
Zealand and Mexico. 

CancerVax will pay CIMAB about 
$6 million for access and technology 
transfer over the next three years. If 
the three product candidates are ap- 
proved for commercialisation in the 
US, Europe and Japan, the US drug 
major will have to pay $35 million at 
most as milestone and royalty. wi 

GINA S. KRISHNAN 
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INTERVIEW/RAJESH SRIVASTAVA, MEINHARDT 


“India will be a hub" 


Work in progress Bl BM 


South City, Ministry of Defence 
Kolkata housing project 
Four 35-storey 14,000 units in 
towers (1,558 flats) 12-13 locations 
Services offered: | Services offered: 
Structural value Project 
engineering and management 


design review services 


wies 


AFTER the infotech industry, it's the $110 


z million Singapore-based civil engineer- 


ing consultancy company, Meinhardt 


- that has fallen for Indias highly capable 


technical workforce. It set up a liaison of- 


^ ficeinIndiaaboutayearanda half back, 
z and is now preparing to make India its 


Mi global hub. Significantly, it’s the first time 


that an engineering consultancy com- 


d , pany has decided, as a strategy, to tap in- 


tellectual capital from India. So far, com- 


; panies like Larsen and Toubro have been 


sending their staff to work abroad only 


/ ona turnkey basis. The head of Mein- 
^. hardt5 Indian operations, Rajesh Srivas- 


tava, is busy hiring over 300 engineers 


. who would cater to Meinhardt’s opera- 


tions worldwide. Meinhardt employs 


/ over 1,000 people at 20 locations world- 


_ wide. Over a cup of coffee, Srivastava 


instruments — National iene i 
. Savings Certificates (NSCs) 1-year term deposit 50.67 
and Kisan Vikas Patras (KVP) 2-year term deposit 
7 should be discontinued. The 3-year term deposit 
^ committee justifies this on two 5-year term deposit __ 14.41 
accounts. First, it considers Monthly income scheme | i 
that investments in these Recurring deposit — 13.44 
instruments are primarily ^ Savings account 
—7 motivated to obtain tax bene- PPF . 
^ fits and, second, the effective NSC VIII 
* / costofmanagingtheseinstru- Kisan Vikas Patra 0.79 


.' ments is high for the govern- 


' weeks back. The report sug- 
' . gests that the two small saving 


V HE committee on 'administered 
7 interest rates and rationalisa- 


tion of savings instruments’ 


/ headed by Rakesh Mohan, deputy- 
—, governor, Reserve Bank of 


India, submitted its report two 


Asian Hospital, 


350-bed hos- 
pital in Worli 


Services offered: 
Principal 
consultant 


J.W. Marriot Hotel 
& Business Club, 
Chennai 


5-star, 10-storey, 
320-room hotel 


Services offered: 
Civil and structural 
design, building 
services 


Mumbai 


took BW's Ashish Aggar- 
wal through Mein- 
hardt's plans for India. 
Excerpts: 


Bs What makes you so 
bullish in India? 

There is a big opportu- 
nity here. Already we 
have more workthan we 
expected (See "Work in 
Progress’). We are devel- 
oping an engineering 
design centre in Noida where the engi- 
neers will innovate and design solutions 
using Meinhardt's global expertise. And 
if, say, the Dubai office needs 40-50 en- 
gineers, I can hire them in India at much 
lower salaries than in Singapore, 
Malaysia or the Middle East. 


TRIBHUWAN SHARMA 











m Where do you see the space for 
Meinhardt to grow in India? 

The kind of expertise we bringis still rare 
in India. For example, we have expertise 
in high-rise buildings. We are bringing 
in global expertise for Kolkata’s South 
City project, which will have 35-storey 
buildings. All our expertise is in-house 
and it helps us freeze plans quickly. We 
are not going into joint ventures with lo- 
cal firms. We are hiring only fast food — 
local people who can deliver from day 
one. We combine their experience with 
our global expertise. 


w How does Airplan's (a 





It gives us a strong entry. 
We are advising the min- 
istry of civil aviation and 
the Airports Authority of 
India on technical para- 
meters for evaluating the 
bids and finalising the 
master plans for re- 
vamping airports in Mumbai and Delhi. 


Fe What are your revenue projections? 
Initially, we were looking at Rs 4 crore-5 
crore. Now we have orders worth Rs 45 
crore that we are executing. We are very 
bullish on India. 





SMALL SAVINGS SCHEMES 


Investors stranded? 
































ment. NSCs give tax relief 
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under section 88 and interest 
exemption under section 80L of 
the Income Tax Act, but KVPs 
are not eligible for either. On an 
average, annual inflows in NSCs 
and KVPs are Rs 8,000 crore and 
Rs 22,000 crore, respectively. 
The discontinuance of these 
schemes would mean that 
roughly Rs 30,000 crore of sav- 
ings would have to find its way 

in other investment avenues. 
And investors, naturally, will 
be left with fewer risk-free 
investment avenues. n 
RACHNA MONGA 


Graphics: NEERAJ TIWARI 


The next time you hear ‘meeting’, don't panic. 


Now take control... with Webex online meetings. 


Meetings and global client Say hello to Webex, the Say hello to online 

interactions are world leader, now in India meetings at costs fractional to 

synonymous with huge with it's futuristic regular meetings. k 
costs. But not anymore. conferencing services. Say hello to higher profitability. we've got to start meeting Hike this” 
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The author was chief 
economist at CII, and is 
now founder of CERG 
Advisory, a corporate 
consulting and economic 
advisory company. He can 
be reached at omkar. 
goswami@cergindia.com. 


The FM’s 
proposal 
to file 
returns on 
‘specified’ 
deals has 
widened 
the 
taxman's 
intrusive 
powers 











S aseasoned lawyer and Supreme 
Court advocate, Finance Minister 
P Chidambaram has had a bird's- 
eye view of the mayhem that can 
be wreaked by the inspecting 
arms of the central and state governments. Ex- 
cise and customs inspectors, sales tax officers, 
factory inspectors, the guys at the octroi posts, 
babus of the municipal corporation and, not 
the least, income tax officers —all these hon- 
ourable gentlemen have the powers to create 
bedlam in ones day-to-day life. And the history 
of modern India is replete with such instances. 
The tyranny of the sales tax department, spe- 
cious demands of excise in the fourth quarter, 
false assessment of property values by corrupt 
municipal corporation inspectors, and the 
early morning search and seizure raids of the 
income tax department are a part of the na- 
tions folklore. Having fought several such 
cases, Mr Chidambaram knows of these tyran- 
nies better than most. 

Yet, in this Union Budget, he has inexplica- 
bly widened the intrusive powers of the rev- 
enue-collecting arm of the State. I refer to the 
obligation to furnish an Annual Information 
Return under the proposed Section 285BA of 
the Income Tax Act. 

From 1 April 2004, if you have had 'specified' 
financial transactions worth Rs 50,000 or more, 
you must list each of these for the year, with do- 
cumentary evidence, in an Annual Information 
Return — which has to be sent to the appropri- 
ate income tax authority The 'specified' 
transactions are (i) sale, purchase or exchange 
of goods or property, or interest in a property, 
(ii) sale or purchase of any service, (iii) any 
works contract, (iv) any investment or expendi- 
ture, and (v) taking of any loans or deposits. 

In fact, the wordings are ominous, It is not as 
if only transactions worth over Rs 50,000 need 
be reported —although that is bad enough. The 
text clearly says that the Rs 50,000 rule can be 
interpreted as "the value or, as the case may be, 
the aggregate value of such transaction or 
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transactions". So the income tax officer can ask 
you to furnish details of all expenses over, say, 
Rs 15,000 and then add these up in ways so that 
they create bundles in excess of Rs 50,000. 
According to the Explanatory Memoran- 
dum to the Finance Bill, the government con- 
siders this as a measure to widen the tax base. In 
reality, it is nothing of the sort — because those 
who pay no tax will also not provide Annual 
Information Returns. But for those who do, 
especially the 75,000-odd citizens who have the 
honesty to claim that their taxable income 
exceeds Rs 10 lakh, this proposal will give 
unbridled authority to the income tax depart- 
ment to harass. Unless my understanding of 
the typical income tax officer is completely 
wrong, I am prepared to bet that at least a tenth 
of the hapless 75,000 will be hauled up for fur- 
ther scrutiny of the Annual Information Re- 
turns. All manner oftransactions will be probed 
and poked into; errors will be 'found'; people 
summoned to the terrible, dirty, file-laden, 
smelly, tea-stained tax offices; threats of raids 
will do the rounds; and chartered accountants 
dealing in tax matters will have a field day with 
their friends in the income tax department. 
This is no way of either widening the tax 
base or conducting more efficient tax audits. If 
those were my objectives, I would have leverag- 
ed the huge IT expertise ofthis country to chan- 
nel all my efforts into creating a computerised 
database within the next six months, and hous- 
ing these in a state-of-the-art informatics su- 
perstructure under the proposed Tax Informa- 
tion Network. Then, as a taxman, I could check 
if the incomes and transactions of any person 
with a unique PAN have been showing up in 
places other than those specified in his income 
tax return. If enough such flags went up, I wou- 
ld scrutinise these cases with utmost diligence. 
Instead of focusing on this, we are giving 
hugely additional power to those known to twi- 
stthingsto their end. Surely, that could not have 
been Mr Chidambarams intent. And if it wasn't, 
should he not remove this terrible clause? Wi 
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HE last four years have 
changed the younger son 
of Dr ParvinderSingh, the 
late chairman and mana- 





ging director of Ranbaxy 


Laboratories. Twenty-ni- 
ne-year-old Shivinder Mohan Singh — 
or SMS, as he is known at the Fortis He- 
art Institute and Multispeciality Hospi- 
tal in Mohali — has had initiation by fire 
in trying to build a healthcare brand 
from scratch. He has seen his initial, 
grand plan turned upside down by the 
stark realities ofthe healthcare business. 
“Mohali was a great experience," says 
Shivinder. In effect, it was his acid test as 
promoter-manager. 

At the first meeting with BW, in 2000, 





the Fortis management had claimed 
that as a part of a pharmaceutical group, 
they understood the business of health- 
care. In 2004, they say that the business 
of corporate hospitals and healthcare 
management is an entirely different an- 
imal. The steep learning curve that lies 
in the middle is the story of Fortis. 


It started with a dream articulated by | 


Dr Parvinder Singh as far back as 1993- 
1994. His dream was to see Ranbaxy 
emerge as an integrated healthcare 
provider, comparable with the best in 
the field. Elder brother Malavinder Mo- 
han Singh was to look into Ranbaxy, the 
flagship pharmaceutical company. (He 
is now president and chief operating of- 
ficer there and also a member on the 
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Team Fortis: (L-R) Achintya Moulik, 
head (cardio-thoracic), Shivinder 
Mohan Singh, joint MD, Dr G.S. Kalra, 
head (path lab) and Daljit Singh, CEO 
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Fortis board.) In time, the group signed 
a deal with health insurer Cigna, so that 
it could enter the segment as soon as it 
was opened up. SRL Ranbaxy, a chain of 
pathology labs, was also set up. And 
Shivinder, while still a student at Duke 
University in the US, was given the task 
of looking into the healthcare business 
from the promoters’ side. A team led by 
Vinay Singhal, an old hand from Ran- 
baxy, was put together to set up Fortis 
Healthcare. 

The vision for Fortis was always 
grand. A layout of Rs 1,000 crore was 
made for the first phase of growth be- 
tween 2000 and 2008. The idea was to 
have a strong grip over the lucrative 
northern market, especially Delhi, by 








Ss 


SERE 
WIR 


i: 
220€ 


RENN, 
m 


a 


RS 


SRR 
REESE ARAM d 
WORKER 
DII RUE 
VU CORAN DEUS 


ES 
e 


OUR 
CAS 


BES 


SS 


Os 


dea pnt 
d DOR 
Pana O AESA PANNAR 


NES 


a RCSL EV ae ins 
ETAURA 


SES 
MERI YT: 
EE pO Ed 
REL UE 
rfe AS AMA 

uc 





Four year 
alter its grand 
plans for Delhi, 
Fortis has had 
a reality check. 
Can Shivinder 
Mohans new 
battle plan win 


the market? 
By Gina 5. Krishna 











Sie 
cir 








i 
i 
F 
: 
i 





EALTHCARE 


_ MAP OF DELHI, 
) CIRCA 2006 


SEIS CUNT 
itn aes 


ee tae 
price 


is RESET IAG at h4 
E NOSE eis 
res CURE DU 


RET AEH SHORE: 


Hen 
EINE 


eet 








Note: Max plans 12 primary clinics by 2005. 


the end of the phase. The blueprint was 
a hub-and-spokes operation compris- 
ing multispeciality hospitals that eight 
secondary hospitals and several satellite 
clinics would refer to. The model was to 
be taken to the rest of the country in the 
subsequent phases. But all it has to 
show for the first four vears of the first 
phase is one 200-bedded hospital at 
Mohali (commissioned in June 2001) 
and a secondary hospital at Amritsar. 
Even there, the number of beds opera- 
tíonal now is just 120. 

But things are moving again. The 
hub-and-spokes model is gone, and in 
its place is a mixed bag of strategies. 
Consider this: last year, Fortis took over 
management of the 100-bed Jessa Ram 
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Hospital in west-central Delhi. On 5 Au- 
gust, finance minister P Chidambaram 
inaugurated the second fully-owned 
Fortis facility. in Noida. Fortis Ortho d 
Neuro, currently a 90-bed hospital in 
Noida, is on its way to expanding to 300 
beds by 2006. By 2005, the company 
hopes to start work on a 300-bed super- 2 
speciality hospital on the 7.5 acres of 
land it has bought in Shalimar Bagh. 
(The superspeciality is vet to be decided I 
-= it could be oncology, with multispe- 5 
ciality care.) It is also talking to a few i 
hospitals in south Delhi for taking over | 
their management. The mega project : 
that is slated to mark the end of the first : 
phase of Fortis's growth is what Shivin- fe 
der calls the R&R (research and referral} 5 
facility in Gurgaon Medicity. Meant to 
serve all of north India, this facility will us 
include a medical college, training insti- : 
tutes, and multiple superspecialitie 
proud Shivinder says: “It will be the 
Asian equivalent of any US hospital." 
But what gives Shi the 

























der 
strength to dream again on th 
he answer lies in what went wrong the 
first time and the experiences gleaned 
in overcoming those problems. 
‘Delhi Was A Finality ^) It's not for noth- 
ing that Shivinder says: "Mohali is our 
learning module, we send everybody 
who joins us." 

From the start, when he wa 
charge of F been H 


























s given 





"ortis, Shivinder has been liv- 
ing, breathing and dreaming health- 
care. At first, he was completely im- x 
mersed in setting up the hospital — 
bringing on board senior doctors, par- ; 
leying with government, and even 
working on the architectural blueprint. 7 
When Shivinder met me and spoke 

with me, I knew he was completely 
committed to set up an institution," 
says Achintya Moulick, one of the first in 
the clinical faculty to come aboard as 
head of the cardio-thoracic surgery de- 
partment. Moulik, who left the Massa- 
chusetts General to come back to India, 
is member, facuity of congenital heart 
surgery and heart transplantation at 
the venerable University of California 
Los Angeles. 

At the beginning, many questioned 
the wisdom of setting up a 200-bed, 
Hs 155-crore facility in a city known as 
:e for retirees who queued at goverr 
ment hospitals. If not government hos 
pitals and private nursing homes, peo- 
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Taxing times 
at Max 


AX Healthcare, a 

venture by Shivinder 

Mohan Singh's uncle 
Analjit Singh, has also gone 
through a midcourse correction 
in its business plan. It was 
launched in early 2001 with the 
thought of having primary, 
secondary and tertiary care 
hospitals across the National 
Capital Region. Two years ago, a 
number of senior people left the 
organisation. They included CEO 
Noni Chawla and medical 
director Nirmal Joshi. Max also 
parted ways with technical 
partner Harvard Medical 
International in August 2003. 

There have also been 
criticisms about professionals not 
being allowed enough operational 
freedom. Analjit Singh staunchly 
refutes this claim: "For any start- 
up, it is imperative that the top 
management is deeply involved 
in strategising and monitoring. 
We have created an environment 
where individual egos do not 
stand in the way of Max 
Healthcare's progress. Those who 
did not fit are no longer with us." 

In the last year and a half, the 
dust seems to have settled a bit. 
Recently, venture capitalist firm 
Warburg Pincus invested Rs 200 
crore in Max India, the parent 
company, after conducting a 
market research. Some of the 
funds are expected to flow into 
healthcare, but it's not clear how 
much. A 2000 plan promised a 
total investment of Rs 450 crore, 
which was later raised to Rs 504 
crore. But till date, only Rs 70 
crore has been invested. 

There are other worries. Max 
Healthcare had planned to cover 
Delhi with 25 primary clinics by 
2004; it will reach twelve by 2005. 
True, the going hasnt been easy 
for any corporate hospital. But 
Max's main market, Delhi, 
remains the home to some of the 
best hospitals in north India. 


ple were used to taking patients either to - 


Ludhiana, an hour's drive away, or to 
Delhi. To add to that, theanimosity from 
private practitioners and existing nurs- 
ing homes resulted in some adverse 
publicity. The hospital was and is still 
perceived to be the most expensive in 
the city. “[We are expensive] maybe by 
Chandigarh standards, but not by na- 
tional corporate standards," contests 
Daljit Singh, CEO of Fortis Healthcare, 
who joined in 2002 from the paints divi- 
sion of ICI. “At our hospital, clinical ex- 
cellence is a given." 

The balance of patient perception, 
doctor-patient relationships, and man- 
ager-doctor relationships are things 
that need to be in fine balance for a hos- 
pital to succeed. Says R.V. Karanjekar, 
former medical administrator at Fortis 
and currently medical administrator at 
D.Y. Patil Hospital in Mumbai: "Manag- 
ing a hospital is a difficult, and balanc- 
ing the business aspect with care and 
piety is even more so." Doctors could be 
a difficult breed to deal with for an ad- 
ministrator, especially a non-medical 
one, "They just dont see eye to eye," says 
asenior Mumbai-based consultant. 


N 2002, Shivinder moved to Delhi af- 
ter handing over the reins at Mohali to 
Daljit Singh. A team led by Shivinder re- 
views performance ofthe hospital every 
month. The management constantly 
modifies and adapts its plans to meet its 
goal of penetrating deeper into the 
North. For example, Fortiss Rs 1.5-crore 
emergency heart command centre (an 
intensive cardiac care unit) at Ludhiana 
was recently closed, as the patients 
there could be served from Mohali itself. 
On the other hand, as its Amritsar facil- 
ity (a 50-bed multispeciality hospital) 
was doing well, Fortis signed a deal with 
the locally-well-known Nayyar Hospital 
to expand capacities and build its car- 
diac care unit. The original hub-and- 
spokes model has taken a backseat. 
The management also realised that 
one superspeciality would not be able to 
sustain an optimal flow of patients. In 


Multispeciality Hospital from Fortis 
Heart Institute to reflect the change in 
its focus. "A patient with a cardiac prob- 
lem normally comes with a number of 
other related complications. It is not 
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possible to treat him in isolation, nei- 
ther is it fair to refer him to any other 
hospital,” says Shivinder. The multispe- 
ciality centre at Mohali now has 55 em- 
panelled doctors specialising in other 
therapeutic segments, over and above 
the 90 doctors in cardiac care. It also of- 
fers ambulatory care. 

Another problem was that the doc- 
tors who joined Fortis, though brilliant 
in their own fields, took time to become 
known in Mohali. “When you transplant 
a tree, however healthy it is, it takes time 
for it to take roots," says Karanjekar. Af- 
ter Moulick came Gursharan Singh 
Kalra, who comes with 20 years of expe- 
rience at G.B. Pant Hospital and has per- 
formed over 12,000 interventional pro- 
cedures. Another stalwart is Jagmohan 


| Verma, who came after a 24-year stint at 
August 2002, the Mohali unit changed | 
its name to Fortis Heart Institute and | 


the Post Graduate Institute, Chandi- 
garh. So while these revered but locally- 
unknown doctors acclimatised, pa- 


| tients flocked to known names. 


But rather than putting up facilities 
that would serve as spokes, as envisaged 
originally, Fortis tackled the problem of 





'Delhi was a finality' 


.. to take anything for granted — from 
the notions one acquires in an MBA 
programme about managing busi- 

. nesses, to real-time management of 
processes and relationships. I've also 
learnt that any organisation must... be 
. geared to face the changing realities of 
tomorrow. There would be times 
when short-term sacrifices would 


~ have to be made for long-term gains. 


ll What did you learn about manag- 
ing a healthcare business that busi- 
ness schools did not teach? — 

Bi The complexities in managing a 
healthcare business are far greater 
than in any other — primarily 
because it's always a matter of life and 
death. While a dedicated course in 
healthcare does give a good orienta- 
tion of how the business has to be 
managed — it's always a matter of 
putting theory to experience. One 
important lesson is that as long as you 
have a business model aligned with 
the interest of your customers and 


reach with the help of a team of man- 
agers. These managers, appointed for 
terrains like Amritsar, Jalandhar, 
Chandigarh, Ludhiana, and the states of 
Himachal Pradesh and Haryana, work 
like sales managers in a pharma com- 
pany. They are responsible for meeting 
doctors and hospitals in their areas. The 
brief is to acquaint local doctors with 
the services offered by Fortis. Any pa- 
tient referred to Fortis will go back to the 
referring doctor for long-term chronic 
care. The area managers organise car- 
diac-care screening camps in small 
towns in partnership with local doctors. 
The choice of final treatment is left to 
the patient. The scheme has increased 
patient inflow sharply. 

Yet, though some city doctors point 
out that Fortis has examples of individ- 
ual brilliance and drive, it has taken 
three years to be recognised by the peo- 
ple. Within the hospital staff there are 
murmurs about the ego clashes be- 
tween the clinical and non-clinical 
managers. Singh waves off the allega- 
tions. He contends that it takes time to 


you have a team that is committed 
and empowered, you have a winning 
combination. 

. Fortis was in it's inception when I 
joined and we didn't have a facility on 
the ground. So the experience was 
different from walking into an 


established company, and therefore, 


posed a unique set of challenges. The 
experience you can get by being in a 
core team of a start-up is unbelievable 
— it exposes to you all levels of work 
and all departments' functioning. 


li When did you decide to move to 


‘Delhi and why? 


Bl The decision was taken even before 
I moved out of Delhi! Delhi was a 


finality that was always there. My ini- 


tial stint was supposed to be for a 
year. But I stayed on for one more, as I 
felt it needed to stabilise a bit more. 
When I was more confident, we got 


Thanks to his Mohali experience, 
Shivinder is confident about Delhi 


build reputation in healthcare and three 
years is not long enough in a market not 
used to branded services. 

True, the matter of branding and 
marketing healthcare is a tricky one. 
Traditionally, reputations of hospitals 
and doctors have been built over time, 
largely through word of mouth. The 
model of holding camps and peddling 
Fortis's services to doctors wasn't easy. 
Doctors with large private practices 
were not willing to refer patients at first. 
Nursing homes and smaller hospitals 
looked at it as a predator that could 
swallow then up. At the same time, 
when the hospital refused to treat a pa- 
tient based on a risk assessment criteria 
known as the Euros code, it courted ad- 
verse publicity. "We started slowly with 
cases that were far more complicated. 
Now, we have built up a strong reputa- 
tion in the North," says Moulick. 


UCH rapid expansion needs a lot of 
funds. Last year, the management 
made another smart move. It sold the 
physical infrastructure of Fortis Mohali 
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.. FORTIS HEALTHCARE 


in a great guy to take my place and I 
shifted back to Delhi to help propel 
the growth agenda. 


ll Does healthcare delivery excite you 
more than pharmaceuticals? 

lil Both are exhilarating in their own 
way. I have minimal involvement 
with Ranbaxy, but I understand and 
am abreast of all the happenings; the 
same goes for Malav (Malvinder 
Mohan Singh, his elder brother) 

and Fortis. We play an advisory role 
to each other, which 
actually works 


extremely well. li 












to the Maharaj Sawan Singh Trust and 
leased it back to manage it. That freed a 
large amount of capital for future invest- 
ments (Shivinder refused to share the 
numbers). "Our balance sheet is much 
lighter. We made cash profits last year," 
is all that Shivinder would say. While the 
company is not actively looking for cash 
right now, options are open for offset- 
tinginfrastructure investments in a sim- 
ilar manner. After the Rs 1,000-crore first 
phase, the game will be to spread the 
brand across the country. 

For the moment, it's the first phase 
that needs nurturing. Fortis's plan is to 
cast a strong footprint in the National 
Capital Region in this phase. But even 
for a relatively large market, Delhi is 
crowded with corporate hospital groups 
— the facilities of Max Healthcare (See 
‘Taxing Times At Max’), Indraprastha 
Apollo, Escorts Heart Institute and Re- 
search Centre, and the Wockhardt 
group. By all counts, the going will be 
tougher than what Fortis has faced till 
now. It is Delhi, and not Mohali, which 
will be the actual test for Shivinder. W 
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Dr. Reddys Labs is 
sticking to its — 
innovation-led. - 
strategy despite 
setbacks, An inside 


look. By D.N. Mukerjea be 
[99.20 / 


AGAINST 


ALL 
SCEPTICS 


Company wants rt) “create, 
value. In the long run what is 


the salvation?” 
Satish Reddy, MD & COO 
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“Qur stated positión is that 
we will still build R&D even if 
it means the bottomline 


dropping further" 
G.V. Prasad, vice-chairman & CEO 


NJI REDDY likes to compare Ragaglitazar, a 
molecule he had famously out-licensed to 
Novo Nordisk in August 1998, to Kalpana 
Chawla. Like the astronaut, Ragaglitazar 
died young. In the summer of 2002, when 
adverse side effects appeared during clini- 
cal trials, Novo abandoned research on the 
molecule. Reddy, the founder chairman of Dr. Reddy's 
Laboratories (DRL), calls that the darkest period of his 
life. He used to be repeatedly asked why he tried drug 
discovery at all in an industry that flourished on re- 
verse engineering. "It's like asking why did Kalpana 
Chawla have to go. Someone has to, because if every- 
body thought like that, there would have been no man 
on the moon," says Reddy. Ragaglitazar's failure did lit- 
tle to check Reddy's passion for drug discovery. And he 
continued pouring money into research. 

But now, the sceptics are back. And in greater num- 
bers. Armed with evidence that includes falling profits, 
tumbling stock prices that have wiped out Rs 5,000 
crore of shareholder wealth in the last seven months, 
and reversals in the US courts, critics are calling 
Reddy' strategy an excessively risky one. Some ask 
whether DRL, a mere $460-million minnow in the 
global pharma business, being foolish and stubborn in 
persisting with a discovery-led strategy, something 
that's the preserve of MNCs many times larger. Can the 
company stomach the uncertainty (and the high costs) 
that goes with new drug research, a roulette where the 
probability of success is one in 1,000, ask others. The 
critics further argue that even in generics, DRL’ strat- 
egy is risky with its high number of Para IV filings, next 
only to Teva, which is the largest generics player in the 
world. The numbers reflect the state of things that led 
to this attack by the critics. Though DRL generates a 
gross margin of 53 per cent, high selling, general and 
administrative expenses, amortisation, and the money 
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Balance of power 


HESE days K Anji Reddy spends most of his time at 
his company's research facility near Hyderabad. 

This year, on Budget day, while all of Corporate In- 
dia stayed glued to the TV watching P. Chidambaram 
play Finance Minister, Reddy was content tinkering 
around inside one of his labs. ^He is happiest there," 
says fellow board member Omkar Goswami. Also, it is 
by choice. “I live and breathe R&D,” says Reddy. He 
adds that alot of the more important decisions taken in 
recent times (AmVaz, Trigenesis, etc.) were taken by 
Satish Reddy and G.V. Prasad. It is they who run the 
business, he admits. 

By all accounts, the natures of Satish and Prasad 
don't overlap. Satish is the nitty-gritty man, Prasad the 
strategist. Satish the moderate, Prasad the risk taker. 
` Satish the people person, Prasad the target setter. Their 
day-to-day operating styles are also different. Satish is 
known to delegate tremendously, at times a bit too 
much. This is a trait he shares with his father. Prasad, 
on the other hand, has been known to go two levels 
down to get feedback. 

Many, including Reddy, see in them shades of the 
famous Parvinder Singh-D.S. Brar combination, with 
Satish like Singh and Prasad like Brar. ("Prasad is a 
chemical engineer; Satish is an M.Sc. in medicine and 
chemistry. Satish moves based on his knowledge, like 
Parvinder; Prasad does things in a management style, 
led by goals and finding opportunities," says Reddy.) 

But the big question is: how well do these two work 
together? Those who have seen the two operate from 
close quarters see very little friction between the two. 
(However, an ex-employee of DRL says that thanks to 
Anji Reddy's presence, there is not even any healthy 
friction between the two, which may not necessarily be 
agood thing.) Others argue that even if there is no con- 
flict between the two, employees at times exploit two 
power centres for their own gains. In other words, even 
if there is complete absence of friction 
between Satish and Prasad and there exists 
perfect understanding between the two, 
conflict could still be presumed or 


that R&D soaks up, leaves it with operating margins of just 10 
per cent. In comparison, Ranbaxy Laboratories gross margin 
is 58 per cent and operating, 20 per cent. 

Nobody grudges Reddy his due — that he is trying to play 
the pharma discovery game on the back of his companys sci- 
entific skills. It is something that even India's largest pharma 
company, Ranbaxy, hasn't tried with as much conviction — 
though more than double DRLs size, Ranbaxy spends an 
amount similar to DRLs on R&D. But, what is all this deliver- 
ing, the critics ask. 

Itisaquestion that cuts like a knife. After all, DRLs very rea- 
son for existence is to be a discovery-led global pharmaceuti- 
cals company. 

In the midst of all this, two men keep the faith. They are the 
inheritors of Reddy's legacy, (see ‘Balance Of Power’) son 
Satish Reddy (also managing director and chief operating of- 
ficer), and son-in-law G.V. Prasad (vic- chairman and chief ex- 
ecutive officer). With the backing of the company’s board, 
which includes heavyweights such as McKinsey & Company's 
former India managing director Anupam Puri, Harvard pro- 
fessor Krishna Palepu, CIIs former chief economist (and 
Businessworld | columnist) 
Omkar Goswami, the two 
are holding DRLs course 
steady and refuse to take 
evasive action, the rebukes 
and reversals notwithstand- 
ing. They admit they have a 
responsibility towards the 
company’s shareholders. But 
add in unison that DRLS crit- 
ics aren't entirely getting 
what it is trying to do. 

"If we had just stuck to 
bulk and branded formula- 
tions, which was the case till 
two or three years ago, we 
would be highly profitable. 


B.K. RAMESH 


CSO Saxena leads the 
discovery charge 





Exciting NCE pipeline: 





rumoured. Some therefore argue it may not Preclinical Phase-l 
be a bad idea to get a professional manager 
atthe top. Metabolic 
Quite a few people associated closely Disorders April 2004 April 2005 April 2004 
with DRL pooh-pooh the idea. They say | LN ns ang 
Satish and Prasad are very clear about their Cardiovascular 
respective roles — something that has evo- Disorders 
lved over the last couple of years. Also, the 
shareholding structures are such that there Cancer 
is very little scope for conflict in the future. 
Satish, for his part, says that while the Bacterial 
two do confer a lot, the final, final decision Infections 


lies with Prasad. Heis after all the boss. W 





April 2 


* Back-up for DRF 1042. In alll probability, one of them will be launched 
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But those are declining busi- 
nesses. Bulk will be commodi- 
tised and branded is gone. So if 
you stay there, it is much more 
risky. The whole value of the com- 
pany comes down. By taking 
these risks (in innovation), we 
have actually ensured the future 
of the company," says Prasad. 
Adds Satish Reddy: "At the end of 
the day, if we start focusing on 
what is its (the strategy's) reflec- 
tion on the stock prices and then 
start letting that dictate strategy, 
we will have a serious problem as 
far as the company is concerned." 


HE debate over DRLs meth- 
ods, in many ways, has as 
much to do with the company, as 
it has to do with the future direc- 
tion of Indian pharma. In the past 
decade, it became clear that pharmaceuticals was a sector 


HEMANT MISHRA 


where India could emerge as a force to reckon with globally. | 


Much of this optimism had to do with the fact that as block- 
buster molecules went off patent in the US and Europe, Indian 
companies flooded the market with their generics. They used 
two homegrown advantages to win — cheap manufacturing 
facilities and world-class medicinal chemistry skills, honed by 
years of reverse engineering. With this game maturing, Indian 
players are hardening their strategies, based on individual 
skills and ambition. Some, like the Rs 2,000-crore Cipla, are 
content being pure generic players and are looking at ways to 
grow in that space through tie-ups, alliances, etc. with other 
generics like Watson and Ivax. Others (Sun, Lupin, etc.) are 
looking at a primarily generic strategy with some innovation 
thrown in. Then there is DRL, which on the long term, is hop- 


ing to create a business around intellectual property (IP) prod- | 


ucts, though its revenues are today coming from generics, for- 
mulations and bulk. 
Either approach has its pros and cons. While the generics 
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: “The No. 1 generics company is the 26th in the world pecking order. 
There is no way you'll become the 10th pharma company without drug discovery" 


tack is largely risk-free (except in Para IV applications which 
are accompanied by intense litigation against big pharma) 
and revenue flows are even and predictable, it has its limita- 
tions. It is dependent on the line-up of blockbusters that are 
going off patent. Here the scenario is somewhat bleak, with 
most of the blockbusters going off patent only by 2008. There 
is also some concern that the pipeline of new drugs from big 
pharma is drying up. This means that the sheer availability of 
new compounds to be genericised after 2008 looks iffy. 

Meanwhile, with the global generics market becoming 
intensely competitive, margins are coming under pressure. 
When Ciprofloxacin went generic, 10 players (including DRL) 
launched their version of the drug on day one. This was un- 
precedented. And prices collapsed by 95 per cent. (Prasad says 
that even at those levels of price erosion, DRL still gets a 50 per 
cent gross margin.) 

Palepu argues that, going forward, generics companies 


| from India could lose whatever manufacturing advantages 


they have vis-à-vis global generic companies. "Two things 
drive this business — one, market access, which takes time to 
build and two, cheap manufacturing. Tomorrow, a Mylan (a 
$1.3-billion generics player) could set up plant in 
India, robbing Indian firms of their cost competitiveness. But, 
Indian companies will not be able to replicate Mylan's market 
access as easily." 

In this context, DRLS strategy, which revolves around IP 
products, may seem smarter if only because competitors will 
find it more difficult to wrest the advantage away. But the 
inherent risks there are equally high. Beyond the odds of the 
discovery process, companies such as DRL have to be able to 
fund the whole thing. (Big pharma has an advantage here: 
they make big bucks from patented molecules, which are 
ploughed back into research.) 

One way of generating the cash is through a successful 
ParaIV challenge, which is a bit like a lottery — if you win itis a 
jackpot, but you could as well lose. In August 2001, DRL won a 
180-day exclusivity for Fluoxetine which netted $70 million in 
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six months. The company also 
tried something which was even 
better. It was AmVaz. However, 
its failure once again shows how 
inherently risky this game is. 
AmVaz was no new chemical 
entity (NCE). But it came close. It 
was a specialty. All the elements 
that are there in an NCE launch 
— innovation in the laboratory, 
developing, sending the sales 
team into the market, etc. — are 
there in a specialty, though in a 
smaller and more manageable 
scale. According to Uday Saxena, 
chief scientific officer of DRL, a 
specialty launch is like a dry run 
before an NCE launch. While, on 
the one hand AmVaz would have 
allowed DRL to go through the 
motions of an NCE strategy, on 











Changing global structure 


ECENTLY DRL announced a new organisational structure, junking the 
R earlier one that existed. Earlier, based on McKinsey & Co.'s recommenda- 

tions, DRL followed a strategic business units (SBU) structure — APIs, 
generics, branded formulations, etc. Now the company is cast along geogra- 
phies — primarily the US, UK, and rest ofthe world (which includes India, and 
other near-regulated markets.) This is expected to add a sharper focus to the 
geography-centric strategy of DRL. These geographies will be supported by 
the Integrated Product Development Organisation, an outfit that'll drive both 
manufacturing as well as development innovation. 

The original logic behind the SBU structure was to institutionalise the 
spirit of entrepreneurship within the organisation with end-to-end responsi- 
bility — not just profit & loss, but also things like managing the supply chain, 
etc. But there are different reasons why this did not work. 

G.V. Prasad says that the main reason why DRL had to abandon this 
method was scarcity of talent. ^To have a generics head in US to worry about 
operations in India meant both businesses were under-managed. IfIhada 


the other it would have also 
brought in a nice little booty for 
the company — estimated at 
$200 million over three years. 

Sometime in 1999, while 
researching Pfizers Norvasc 
(amlodipine besylate), DRL dis- 
covered that the innovator had 
researched both amlodipine be- 
sylate and amlodipine maleate, 
another salt. However, since 
Pfizer had launched only the be- 
sylate version, using a legal pro- 
vision under the US Federal 
Drug Administration rules, DRL 
sought permission to introduce 
amlodipine maleate (AmVaz) in 
the US. Pfizer opposed the move 
in court. While the lower court 
ruled in favour of DRL in De- 
cember 2002, the higher court 
turned it down in February 2004. 
In the end, neither did DRL 
make the money it was expecting to make, nor did it live the 
specialty experience. 

The AmVaz failure really spooked everyone about DRL; in 
many ways it was the last straw. While criticism to DRLs strat- 
egy was mounting even earlier, post-AmVaz the voices 
became shriller. Prasad admits that AmVaz was a setback — 
had it succeeded, things would have been vastly different. 

But even this is not reason enough for DRL to roll back its 
innovator-centric approach. For one, the way the pharma 
business is shaping up globally, no strategy is without its at- 
tendant risks. But more importantly, the innovator approach 
is in the DNA ofthe company, founded as it was by a scientist. 
“If you see the statistics, the No.1 generics company is the 26th 
in the world pecking order. So do you want to remain 26th in 
the world even after 100 years? You think of the future of your 








Vivek Paul managing my generics, 
maybe it could have been the right 
thing. But the situation is where do you 
find a Vivek Paul?” 

Saumen Chakraborty, executive vice- 
president and global chief of HR, says that 
another reason why the generics SBU didn't 
work well was that regulatory issues varied 
from country to country. (As is common 
knowledge, in this business a lot of strategy 
gets built around regulatory issues.) " 

Within the geographies structure, the 
man who is key to DRL is Dennis Langer, 
head of the US operations. If AmVaz had 
gone through, the company would have 
built an organisational structure around the 
brand — sales force, etc. That dream may 
have suffered a setback, but the US still re- 
mains the El Dorado for the company. fel 





Dennis Langer is president of DRUs US operations. On top right is the company’s lab 
in Atlanta, US, where cutting-edge research is being carried out 


company. There is no way you will become the 10th pharma 
company in the world without drug discovery,” says Anji 
Reddy emphatically. 


o the big challenge before the brothers-in-law — how to 

keep the R&D effort well capitalised without exposing DRL 
to risk in any serious way. The duo has recognised the chal- 
lenge and started evaluating their options. Ex-employees 
attribute this new line of thinking in the company to the fail- 
ure of AmVaz and the lesson it taught the management. Ana- 
lysts say that till recently, at meetings, Prasad was always ‘opti- 
mistic’ about AmVaz though not necessarily ‘aggressive’. 
Prasad (though not Satish) agrees that the success of Fluoxe- 
tine had lulled the company into some sense of complacence. 

The big priority for DRL, therefore, is to mitigate some of 
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the risks associated with the business, even if the overall strat- 
egy remains within the discovery and innovation framework. 
One way of doing so is to trim costs, but beyond a point this 
can't work. A smarter way of risk mitigation is to reduce the 
costs (and the risks) associated with the R&D effort. This is also 
the accepted global practice. Both Prasad and Satish are chary 
about revealing too many details. But it seems that the com- 
panys board has approved of different ways to use DRI's 
pipeline, to lower its risk profile. (Incidentally, none of this 
would have been taken place had AmVaz been successful. 
Satish sees it all as ‘part ofthe game’ and not a blow to pride.) 


Generics in the pipeline 


Innovator 
sales($ mn) 


Generic/ 


Brand 





Olanzapine/ 668 District court decision expected in Q3 
Eli Lilly's Zyprexa CYO4* 

Ondansetron/ 480 Hearing at the district court 

GSK's Zofran completed** 

Clopidogrel/ 1,998 District court hearing expected to 
Sanofi's Plavix commence in Q1 CYO5 
Terbinafine/ 521 Schedule for district court hearing yet 
Novartis's Lamisil to be received 

Sertraline/ 2,665 Compound patent expiry in June 2006; 
Pfizer's Zoloft Not sued on subsequent patents*** 
Fexofenadine/ 1,958 Discovery process expected to 


Aventis's Allegra 


* First to file on 20-mg and orally-dissolving tablets; Ivax first to file on rest of strengths. 
Depending on nature of court judgement, may launch at risk later this year 


** First to file *** Second to file 


Status 


complete in Q2 CYO5*** 


. DR. REDDY'S LABS 





For example, DRL could partner a big 
generics company to share some of the costs 
of development in return for co-launching the 
product in, say, the US. Another variation of 
this strategy could be a co-development fol- 
lowed by divvying up different markets 
between DRL and the partner. Viren Mehta, 
managing partner of Mehta Partners, a New 
York-based pharma consultancy says that no- 
body has a bang-on strategy: "But what is im- 
portant is that DRL needs to partner some of 
this risk away and de-risk the business 
model." Adds Reddy, always one for memo- 
rable lines: "Like there are 62 ways of making 
love (he heard that during a US airlines emer- 
gency procedures briefing), there are many 
ways in which the strategy can be created." 
There are also funds that operate in this busi- 
ness which can be roped in. The principle re- 
mains the same — the funds share some ofthe 
development costs , as well as the potential 
risk of launch, in return for profits. It is be- 
lieved that DRL has already begun the process 
of evaluating some of these funds. 

Of course, in theory, DRL could apply the 
same principle to its NCE pipeline. Sometime back DRL in- 
vited Sam Barker, ex-president of Bristol Myers Squibb to do 
an independent valuation of its NCE pipeline. Barker arrived 
at a risk- adjusted value — this, among other things, evaluates 
the probability of failure — of $856 million. If you throw in the 
value of DRF 2593 which was licensed to Novo Nordisk in 
1997, the value of DRLs pipeline could be close to a billion dol- 
lars. What that means is that in a crunch, DRL could trade 
some of its NCEs to bring in some money. (See 'Exciting NCEs 
In The Pipeline’) 

But it's unlikely that it will do so. Reddy, Satish and Prasad 
are unanimously doubtful whether they 
will currently be able to take an NCE all 
the way to the market (though they don't 
rule it out entirely either.) And that they 
will want to out-license their molecules. 
However, they are clear that the out-li- 
censing will take place only in phase IIA, 
after proof of concept in humans. Given 
that the probability of success increases 
as you progress along the drug develop- 
ment path (one in 10 in phase I, one in 
five in phase II, and so on), the terms of 
payment for an out-licenser are some- 
what optimal in phase IIA. 

Howrisky is it for DRLto hang on to a 
molecule till IIA, instead of out-licens- 
ing it earlier? Prasad argues that it's a risk 
that the DRL balance sheet can absorb. 
Lookat the math: ofthe eight-odd mole- 
cules that comprise DRUs disclosed 
NCE pipeline, the company picks up 
say, four to take up to phase IIA. Each is 


Source: DRL expected to cost around $10 million. 
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ES cialty business, which was 
E meant to be kickstarted with 
© AmVaz, will nowhaveto wait for 
B some time. Chances are that a 





| Say of the four, two fail, but two 
i. go through. "Then they are 
` worth a phenomenal amount 
to me. We have more than one 
such asset. And we have the 
firepower to do these kinds of 
deals. While it is premature to 
speak before doing such a deal, 
I think in the next year or so we 
will be highly focused on doing 
such a deal. And that is my risk- 
mitigation strategy,” says 
Prasad with an air of finality. 






Formulations 


UT none of this still takes 
away from the fact that the 
next two years will be critical 
(and tough) for DRL. The spe- 


B molecule from the Trigenesis stable — a niche, dermatology 
| company that DRL recently acquired in the US — will be 
| launched as the first specialty of DRLs. But that is still a few 
M years away. (Itis also highly likely that DRL will go in for an ac- 
| quisition overseas sometime soon. The company is sitting on 


E a pile of cash, some $200 million of it, some of which will be 


used for this acquisition.) 
Meanwhile, with the blockbusters that are slated to go off 


E patent bunching up in and around 2008, you can be sure that 


| DhRIsinvestmentsin R&D, litigation, etc., will rise, without any 
immediate returns in sight. DRL has a line-up of generics, 
some of them potential first-to-file (See 'Generics In The 


S Pipeline). But, given the nature of this business, it is difficult to 


predict which ones will fly. (The unpredictable nature of the 
business is one of the reasons why DRL doesn't issue any guid- 
ance to analysts.) 

As Puri points out, one of the key things the company will 
have to do is to calibrate its different investments (R&D, in- 
vestments in markets, etc.) based on the cash flows coming 
from the stable businesses of APIs (active pharmaceutical in- 
gredients), formulations and generics. And he believes the 
management has the skills to handle those processes. 

Arun Sawhney, president, DRL, feels that two businesses 
that will help DRL are APIs and formulations, which have 
gross margins of 33 per cent and 66 per cent respectively. More 
importantly, they are predictable businesses. DRL, for exam- 
ple, has stepped up filing its Drug Master Files (OMF). A DMF 
is essentially a dossier for the API. Between 1984 and 2001, 
P DRL had filed 18 DMFs. In 2001-02 it submitted eight, 14 in 

| 2002-03 and 16 in 2003-04. In 2004-05, DRL is expecting to file 
around 18 DMFs. 

Now, while there is a lag between DMFs being filed and 
those starting to yield revenues (for example, some of the 
DMFs lodged in 2001-02 would start yielding revenues in 
2005-06), the increased rate of DMF filings is expected to cre- 
ate a steady revenue stream for DRL. (Sawhney doesn't want 
to hazard a guess on how much each DMF will yield. “On an 
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average you can say $15million to $20 million. I am talking of | 
the average molecule. There are products which deliver $4 
million and those that yield in excess of $25 million," says he.) 
The experience of Satish and Prasad isn't necessarily 
unique. Ranbaxy's Brar faced similar criticism when invest- 
ments in the US weren't paying off. The difference between 
DRL and oo one invested in eke people, etc., 


pipeline, etc., much ahead ofi its time. "Erom 1994 to 2000, 


everyone criticised them and now everyone says wow, Ran- 
baxy,” says Prasad. Ratan Tata's experience was no different 
when he bet on the Indica. And like DRL, the stocks of both | 
Ranbaxy and Tata Motors took a beating till the investments 
began paying off. 

DRL expects something similar to happen in its case too. 
The market reacts to news flows, specially sectors like pharma. 
DRL stock price was brought down to the current levels by 
the news emanating from the company. Some argue that the 
stock, when at its highest of Rs 1,470 touched at the end of 
2003, had the success of AmVaz built into it. (Within DRL, the 
odds for AmVaz succeeding were 50:50 before the US lower 
court's decision. But after the company secured a favourable 
ruling, the odds improved to 80:20.) Satish argues that all 
along the management has been very transparent and has 
tried to convey the unpredictable nature of the business to 
investors. However, he admits that they should have managed 
investor expectations better. | 

Doing something different is never really easy. "Some- 
times I feel like Kasturirangan (former chairman of ISRO), that 
I have put something in orbit. Luckily, in the case of Kasturi- 
rangan it could be known in half-an-hour whether it was a 
success or not. For me it takes three years. I have been saying it 
for a long time," says Reddy. That really sums up DRLs mood 
today — confident, but waiting. | ak 
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OW much water goes into 
making a cup of coffee? Now 
this looks like a silly question 
with an obvious answer: one 
cup of water. Actually, about 
140 litres of water is needed to put a cup of cof- 
fee on your table! 

Two Dutch economists, A.K. Chapagain 
and A.Y. Hoekstra, have calculated the amount 
of water used in the entire production process 
for coffee — from growing the plant to roasting 
the beans to grinding them. That's how they 
arrived at the surprising result: 140 litres of 
water are needed to make a cup of coffee in 
Amsterdam. The problem is that this water is 
used up in the coffee-producing countries such 
as Brazil and Columbia. So, in effect, these 
countries are exporting millions of litres of 
water when they ship coffee out to other parts 
of the world. (Incidentally, a cup of tea needs 
only 34 litres of water.) 

I remembered this interesting research 
when the recent attempts by Punjab to block 
river water to neighbouring states hit the head- 
lines. It helps see the face-off in a different light. 

Punjab is the country’s main supplier of 
wheat. About 1,160 litres of water are needed to 
produce one tonne of wheat. Punjab’s farmers 
have sucked the states groundwater resources 
dry in their attempt to produce more and more 
wheat for the rest of the country. So just as Co- 
lumbia exports water when it sells coffee to Eu- 
rope, Punjab exports water when it sends 
wheat to other states in India. 

What's worse, as a result of India’s outdated 
food procurement policies, this ‘water’ is not 
consumed. It is stored in godowns as part of the 
country’s unmanageable food mountain. Work 
it out — an excess 10 million tonnes of hoarded 
wheat means more than 11 billion litres of 
wasted water. And it’s all for the rats! Is it any 
surprise that Punjab is running out of water? 

The stark choice in the coming years may be 
between the food mountain and water security. 
Given our healthy foreign exchange reserves, it 





a cup of coffee 





would perhaps be better to import sugar and 
soya beans rather than allow water to be wasted 
in parched states like Maharashtra and Mad- 
hya Pradesh. Israel, for instance, discourages 
the export of crops such as oranges and avoca- 
does for precisely the same reason. 

All this relates to an idea that is fast gaining 
popularity — virtual water. It is the amount of 
water used in the production of a commodity. 
Tim Allen of the University of London's School 
of Oriental and African Studies (SOAS) first 
called it embedded water. Then in 1993, the 
term ‘virtual water was used at a seminar at the 
SOAS. Since then, there has been a growing 
body of research on this, including fairly 
detailed analyses of how much virtual water is 
imported and exported around the world be- 
cause of the trade in agricultural commodities. 

As the availability of water becomes an 
ever-bigger problem in India, the government 
will have to face up to tough questions. Why do 
we encourage the cultivation of water-guzzlers 
like wheat, rice, sugar cane and soya? Why are 
soft drink companies allowed to suck ground- 
water in arid regions? Why do we make beer 
when we can import it? Why do we waste so 
much water? 

I think its time that detailed water- 
budgeting is done across the country to assess 
the true impact of various economic activities 
on the availability of water. The use of the con- 
cept of virtual water will be of great help in such 
an exercise. 

Then comes the next set of problems: how 
do we ration water better? The standard eco- 
nomic answer would be to price water at mar- 
ket rates — this will ensure that the price of a 
cup of coffee or a bottle of cola will include the 
actual water consumed in its production. But 
this can only be a partial solution because high 
prices could hit the poor. Perhaps a better idea 
would be to treat water like telecom bandwidth 
or fishing rights — a naturally scarce commod- 
ity that needs to rationed by an independent 
authority. w 
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ONGC Videsh 
faces a 
Chinese 
challenge in 
its global 
search for 
equity oil. 

By Anup Jayaram 


N the battle for control of global 
equity oil, even a few days' delay 
can be suicidal. Earlier this year, 
ONGC Videsh (OVL) had almost 
closed a deal to pick up an 
11 per cent stake in the Block 3 oil- 
field in Sudan. The field was already 
generating 400,000 barrels of oil a day — 
the same as Bombay High. The Empow- 
ered Committee of Secretaries had 
cleared the investment, and it only 
needed the Union Cabinet's nod. 

In the 10-odd days it took the Cabi- 
net to discuss the issue, China National 
Petroleum Corporation (CNPC) waltzed 
away with the deal. It walked in, offered 
17 per cent more than what OVL was 
bidding — and signed up immediately. 

“The Chinese work with the single 
objective that they need more oil. 
They are very aggressive bidders,” says 
Atul Chandra, former managing dir- 
ector of OVL. 

The Indians have no option but to 
learn how to deal with the Chinese. In 
oilfield after oilfield around the world, 
OVL is going toe-to-toe with Chinese oil 
companies. The reason is simple. Given 
their growth rates, India and China are 
the two countries developing the great- 
est thirst for oil. At present, China is the 
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A rig in Russia's Sakhalin-1. OVL has sunk $1.7 billion here. This is its biggest 
investment yet, which could be surpassed by the Angolan deal under negotiation 


second-largest market for oil after the 
US. But by 2025, their demand is ex- 
pected to be 700 million tonnes annu- 
ally, taking it well past the US. By the 
same year, India will consume 
360 million tonnes of oil annually, mak- 
ing it the third-largest consumer of pe- 
troleum products in the world. 

Neither country has big domestic oil 
fields, which makes them crucially de- 
pendent on oil from abroad. And hence, 
the race for equity oil — picking up eq- 
uity in oilfields around the world, which 
will ensure cheap and reliable oil sup- 
plies. By acquiring equity in foreign oil- 
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| fields and sharing the cost of develop- 


ment and production, a country can cut 
its oil purchase costs dramatically. For 
example, OVL is getting equity oil from 
Sudan at $10-14 a barrel while crude 
prices in the spot market are touching 
$44 a barrel — that's a huge difference. 
When OVL was dipping its toes in 
the equity oil pool, it lost many a deal to 
the Chinese firms. In 2002 and early 
2003, the Chinese walked away with five 
key Indonesian oilfields, and projects in 
Algeria and Tunisia. But OVL is getting 
better at the game — it is now winning 
bids despite stiff opposition from the 


Chinese. In February 2003, when it bid 
for the 25 per cent stake of Talisman En- 
ergy in Sudan's Greater Nile Oil Project 
(GNOP), CNPC — which already had a 
40 per cent stake — opposed its entry. 
However, OVL managed to wrap up the 
deal due to some timely diplomatic 
backing from the ministry of external af- 
fairs. The Sudanese government agreed 
to give the 25 per cent stake to OVL after 
the Indian government's talks with the 
Sudanese oil minister. 

But OVL has learnt only recently 
what the Chinese had figured out quite 
early: that the best way to tap equity oil 
is by focusing on oilfields of the rela- 
tively crisis-ridden countries shunned 


| 
| 
| 
| 
| 
| 





by the Western oil majors. That's why, 
the equity oil game between the 
Chinese companies and OVL is being 
played out in the fields of West Africa, 
Latin America, Russia, and the CIS 
countries. 

Since then, OVL has managed to 
outwit CNPC in Angola, bagging Shell's 
50 per cent stake in Block 18. This is 
OVLs biggest investment till date. In 
fact, it could bethe single biggest deal by 
any Indian company anywhere in the 
world. The deal is worth $2.4 billion, 
with $638 million to be paid upfront. 
The balance has to be paid over the next 
three to four years. It is a rich field: the 50 
per cent stake is expected to generate 
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5.2 million barrels annually. The acqui- 
sition and development cost for the Àn- 
gola field is expected to work out to $6- 
6.5 per barrel, and the field is likely to 
start producing oil in míd-2007. Now 
OVL is looking to acquire more proper- 
ties in Angola. 

As of now, OVL gets 3.23 million 
tonnes of equity oil from GNOP in 
Sudan, where it has invested close to 
$800 million. By end-2005, 2.5 million 
tonnes of crude oil should start flowing 
in from the Sakhalin-1 field in Russia. 
And with the Angolan oil coming in, 
OVL will be getting, in all, nearly 11 mil- 
lion tonnes of equity oil by 2007. 

Inthethree years that India has been 
actively seeking equity oil, it has done 
pretty well for itself. But China has been 
hunting for equity oil for many more 
years, and a quick look at the numbers 
will show how far behind we are. Till 
date, OVL has invested close to $3.5 bil- 
lion globally, of which $1 billion has 
been in Sudan. But in Sudan alone, Chi- 
nese oil companies are reported to have 
invested nearly $15 billion — add to that 
another $12 billion in Kazakhstan and 
$2.5 billion in Indonesia. These are the 
big Chinese investments. Then there are 
the innumerable smaller projects where 
China has invested around a billion dol- 
lars each. Their total investments in eq- 
uity oil projects around the world today 
top $50 billion. 

The advantage that the Chinese 
have over OVL is that they have four oil 
companies — China National Offshore 
Oil Company (CNOOC), China National 
Petroleum Corporation (CNPC), China 
Petrochemical (Sinopec) and Petro 
China — all hunting for the treasured 
black gold. They have firmly demar- 
cated areas of operation, which ensure 
that they do not end up competing with 
each other. They have also developed 
clear areas of competence; for example, 
a couple of them look only at offshore 
properties, while the others look only at 
onshore projects. Obviously there is a 
lesson in this for India. Moreover, the 
Chinese companies source services into 
the project. For instance, a firm explor- 
ing oil will get a sister concern to take up 
allied work. As a result, their companies 
have notonly picked up skills to do large 
projects but also increased revenues. 

OVL is trying to learn fast from its 
Chinese rivals. Bagging the deal for the 
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Sudanese product pipeline is the first 
step in that direction. During this fiscal, 
OVL is expected to invest $1 billion in oil 
properties, focusing mainly on West 
Africa, the CIS countries and Latin 
America. The countries in West Africa 
include Cote d'Ivoire (Ivory Coast), 
Equatorial Guinea, Chad, Mauritania 
and Algeria, while in Latin America it is 
looking at Venezuela and Brazil. 
However, the focus is not merely on 
oil exploration, but also on oil diplo- 
macy. In March, the then Union external 
affairs minister, Yashwant Sinha, had set 
up Team 9 that consisted of India and 
eight West African countries. India 
offered concessional credit worth $500 
million for socio-economic projects 
in these countries. Delhi also signed a 
memorandum of understanding with 
the eight countries — Burkina Faso, 
Chad, Cote d'Ivoire, Equatorial Guinea, 


Ghana, Guinea-Bissau, Mali and Sene- 
gal — to evolve a mechanism of cooper- 
ation. Obviously there is a lot more to it 
than just funding of socio-economic 
projects. 

What India needs to learn is to act 
quickly where oil contracts are involved. 
Because in the world of oil diplomacy, 
there are no second chances. This is also 
why the Empowered Committee of Sec- 
retaries meets to clear such projects at 
one shot. It comprises the secretaries of 
petroleum, foreign affairs, finance and 
the nominated member from the Plan- 
ning Commission. The proposal is then 
sent to the Cabinet Committee on Eco- 
nomic Affairs (CCEA) for approval. Any 
delay here could mean that the country 
loses a lucrative contract. 

Equity oil doesnt just translate into 
cheaper oil for the country — it also 
leads to fat profits for the company 


Looking for acquisitions 


ploration and production (E&P) projects for sometime now. But since the 


T HE $25.3-billion Indian Oil Corporation (IOC) has been eyeing global oil ex- 


government decided that OVL will be the only state-owned oil company to 
bid for these projects, IOC has tied up with it in Iran. 

IOC is now looking at being a fully integrated oil company — exploration, refin- 
ing, petrochemicals, gas, pipelines and marketing. The reason being that it's prof- 
its will increase once it has control over crude prices. 

Says Naresh K. Nayyar, director (planning and business development), IOC: 
"This is a de-risking strategy. Since we need 1 million barrels of crude oil everyday, 
it makes sense to have access to our own fields." 

To speed up the process, IOC is trying to zero in on a medium-sized global 
exploration company that it can acquire, and later merge into itself. Nayyar is 
confident that it will have such a company in its fold within a year. As a first step, it 


is looking for a consultant. 


Globally, integrated oil companies have a 50 per cent pres- 
ence in upstream activities (E&P). That means if a company 
has a refining capacity of 100 million tonnes, it has access 
to 50 million tonnes of crude. IOC on its part is targeting 
25 per cent integration by 2010. 
IOC has already begun its de-risking strategy within In- 
dia. Recently, it acquired stakes in Hindustan Oil 
Exploration Company's two oil and gas fields in 
offshore Tamil Nadu. It also has stakes in Premier 
Oil’s gas field in Cachar and the oilfield in Assam. 


} 1OC’s Nayyar plans to acquire 
4 an exploration firm within a year 





Within India, IOC is looking at 
both gas and oil blocks. However, 
globally, it will focus only 
on the oil blocks. More 
importantly, it will look 
at locations that are 


geographically close 
to India. * 
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concerned. As R.S. Butola, managing di- 
rector, OVL, points out: "When we in- 
vested in Sudan, we expected to recover 
our investment of $800 million over six- 
and-a-half years. But thanks to high 
global prices of oil, we are looking at 
breaking even in three years." For the 
same reasons, the fully integrated 
$25.6-billion Malaysian oil major 
Petronas earns profits ($6.2 billion) that 
are almost four times that of Indian Oil 
Corporation ($1.6 billion), which is of a 
similar size but is yet to get into equity 
oil. Similarly, Chinas CNPC, with a 
turnover of $47.04 billion, earned a 
profit of $6.38 billion. That's why the 
huge investments in equity oil make 
sense to oil companies. 

Globally, the oil majors aim at ensu- 
ring that 50 per cent of their refining ca- 
pacity can be met by equity oil. In India, 
while IOC is trying to get into the game, 
Reliance — the biggest private sector 
player — has already entered Yemen. 
Says Naresh K. Nayyar, director (plan- 
ning and business development) IOC: 
“We are looking in terms of having a 25 
per cent integration over the next five 
years." Simply put, out of the 60 million 
tonnes refining capacity, IOC should 
have 15 million tonnes of its own oil. 
Within India, IOC has tied up with 
ONGC and bid for 11 blocks under the 
New Exploration and Licensing Policy. 
(See ‘Looking For Acquisitions’) 

Indian companies are now looking 
in terms of acquiring exploration and 
production companies that already 
have access to many oilfields. That will 
need big bucks. IOC, too, is looking at 
acquiring such an oil company. Both 
Reliance and OVL are also keeping their 
options open on acquiring an oil com- 
pany. Ernst & Young CEO Rajiv Memani 
says : "Many sellers look for a company's 
record in closing deals. As it signs more 
deals, there will be greater confidence in 
the company in the global market.” 

The next few years will see at least 
two state-owned Indian companies — 
OVL and IOC — sparring with the four 
Chinese firms to get a bigger share of the 
global equity oil pie. The Indians have a 
lot of catching up to do. But then the 
Chinese are not likely to have it easy 
anymore either. After all, it is a question 


of whetting the appetite of 
two of the fastest-growing economies 
in the world. gi 
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LAST YEAR, AROUND THIS TIME, 
the picture at Infosys was anything 
but rosy. The employees were not 
motivated, customers were cutting 
prices, and the outsourcing backlash 
was at its peak. The picture looks 
very different today: the business 
climate has improved tremendously, 
and offshoring is the fastest growing 
service in the global IT business. 
Infosys has benefitted from that — 
its revenues grew by 41 per cent (in 
dollar terms) last year against a 
projected target of 27 per cent. 

But the issues facing the 
company now go beyond growth. 
Offshoring is becoming widely avail- 
able, and global IT services firms are 
trying to substitute the global deli- 
very model (GDM) of Indian com- 
panies. If Infosys has to hold on to its 
margins (26 per cent net profit), it 
must now learn to differentiate its 
business; it must go beyond being a 
vanilla offshore supplier. 

In an exclusive interview, CEO 
and MD of Infosys, Nandan Nilekani, 
told BWs that the 
coming years at Infosys will be focu- 
sed on building that differentiation. 
The company, he says, has done 
several things as part of that — in 
April this year Infosys invested 
$20 million in setting up a consulting 
business in the US; it set up 
subsidiaries in China and Australia 
to give its workforce a more global 
flavour; upped investment in its 
banking product Finacle, and so on. 
Also stung by criticism that it wasn't 
doing enough for its employees, it 
doled out a largesse of Rs 100 crore 
as employee bonus last year. It has 
hiked salaries across the board and 
is delegating more power and respo- 
nsibility to business heads. Nilekani 
reflects on Infy's road ahead: 


E Last year Infosys launched a major 
restructuring of the organisation — into 
integrated business units (IBU). Is that 
process now complete? 

Yes, our integrated business unit 
(IBU) structure has completely settled 
down. It has several benefits; the first is 
that it is creating multiple engines of 





growth. Each IBU head is intent on 
growing his unit. Secondly, it is leading 
to empowerment. We are consciously 
trying to make sure that we delegate 
power and authority so that IBU heads 
can work independently. 

If you look at our strategy now, it is 
rapid growth with rapid differentiation. 
The IBU structure enables us to do both. 
The IBUs are not only planning for 
growth, but also (planning) how to dif- 
ferentiate in the market with better 
business solutions, alliances and con- 








sulting. Every IBU now has a three-year 
plan for growth and differentiation. 


li The business is growing, you have 
given a projection of 40 per cent for this 
year. But going forward, can you sustain 
the growth and margins, given that 
competition is now so intense? 

The challenge is to manage growth 
with differentiation to protect our mar- 
gins in the long term. In the last 12 
months we have done several things to 
add value to our business. We have a 


NANDAN NILEKANI, CEO & MD, INFOSYS TECHNOLOGIES 
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new consulting model; we have hired 
five top-notch consultants from the 


industry. Our IBU structure will help | 


focus on providing business solutions to 
our customers. 

Then in May this year, we presented 
our modular sourcing approach in 
the Gartner Summit, where we talked 
about a new approach to outsourcing. 
We have opened subsidiaries in China 
and Australia. All these things will 
build differentiation. 


E What is modular sourcing? How 
different is it from the traditional model 
of outsourcing? 

Bi In the traditional model, companies 
would hand over the entire IT depart- 
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ment to one outsourcing company, say 


GM handed over its entire IT to EDS | 


many years back. In that model the 
client abdicates his entire IT strategy to 


companies dont abdicate their IT strat- 


INTERVIEW 


| mergers (GTB with OBC, and IDBI with 





egy. They retain control of the strategy | 


and decide the technology roadmaps. 


| Here they outsource selectively to global 


vendors. This is a different management 


approach to outsourcing. 


E How old is this trend in the market? 
ll We launched this in May. We have 


seen many deals where companies are 
saying we will outsource networking to | 


one company, data centre to another 


company, help desk to one company, | 
and | 


application development 


IDBI Bank) have happened in the last 


| week. All four banks run on Finacle, and 
| the fact that they have a common tech- 
| someone else. The new model is that | 


nology will make integration easy. We 
have thought of these issues, but as of 
now, we feel this is the best way to go. 


ll Why did you choose to build the 
consulting organisation ground up? 
You could have bought a consulting 


| outfit in the US. 





maintenance to another company. So | 


they have divided the IT stack in many 
layers, and have different vendors for 
different activities. 


li Does that mean it will be easier for 
Indian companies to get a foothold in 
the market and bid for larger deals? 

lll Yes, this will play better to our stren- 
gths, because we are not in the business 
oftaking over the assets of the customer. 
Even taking over employees of the cus- 
tomer, we are doing it on a selective 
basis. So we think this is a better model 





for us. For example, in application deve- | 


lopment and maintenance we have a 
strong position. We would also like to be 
big in infrastructure management servi- 
ces and in integrated IT and BPO. 


li There is talk that you are merging 
Progeon and Infosys. Is that true? 

ll (Smiles) No, we have no such plans at 
the moment. See, this is an issue of 
implementation. I agree with you that 





when you have a subsidiary you have | 


multiple contracts; since they are 
related parties there has to be clarity in 
division of revenues. So there are addi- 
tional issues. But it's OK, we are figuring 
out ways to deal with it. 


E Why not make the banking business 
unit (BBU) a subsidiary? After all, 
product business is very different from a 
services business. 

li There is no pressing strategic reason 
to do that. We are investing $10 million 
in that business this year; the BBU is a 








Bi Actually our consulting model is a 
hybrid of acquisition and organic 
growth. If we had acquired a consulting 
firm we would have acquired 200-300 
people, then we would have had to inte- 
grate the philosophy and culture of that 
firm. The other option is to just hire peo- 
ple. So what we have here is a hybrid of 
the two. We have five leaders, the best of 
the breed, and they become a nucleus 
around which the firm grows. Because 
of their name, track record or seniority 
they become a magnet to attract other 
high-quality people. And these five will 
grow to 75 people by March 2005, and to 
500 people by March 2007. They will 
attract the best in the class because they 
represent high-quality leadership. So 


| they will quickly ramp up, just like if we 


had done an acquisition. This is the least 
risk, most cost-effective way of creating 
a consulting outfit. 


W But even in this model, there will be 
challenges of integrating a consulting 
culture with outsourcing. How are you 
ensuring that consulting generates 


| downstream work for Infosys? 


li There will be challenges; the consul- 
tants come from a different culture. We 
have to ensure there is 100 per cent goal 
alignment, that the customer sees us as 
one Infosys. There are lots of opera- 
tional challenges we have to deal with. 
The good news is that everyone in the 
company has bought into this strategy. 
Let me assure you that their (the 
consultants') goal has as much to do 
with the downstream work they 
generate for Infosys, as much as bring- 
ing business for their group. Otherwise, 
why the hell should we do it? They are 
going to sell their customer solutions for 
a certain business problem, like 
reducing costs or increasing revenues. 
Today a large number of business initia- 


dominant force in India. Two banking | tives have technology drivers. So when 
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you give those solutions, inevitably 
there are large pieces of technology that 
you have to implement, which will be 
done by Infosys. 

Their incentive structure is built in 
such a way that they are encouraged to 
co-operate with the delivery teams. We 
have aligned consulting with two or 
three of our business units — for exam- 
ple we have aligned consulting with our 
transportation and logistics IBU. So if 
the IBU has a large railroad clientele, 
then they would go together with a con- 
sulting guy and pitch a joint solution. 
They will sell what is best for the con- 
sumer, and then decide which part is 
consulting and which part will be hand- 
shaked down to the delivery team. 


E Why cant consultants abroad match 
your global delivery model by ramping 
up their centres in India? 

E The answer is not that simple. It's a 
business model issue; our business 
model is rooted here, where we have 
27,000 employees. Our centre of gravity 
and cost gravity is here. Their model is a 
local model; to redesign that and to 
become like us is a huge task. 

Look at the internal challenges they 
face. They have to let go of people there 
and hire people here. They will have to 
completely redesign their insides. 

Look at it from a balance sheet per- 
spective — we are adding a few hundred 
people in consulting and other places, 
but the bulk of the employees remain in 
India. We are adding the garnish to a 
growing base, and the balance sheet 
grows to absorb this. The problem for 
them is the opposite: their revenues 
decline if they change their model, as 
they move work from on-site to off- 
shore. You know the internal problems 
ofan organisation that is doing that? 


E But as you invest in consulting and 
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a hybrid of 
acquisition and 





model is actually 
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building a front-end, dont you stand to 
lose some of that cost advantage? 

Bi No, the balance sheet size is there. For 
example, last year our revenues were a 
billion dollars, we spent 7.2 per cent on 
sales and marketing (S&M), that is $72 
million. Next year we will be $1.4 billion; 
then the investment in S&M at 7.2 per 
cent goes to over $100 million — so the 
scale benefit is there. Since December 
last year we have invested over $70 mil- 
lion, beit acquiring Expert ($23 million), 
in our consulting business, in BBU, in 
setting up Infosys China ($5 million) 
and in our IBUs. The engine is now at a 
scale that it generates this kind of cash to 
take us to the next level. 


E Have you dealt with your HR issues? 
Last year there was gripe in your system; 
several employees were unhappy that 
Infosys wasnt paying enough. 

Bi I acknowledge that there were issues 
last year. Sometime in August last year, 
we did a lot of 
stuff internally 
to address 
these issues. 
Some of them 












"If you look at our 
strategy now, It IS 


| rapid growth 
with rapid 


i differentiation” 
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were compensation related, some were 
other employee hearing processes. It is 
fair to say that we have been able to 
restore the morale like it was in the old 
days. People are very charged, finan- 
cially they are taken care of, and they are 
very excited about growth and inte- 
grated business units and other things. 
That mission has been accomplished. 
We have also said that if the company 
does well, is more profitable and goes 
up the value chain, then the fruits of that 
will flow back to our employees. 


B How will you do that? 

E Last year, when we reached $1 billion 
in revenues, we were the only company 
which gave employees' bonuses. Every- 
where else shareholders have pocketed 
huge amounts of money. But what have 
they given to the employees? Zippo. 
We are the only company, which put 
Rs 100 crore on the table from our P&L 
for our employees. All this has con- 
vinced our people that this company is 
walking the talk; if it does well it shares 
the bounty with the employees. 


E What do you plan to do this year? 

@ This year our compensation is 
already better than last year's. We 
have raised our salaries by 17 per 
cent this year. 


W But how long can you keep incre- 
asing salaries? Infosys' salaries are 
among the highest in the industry. 

B (Laughs) So I am damned if I do 
and damned if I don't... We are look- 
ing at ways in which we can share the 
rewards of success in a proper way. 
Today the ESOP programme is in 
abeyance, but we are looking at other 
ways within the law, within the ac- 
counting principles, within our profits 
to make sure that employees get a share 
ofthe prosperity. fe 
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Why this veil? 


The Securities Appellate Tribunal's refusal to 
allow its orders to be published is hurting the 
evolutionary process of securities law 


VIKAS DHOOT 


"What is going to improve our percep- 
tion is transparency and not one judge- 
ment delivered against us or in favour 
of us. All the orders passed by us are avail- 
able on our website. All the orders issued 
by the SAT are put on the website. What is 
happening now is that advocates down- 
load from our website and then argue in 
court: ‘But sir, in this particular case, you 
have taken this approach...’ This is bring- 
ing a lot of consistency in approach. Lots 
of precedents are being built 
and the quality of decision- 
making is improving. That is 


vacation for a month after that), the tri- 
bunal has passed at least 26 final orders, 
besides a slew of interim ones. 

Earlier, lawyers and market players 
could keep track of SAT's orders on 
Sebi's website. However, Sebi has now 


discontinued the practice. The latest 


SAT orders displayed on Sebi's website 
was passed on 20 January, in Sebi vs 
Chaitanya Mehta and Sebi vs Ansh Port- 
folio Kendra Private Limited. 

In fact, these two are the only orders 
by the new three-member SAT pub- 
lished on the Sebi website (SAT was 


SECURITIES LAW 


cept those that have been given permis- 
sion to be done so. This is a practice Ra- 
jarathnam seems to have brought in 
from his Madhya Pradesh High Court 
days. (Typically, high courts allow their 
orders to be published only after the 
Benchs5 permission has been granted.) 
Sebi had, at that time, suggested that a 
standard application format could be 
issued to request permission to publish 
orders in individual cases. Till date, SAT 
has received no such format. Loona also 
promised to find out why even orders 
that have permission to be published 
havent been put online, and to get them 
posted there as soon as possible. 
Lawyers, however, argue that since 
Sebi is an affected party in all cases that 
go before SAT, it has the right to publish 
the tribunal’s orders. But then, Sebi 
would not want to displease 
the SAT chief. SAT's orders were 


| E X RATS track record 
Z is filed as on 16 June 2004: 435 | 






how the process of evolution 
takes place." 


being published in legal jour- 
nals like Taxmanns, even be- 
fore Sebi started posting them 


— Sebi chairman G.N. Bajpai | ES | N 5^. Appeals allowed 67 


in an interview with BWin 
November 2003. 


ELL, that process of 
evolution of the se- 
curities laws in the 
country has groun- 
ded to a halt. Since 
January this year, not a single 
order passed by the Securities 
Appellate Tribunal (SAT) has 
been published, neither on the 
Sebi website nor in any legal journal. 

SAT, where market entities can ap- 
peal against Sebi's orders, now has three 
members. The presiding officer, Ra- 
jarathnam, a former judge of the Mad- 
hya Pradesh Hight Court, assumed 
office on 20 March. The other two mem- 
bers are N.L. Lakhanpal, former 
home secretary and director general of 
foreign trade, and B. Samal, former 
chairman and managing director of 
Allahabad Bank. 

SAT has been going full throttle since 
the new chair took office. Between 22 
March and 10 May (the tribunal was on 
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on its website. Now those jour- 
nals too cannot access SAT’s or- 
ders. Neither can copies of 
the orders be picked up from 
SAT'S office. 

The issue, seemingly a sim- 


of appeals 216 ple matter of a judges desire to 

i stick to tradition, has serious 

= e 4 ling before SAT: 219 ramifications. Lawyers arguing 
nw Aes. : Bcc over disputes in courts, and 


originally a single-member body). This 
has left both market players and lawyers 
clueless about the tribunal's handling 
of, and its stance on, disputes of differ- 
ent nature. The issue assumes signifi- 
cance as over 200 cases are pending 
with SAT. (See ‘SAT’s Track Record’) 
When BW spoke to Sebi's legal exec- 
utive director, R.S. Loona, he said he was 
not aware that SAT orders weren't being 
published on the Sebi website. Later, in 
mid-June, Loona told BW that Sebi's ac- 
tion followed a view expressed by SAT's 
presiding officer that none of the tri- 
bunal's orders should be published, ex- 
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e judges hearing them, are 


guided by precedents in the 
form of earlier judgements, often dating 
back to several decades. However, the 
securities law framework is still nascent 
in the country. So each new judgement 
by SAT sets a valuable precedent and is 
widely tracked by the legal fraternity 
and other interested parties. Moreover, 
making the orders public adds to the tri- 
bunal's credibility—any inconsistency 
in dealing with cases of a similar nature 
can be pointed out immediately . 
Maybe the finance ministry should 
step in and talk to the SAT chief to 
resolve the issue. Till then you can keep 
refreshing that Web page. E 
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Mahesh Murthy advises, 
guides and occasionally 
invests in businesses. He 
can be reached at 
mahesh@passionfund.com. 


For the 
first time, 
Microsoft 
is showing 
signs of 
ageing, as 
nimble 
players 
run circles 
around it 











vexed 


Y six-year-old is at the phase 
that I guess all kids go thro- 
ugh, when dinosaurs mean 
more in the world to him 
than anything else, with the 
possible exception of a few other equally non- 
existent creatures in his Pokemon collection. 

It was during his sixteenth re-watching of 
some computer-animated epic where a pack of 
little velociraptors was causing serious damage 
to a huge, lumbering T. Rex that the image of 
Microsoft popped into my head. 

The giant from Redmond is hurting — and 
has probably never been under siege from as 
many fronts as it is now. And, for once, it looks 
genuinely bereft of answers. With apologies to 
dogs, perhaps every dinosaur has its day. 

And Microsoft's may not be so far off. It 
started a few weeks ago, with a wing of the US 
government issuing a warning to all users 
against Internet Explorer (IE) — even though 
the current administration has been half-jok- 
ingly described as a Microsoft subsidiary. 

The reason, of course, is the incredible 
number of flaws in the product and the huge 
number of viruses, trojans and other harmful 
software coming in through IE's leaky design, 
causing havoc in PCs. Perhaps that was why, for 
the first time ever, IE's global marketshare went 
down last month. The gainer in a small way was 
Opera, a browser from Norway, and in a bigger 
way was Mozilla, a free browser built by a non- 
profit co-operative of programmers. 

I've been using Opera, IE and Mozilla on 
and off for over a year, and today Mozilla — still 
in beta and not yet at version 1 ofits release — is 
so far ahead of IE6 that I find myself using IE 
only to do the occasional Windows update 
(which the Microsoft monopoly forces upon 
me). I'm not alone in being a Mozilla fan. There 
was a widely-quoted article in online magazine 
Slate that praised it over IE, the irony being that 
Slateis owned by Microsoft. Perhaps related to 
this was Microsoft's move to try and sell Slate. 

The browser is just one front where the big 
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guy is on the back foot. The company contin- 
ues to depend on its cash cows, Windows and 
Office, for a huge bulk of its revenues and prof- 
its. And there's not-so-nice news there too. 

Telstra in Australia decided to scale back IT 
spending by looking at open-source alterna- 
tives to Windows and Office. After a long fight it 
went with Microsoft last week, but only after 
the giant dropped prices dramatically. CIOs 
can smell blood; they're squeezing deals on Mi- 
crosoft's family jewels by buying open source — 
or threatening to. For a change, in negotiations, 
the Microsofties are dropping their pants. 

The prognosis isn't good on the operating 
system front, either. Perhaps you've noticed the 
Microsoft ads, saying how Windows suppos- 
edly costs less than Linux. While this assertion 
is debatable, seeing defensive advertising for 
Windows is a historic first. The reason open- 
source products like OpenOffice and Linux are 
winning is not just because they're virtually 
free, but because IE, Office and Windows are 
poorly-made: basically heaps upon heaps of 
patches and fixes over upgrades and re-designs 
of ancient versions. Microsoft stopped improv- 
ing IE after beating Netscape; it just made cos- 
metic improvements to Office recently and its 
next version of Windows, originally due this 
year, has been pushed back till 2006. 

Clearly, all is not good on the corporate fro- 
nt. The firm was sitting on a huge trove of cash, 
and looking increasingly vulnerable to law suits 
— governments were regularly suing for mo- 
nopolistic behaviour and winning. It decided, 
perhaps, to de-risk by giving away half its cash 
as dividend and announcing a stock buyback. 

Even that enormous payout didn't move the 
stock much. For a company built by incentivis- 
ing the best and brightest through options and 
a soaring stock price, a staid middle-age seems 
to have dawned with many key people leaving. 

Nimble rivals like Google, IBM, Symantec 
and the open source movement are running 
circles around it. Can this pack bring down the 
aging, old warrior? » 
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Gwell India decides to 
launch a laundry service; 
MR disapproves. Is the 
product idea wrong or the 
launch process faulty? 


MEERA SETH 


ANBIR Sodhi was excited. He had spent the 
whole weekend thinking of a path-breaking 
way to change the fortunes of Lancer, 
the washing machine brand of his com- 
pany, Gwell India. Ranbir had joined Gwell 
as brand manager after six years at 
MetroBank, handling high net worth clients 
and doling out customised investment advice. Now, his great 
moment had come. 

Ranbir had pondered over the stagnant fate of Lancer. It 
was a good machine, but that could be said of almost every 
other brand in the marketplace, he knew. Washing machine 
usage had reached a decent height in the metro cities and so 
the new user segment lay in completely different socio-eco- 
nomic classes. As for existing users, given the Indian capability 
to maintain any asset reasonably well, chances of replace- 
ment arose only every 6-8 years. Ranbir felt Lancer needed an 
innovative push. No longer could any brand claim better wash 
asits sole property; convenience was a given the moment one 
bought the machine. 

Ranbir had thought this through over the weekend. Then 
he thought, the only other product that laid claim to good 
wash was the detergent itself. Essentially, one needed the de- 
tergent to wash, the machine was only automation. And he 
thought about the Surfs and Ariels and Henkos. These brands 
tried to convince the consumer through three strong proposi- 
tions: washes clothes whitest, protection for delicate fabrics 
and good wash for heavy clothes. But subtly, they were also 
seeking to substitute dry-cleaning or laundry washes. Con- 
sumers believed dry-cleaning was the highest form of laundry 





for the best clothes, whereas the truth was that dry-cleaning 
involved the use of harsh chemicals which damaged the fab- 
ric. Or, heavy clothes like jeans and bed linen were sent to the 
dhobi weekly. While there was no saying what quality of deter- 
gent the dhobi used, a person paid for the relief of no washing, 
no rinsing, no residue, no drying, no ironing — for the magic 
that converted a mass of soiled crumpled laundry into a neat 
pile of'just put away' clothes. 

As Ranbir stayed with this thought, his creative juices 
flowed even faster. He now reasoned that whites are sent to the 
dry-cleaner at least once a month, silks are never washed at 
home, heavy woolens were easy to wash but a pain to dry in 
winter. So, in effect, even the best detergents could not com- 
pletely own the best wash’ proposition for whites, nor ‘protec- 
tion’ for delicate fabrics, nor ‘effective wash’ for heavy fabrics, 
because the consumer depended on a third party. It had noth- 
ing to do with the detergents ability, he reasoned. It had to do 
with the washing process — the tedium of drying and man- 
agement of bulky laundry like linen. So, if anything, the best 
wash proposition was being held by the dhobi! 

Ranbir sat up quite thrilled with his thoughts. What he 
would do was marry the abilities of the detergent with the 
convenience ofhis Lancer and create the solution to tedium: a 
sophisticated, more hygienic 'dhobi'. Lancer Laundry Service 
would be the route to own all these propositions. 

On Monday morning Ranbir met with his boss, Ansuman 
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Shukla, and the marketing head and the CEO, Pradeep Barua. 
Presenting his plan, Ranbir said: "We can no more talk to the 
consumer from a pedestal. We have to interact with the con- 
sumer personally and customise the service for her. What we 
don't have today is a tenable relationship with her. She does 
not want another variant of a washing machine (WM); she 
wants a 'total clothes maintenance solution. Washing and 
cleaning is just a part of it; the tedium lies thereafter. There is 
ironing, there is starching, then fabric specific issues: whites 
have to be washed whiter, silks have to be washed gently and 
specially packed, woolens have to be washed off the smell of 
mothballs, cottons have to be starched, etc. Given all this, you 
can see a WM has a very small role to play in the solution. But 
there are other stakeholders for this *well-dressed consumer: 
the detergent, the iron, the dhobi, the maid's washing abilities, 
the starch, the blue, and so forth. All of them are fighting for 
my proposition of a ‘total clothes maintenance solution’, 
which is rightfully ours! But where is the tangible result from 
Lancer? I want my consumers to say: ‘Lancer is the reason why 
my clothes look so good!’ That means we have to push out all 
other entities vying for our proposition. And the way to do it is 
by taking on all other jobs related to clothes maintenance, and 
interact with the consumer directly with a quality service!" 


ei 


EO Pradeep Barua felt a sudden rediscovery of life. 

This was spectacular thinking, he felt. "So what do 

you have in mind?" he asked. And Ranbir said in a 

low whisper: "A Lancer Laundry Service chain!" 
Then looking at the expression on Ansumans face he said: "I 
know HLL test-marketed a similar idea. But my idea is to show 
a complete solution coming not from a detergent, but from a 
Lancer washing machine! So we set up these laundromats in 
high-rise buildings in the western suburbs, where most fami- 
lies are double-income. We set up 10-15 machines per build- 
ing, hire two people to manage this, wash and iron the clothes 
and deliver the ‘Lancer smart’ clothes by night. What I call sub- 
stitution through innovation!" 

Baruas joy knew no bounds. Over the next week, numer- 
ous sessions of brainstorming were held, but in the midst of all 
this frenzy, Ansuman stepped on the brakes, saying: "There 
are various angles we need to examine. Critically, wont this di- 
lute our brand image?" But his lone voice was swept away by 
the many others who felt the idea was worth examining. But 
Ansuman rallied on: "OK, I understand the point you make 
about creating a complete solution in washing. But really, why 
a laundry service? I mean why cant it be something else?" 

Ranbir was surprised that Ansuman should ask this. He 
said: ^This is the era of customer service! Everybody is getting 
into services — why, even paint companies are offering paint- 
ing services, shouldn't we be giving a laundry service? Second, 
our customers don't believe that our washing machine makes 
a huge difference. There is huge parity among all the brands in 
the market. The only way we can demonstrate what is special 
about Lancer is with service! Third, we need to plug all the 
‘clothes maintenance’ segments, which means get into a ser- 
vice which is better than the dry cleaner or dhobi. Fourth, it's 
time to think long term; the ‘clothes maintenance’ market is 
going to explode. People are going in for expensive clothes — 
Hermes scarves, Scabal suits, Saville Row-tailored suits and 


what not! It is a huge market for us to invest in. Are we going to 
let that go? Fifth...” But Ansuman wasnt listening. 

Barua was convinced that Ranbir was right. So it annoyed 
him a bit when Ansuman stuck to his ground and asked: “Do 
we have any indication that this will work?” 

Ranbir had the answers; “I have field feedback,” he said. 
And he told them about his chat with his sales rep in Versova. 
As was routine for him, Ranbir had called his rep and asked 
him about sales in their Lokhandwala showroom, in subur- 
ban Mumbai. Whining his reply, the rep had said: “Kya hoga 
boss, Videocon ne toh yeh zabardast scheme nikaala hai, 
poster POP bahut lagi hai. Aap to kuch marketing budget se 
nikaal ke idhar daalo boss.” And Ranbir spelt out the laundry 
service plan and asked him if it will run in Lokhandwala. The 
rep said, “Zabardast chalega, yahan pe to sab working couple 
hai, time-shime nahin rehta hai, 40 restaurants hai yahan pe, 
and people eat out daily, ghar pe rehte hi nahin hai. Zabardast 
chalega boss, sab paise wale log hain aur apun ka franchisee 
yahan ka bindaas bandha hai. He can make anything | 
work! You just do it, poora success hoga!” m 

Egged on bythe excited faces in the meeting 
room, Ranbir said: "We should do our pilot in 
Lokhandwala Complex, but before that, 
we must brief our agency to conduct 
focus group discussions with con- 
sumers and study the response." 
Uniquely, Gwell, where morale had 
been running low over the fate of 
Lancer, now saw a tremendous uplift- 
ing of spirits. "We are transforming 
the market dynamics with this ser- 
vice," said the Bombay sales manager. 
"Once the pilot succeeds, I will put this 
on my resume and bas! Main Levers 
mein pahunch jaoonga!” The customer 
services head was equally gung ho; McK- 
insey should now give him the glad eye, he 
thought. Only Ansuman was not sure. All the 
same, he was willing to participate in the whole 
affair, at least to make sure the brand image was not 
compromised. 

Shortly, the ad agency, Remedius, was called for a brief. 
Speaking to them, as project-in-charge, Ranbir, along with 
Ansuman, took them through the idea and said: "We are plan- 
ning to launch this service because this is the age of personali- 
sation. At Gwell, we believe that customer service goes beyond 
manufacturing a washing machine to providing a complete 
customer solution. We want to know what the consumer re- 
sponse would be to such a service....We are looking at 
Lokhandwala for the first pilot." 

Remedius’s account head, Vidur Dani, was happy to add a 
new dimension to his portfolio and agreed to do two focus 
group discussions (FGD) in Versova and measure the re- 
sponse. But when Vidur tossed the brief before his market re- 
search (MR) head, Kabir Sethi, the latter was very surprised. 
"You mean Gwell has already decided on the product and 
where it is going to be located?" he asked. "Then what are my 
people supposed to do?" 

Vidur grimaced and said: "What's wrong Kabir? Gwell is a 
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big account and this is a terrific idea! What is your grouse?" 

“Grouse!” said Kabir. “The client is telling the agency that 
they are launching the service and want to measure response 
and that they are looking at Lokhandwala as an option. 
Shouldn't the agency tell them, after research, whether they 
should launch at all and if so, where should they launch it?" 

Vidur wished Kabir wouldn't argue. But he said: “Look, I 
told you Gwell is big, they have their own in-house intelli- 
gence which is how they have made this call. They have feed- 
back from the field that endorses this decision and the CEO is 
backing it, so where is your problem?" And Vidur told him 
about the feedback from the sales reps and others (the plurals 
he added to lend credence to his drift). Kabir guffawed: “Feed- 
back from sales reps? Now what else is inane? Look Vidur, I 
have been a brand manager before. No sales rep will refuse a 
marketing promotion/pilot/new introduction in his area. It is 
a double-edged benefit — more monies into his region keeps 

dealers happy and sales soaring. If not, then everybody 
will know his region is hopeless and expectations 
from him will be very low, as will the targets. 
Either way, the guy benefits. All the same, re- 
search into a service like this has to be slow 
and exploratory. The brief to MR has to 
be open: what are the hurdles in 
clothes maintenance; what are the 
perceived problems for the con- 
sumer; how do they solve these 
problems; how many of them use 
dry-cleaning or other third-party 
services; how is the bai perceived 
as a clothes washer; how are differ- 
ent kinds of clothes maintained? 
Instead, Gwell's marketing has 
already jumped into the fray. They 
ask: ‘Will this service work?’ If I go to 
the consumer and say, will it help if I de- 
liver vegetables to your doorstep every- 
day, the consumer will say: 'Haan bilkul, 
market jaana kitna mushkil hai — roads are 
full of potholes, no parking, nowadays how little 
time there is. So if someone can deliver at my door, 
bahut achcha hoga. 

“But later, you have elements of dissonance which come 
in: 'Mehenga hai, hum se auto ka paisa leta hoga, and it's not 
even so fresh! Must be yesterday's stock — purana subzi bech 
raha hai. In the market the produce is more fresh, and since 
we have to step out anyway to buy chicken and fish, what's the 
use of home delivery?' So it is a matter of intention versus real- 
ity! People are always interested in a variety of offerings, but do 
they actually want it?" 

Vidur was slightly disturbed, but he said: "Fair enough, 
nothing is stopping you from including all this in your 
FGDs! By all means, examine that also." Kabir decided, if he 
had to be a part of this, at least he could ensure he played his 
role sensibly. He was annoyed that the briefing was being tre- 
ated so marginally, but he didn't want to make that the bone 
of contention. 

The FGDs were enormously interesting for the research 
team headed by Akshay Manek. Briefed by Kabir, he asked the 
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group about their experiences with washing laundry. It turned 
out that some had full-time maids who washed part of the 
load by hand, and part in the machine; some left hand-wash 
loads to the maids and supervised machine washing. Some 
handed over all machine wash completely to maids. Some 
had no idea how the details worked, but overall, they knew all 
clothes were being washed. | 

There was also the lot who did not employ full-time maids. 
‘We don't want these maids hanging around the house while 
we are at work.' These people had part-time maids come in 
the evening to clean up, while they managed the laundry 
between dinner and Zee news. But a lot of very interesting and 
useful observations came up: "The biggest pain is waiting till 
the whole cycleis over to hang out the clothes. Only then it will 
be dry by morning when the presswala comes." Another said: 
"Washing no problem, but ohhh, waiting for the presswala to 
come before 8 a.m. to collect the clothes for ironing! That's a 
killer. I always end up missing my 8:09 fast." Another said: “We 
have a maid, but sometimes I feel we would be better off with- 
out her. She runs coloureds and whites together, colour runs, 
husband shouts, maid quits and I have to take a casual off, 
then my boss gets all riled up." 


NE respondent said: "My maid gets very upset 
when I sort out clothes ‘for light wash’, ‘for starch- 
ing, ‘for softening’, ‘for blue-ing’.... Then she says, 
‘Kya madam, this way I will be sitting near the 
washing machine the whole day! Phir khana kab banaaorn?' I 
don't blame her, so I tried to have Monday for starching, Tues- 
day for linen and softening, etc., but then it does not work 
always. In fact, laundry has become a big pain for us. Because 
I wear only silks, she can't wash them during the week, it needs 
special detergent, and it's expensive so we keep it locked...” 

Another said: “What about when my girl calls me at work 
and says: ‘Madam, softener kab add karna hota hai?’ Or she 
will say, ghar ka starch add karoon kya? Kahan daloon? Di- 
rect?’ Now how do I explain all this over the phone? Why don't 
you people write out your instruction manuals in Hindi? That 
way the maids can read it and understand!" 

By this time the discussion had drifted from laundry expe- 
rience’ to “WM experience’. Soon they were telling Akshay 
what was wrong with washing machines like: “You know, if 
only the instruction manuals were in Hindi and Marathi, like 
Prestige pressure cookers; they have manuals in five lan- 
guages! Because, see, our maids operate the WMs. Now there 
are so many cycles; how much can I explain and how much 
can they retain? For example, I like to add softeners to my 
linen wash (what is the Hindi word for softener?) then they 
say: ‘Pata nahi chalta hai kab add karen; always a doubt, can I 
add starch and softener, or do I have to do separate rinses?" 
Another offered: " Usse achcha hai ki hand wash karo!” Yet an- 
other lady said: “Aaj kal kya kya likhte hain ad mein! Fuzzy 
logic aur kya kya! Arre fuzzy logic woh ho jo bata sakein ki you 
have added coloureds with white clothes! Can't they do that 
much at least? And yes, I would like perma press in my system. 
My bhabhi in the US has perma press; pata hai, with that the 
clothes come out crinkle free and it's so easy to iron!" 

Herding the discussion back on track, Akshay asked them: 
"Chalo, so you have many problems with managing laundry. 
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uU Suppose there was a service where someone collected your 
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clothes in the morning, washed them just the way you like 
them, sorted and separated by type of fabric, ironed them and 
returned them in the evening, would you use such a service?” 

The group went into a frenzy debating, arguing, promot- 
ing, rejecting, questioning, doubting the proposition. Then 
one lady said: “Aisa service ho hi nahi sakta! First of all, will 
the man wash each load separately? I mean, he should not mix 
my clothes with my neighbours. Baap re what all diseases 
there are these days! Kya laundry service yeh sab ka khayal 
rakhega? Kabhi nahin!” Akshay sighed his famous FGD 
sigh. The FGDs always had a way of challenging his intelli- 
gence and patience. 

When Ranbir read the executive summary of the report, he 
was startled. “Consumer not very enthused by the service. 
Need further research, maybe more FGDs.” The report went 
on to talk about what a consumer looked for in a WM, stating 
those as weaknesses of the proposed service. Naturally, he was 
flustered by what he read. His script had all gone wrong. Yet he 
pored over the report, anda brilliant idea hit him. "OK", he said 
to himself, “we now need to decode what the consumer is say- 
ing; and she is saying some very intelligent stuff. Essentially, 
she does not even want a laundry, she wants an improved ma- 
chine to do all this, and then she will wash clothes at home! So 
we need to tweak Lancer's design to include all this!" 

But CEO Barua was not as delighted with the insights. He 





called Remedius' Vidur Dani and said: "What kind of research 
did you do? Clearly, it seems to me, someone was not hearing 
when we briefed you! And now the consumer has kicked the 
idea into the trash can simply because someone at your end 
did not ask the right questions!" 

The buck now passed to Vidur, and he was even more an- 
noyed. He was aware that Kabir, the head of his research wing, 
was perturbed about the way Gwell had chosen to decide 
product and location, and was seeking MR to only validate its 
local view. Yet he had convinced Kabir, hadn't he, to do right by 
the client? "You knew what they wanted, yet you went and 
gave them exactly what you thought was right! What is this?" 
he thundered. 


ABIR had enough by now.Vidur was playing the old 

game, he thought. So he said: "Vidur, I want to do 

MR, not PR; if your client is not happy with the re- 

sults of MR that's really too bad. MR is not here to 
make dreams come true, but to put things to you as they are. I 
think I must paint Zee News’ sign outside my door, ‘Hakeekat 
jaisee, khabar waisee’. So now go and design your MR on your 
own, do what you want." 

Stunned, Remedius' CEO put his arm around Kabir, and 
said: "Listen, don't be dramatic. Maybe the briefing was all 
wrong. Why don't we take a re-look at the whole thing?" But 
Kabir wouldn't even hear of it. He said: "Oh no! The briefing 
was perfect. Truth is the answers they got did not suit them, 
now they will ask me to tweak the results and put words into 
the mouths of respondents!" Then as a parting shot he added: 
"The trouble is, you want to arrive at a set of saleable, likable 
propositions, rather than a set of relevant findings! Gwell 
comes to you with a presumption that they have a great prod- 
uct. You buy that and want MR to validate the assumptions. I 
would say even this FGD is a waste of time. You need to d 
serious exploratory research!" ; 

The only person who hummed a tune and added smileys 
to his emails that day, was Ansuman. He had been completely 
against this whole idea. "I mean, do we want to be known as a 
dhobi brand?" he had asked his wife, the only person who was 
willing to listen. "What are we going to tell our parent com- 
pany? 'Oh you see, Lancer does not have the same feel among 
consumers in India that it does in Europe, so we are sending it 
to the cleaners, Hanh?" Ansuman liked the unintended pun. 
He liked Remedius’s honest reporting better. 

Remediuss5 report sent the whole of Operation Lancer into 
atizzy. Post-Kabir's report, all the dissent and doubts floated to 
the top like oil in water. Ansuman was talking a completely dif- 
ferent language: he did not favour the laundry service. Ranbir, 
the brand manager, was keen to launch the service but felt the 
research was inadequate. In the same breath, he also said: 
“But why not see opportunity in what the consumer says and 
redesign our product? This is probably the only country where 
there is diversity even in wash management.” CEO Barua was 
upset too, and wondered if they should call in another MR 
agency. He suspected the brief to Remedius was coloured by 
Ansumans disenchantment with the new idea. But Ansuman 
said: “My brief was perfect, you can't fault it; open the brief 
note and read before blaming me.” 


So, what had gone wrong? vel, 
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Bring in 
the new 


Rahul Sen is vice-president (innovation), 
Quadra Advisory. He is a brand profit 
consultant and has been involved in 
marketing training for 15 years in Chi- 
cago, London and Amsterdam. He relo- 
cated to Delhi in 2003. 


HAT could go wrong, did 

go wrong. But there are 

lessons here for those who 

want to create breakthro- 
ugh innovations in India today. 

The Gwell story is not unique. New, 
interesting and unusual ideas are shot 
down everyday. Only incremental ideas 
survive. Copycat ideas are welcome. 
Breakthrough ideas are the challenge. 

Take Ranbir, the ambitious and pas- 
sionate brand manager, who dared to 
look beyond the machine. With a few 
leaps of imagination and some infor- 
mal analysis he found a solution for 
growth — the Lancer Laundry ser- 
vice chain — which if successfully 
implemented would be hailed as 
a significant marketing innova- 
tion. Washing machines would 
become accessible to India’s mas- 
sive middle class. Plus, the ‘service’ 
would change the consumers’ 
laundry habits forever. Good idea. 

However, the idea was shot down 
in the first review. Bang. The ‘smoking 
gun’ was the agency's research findings. 
If other ideas are to avoid a similar fate, 


then innovators need to side-step the ` 
classic problems that kill breakthrough 
ideas. The following are some common 
examples of roadblocks: 

Thinking aloud too soon: Ranbir was 
too quick to discuss the idea with his 
boss and his CEO (also, Monday morn- 
ing is not a good time to spring radical 
ideas on your boss). Instead, Ranbir 
should have stayed under the radar, of- 
fline, underground, mouth shut, head 
low, and progressed with stealth and 
discretion till he had developed a 
stronger concept and business case. 
Your boss’ buy-in: Ranbir’s inexperi- 
ence of delivering breakthrough ideas is 
painfully evident when he tries to sell his 
idea to his boss and the CEO at the same 
time. As a result, Anshuman was uncon- 


'vinced, suspicious of Ranbir's vision 


and logic. He spent his energy chall- 
enging and scrutinising, rather than 
exploring, building and supporting the 
young brand manager's idea. He was 
more of a problem generator than a 
solution provider. And by not provid- 
ing solutions, Anshuman was defin- 
itely part of the problem. Breakthrough 
ideas must be sold to your boss before 
your boss' boss will buy it. Remember, if 
your boss is not with you, then he is 
against you. 

No 'formal' processes to develop ideas: 
Breakthrough ideas, by definition, chal- 
lenge industry and consumer norms. 
Breakthrough ideas like the personal 
stereo, the Internet, bottled water or a 
laundry service for high-rise buildings 
invite cynicism and disbelief in con- 
sumer evaluation tests. Most Fortune 
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500 companies like Unilever, P&G, Nike 
and IBM have formal 'innovation' proc- 
esses to avoid the Gwell experience of 
killing an idea prematurely. Even agen- 
cies and consultancies have institu- 
tional concept development' processes 
that complement the more traditional 
'concept evaluation' programmes. 
Briefing only half the agency team: 
Vidur, the account director, should not 
have attended the Lancer briefing 
alone. Briefings of any agency require 
the presence of the 'suits' as well the 
'specialists, be it researchers, creatives 
or Web designers. The 'suit' is not quali- 
fied to take a specialist brief. The ‘suit’ 
cannot challenge the client's brief. It is 
the agency's responsibility to field a full 
team at every client briefing. 
Wrong questions, wrong answers: 
Kabir, the market research head, trans- 
lated the Lancer brief into questions on 
laundry habits, laundry experiences, 
washing machines, etc. He had lots of 
questions, but all the wrong ones. They 
did not relate to the consumers’ need for 
a Laundromat service; to convenience- 
seeking, dual-income families; or An- 
shumansissue of brand dilution. To add 
fuel to the fire, Kabir's only recommen- 
dation was to conduct more research! 
Misunderstanding consumer's resp- 
onses: Then there was Akshay, the focus 
group moderator, who interpreted the 
groups frenzied discussion, interest and 
healthy cynicism in Lancer's Laundro- 
mat service as a challenge to his intelli- 
gence and patience. Silly boy. High deci- 
bel levels, polarised groups, and vocal 
disbelief are all hallmarks of break- 
through ideas. Think of what consu- 
mers would have said in 1984 to wearing 
khakis to the office, or anti-wrinkle 
cream or even Indian BPOs. Akshay 
would not be able to see the 'Big Idea 
ifit kissed him on his nose. 

In conclusion, do not make the 
mistake of presenting a half- 
baked idea to your unconvinced 
boss who briefs a 'suit' from the 
agency that has no processes (or 
experience) in evaluating ideas 
that challenge the market's reality. 

Big ideas should be handled by 

people with a track record in com- 

mercialising innovation. And finally, 
big ideas need to snowball into an or- 
ganisational effort that results in profits, 
profits and more profits. itl 


Pokarna Group- 
People behing 


Stanza 





he people behind Stanza, the 
Pokarna Group are the people 
behind India's single distribu- 
tion network for premium suitings, a 
brand that has held a commanding 
share of Indian market for close to a 
century. The same Group had set up 
a state of the art granite-processing 
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complex in 1991 and quickly became 
India's no.1 granite processing com- 
pany. Experience with fabrics com- 
bined with the ability to meet the chal- 
lenges of manufacturing gives Stanza 
a powerful edge. If the word 'rock 
solid’ comes to mind you may be rest 
assured that it is no coincidence. 
There is another important ingredi- 
ent. Long before India took the road 
to globalization the people behind 
Stanza had already embarked on that 





Gautam Chand Jain 
Chairman Pokarna Ltd. 


very road by participating in major 
international trade fairs, building mu- 
tually rewarding networks, competing 
in the fiercely competitive global 
arena. ("An international mindset 
manifests itself in the élan with which 
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we design our products, in our belief 
in attention to details and in our pas- 
sion for perfection”, says Gautam Jain, 
the chairman, Pokarna Group). 
Stanza begins with the finest fabrics in 
the world carefully chosen for design, 
feel and fall. Fabrics that nevertheless 
have to pause at their entrance for 
most exhaustive quality checks, both 
automated and manual before they 
enter the plant. It’s the same with but 
tons, linings and other trims. Their pro- 
duction line has few equals in the world 
- they incorporate the very best, the 
very latest from around the globe = 
Switzerland, Germany, Sweden, Italy 
and Japan. 

Interloped in a smooth, seamless, gi- 
gantic manufacturing complex that 
hums around the year from computer 
aided design to cutting, sewing, press- 
ing, packing — it is a symphony in mo- 
tion. As correctly pointed out by 
Mr. Jain, “Work environment and staff 
facilities are a priority for the Group.” 
As the massive factory develops and 
expands with lush landscaping all 
around, it promises to be a landmark 
in the prestigious Apparel Park of the 
state government. Both eco-sensitive 
and people sensitive. Mr. Jain feels that 
brand value alone cannot bring you 
growth, it can happen only with pro- 
duction and marketing. This has 
prompted them to hire an Italian tech- 
nician to run the Stanza factory. The 
final aim is to have exclusive chain of 
Stanza stores in the country. 
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stretching it? Could he really have built it ` 
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Aparna Sen, based in Kolkata, is director 
(customised research) with AC Nielsen 
ORG-MARG 


HAT had gone wrong? 

Evidently, pretty much 

everything! One wonders 

how the situation would 
have been any different if Ranbir, who 
came from managing financials of high 
net worth individuals, had done enough 
homework on his new charge. By all ac- 
counts, Lancer sales had been stagnat- 
ing. The machine was no great shakes, 
undifferentiated and offering no added 
benefits. Perhaps, Ranbir should have 
spent his time more usefully by diag- 
nosing the reasons for the stagnation. 
He could have, to begin with, brought in 
a research agency to do it. Or, he could 
have engaged in a dialogue with his 
dealers, his technical people, and 
visited dealers to understand the 
problems in depth. 

Ranbir’s enthusiasm to extend 
the equity of the Lancer washing 
machine to a service offering total 
solutions is laudable. But did Ran- 
bir actually pause to ponder on 
whether Lancer could credibly be 
stretched that far? The brand Lancer 
seemed to have real problems. Did it 
not occur to Ranbir that he needed to 
bolster Lancer’s indifferent image and 
doubtful equity before thinking about 





on shaky foundations ? 

Ranbir seemed to have been carried 
away by the concept ofa laundry service 
chain that would be a sure hit among 
upwardly mobile, busy urbanites. This 
seemed to have also rubbed off on his 
CEO, who threw caution to the wind as 
he embarked on progressing the idea. 
Curiously, Ranbir had not acquainted 
him with HLLs foray into this, and did 
not seem anxious to know and learn 
from the competitor's experiment. 

Only Ansuman Shukla seemed to be 
worried. He asked: “Won't this dilute our 
brand image?” Surprisingly, he too erred 
in not asking the key question: “What 
is Lancer's image anyway?" Would an 
extension be the answer to solving 


'Lancer's problems? 


Looking at the concept of a 'total 
clothes maintenance solution, one 
wonders how Ranbir came to formulate 
this proposition. His confidence in the 
idea was high, though it was based on 
assumptions and feedback from just a 
lone sales representative who actually 
seemed to be saying that it was time 
Lancer had some tactical support in 
terms of promotions, etc. Ranbir did not 
pay attention to that though. One won- 
ders if Ranbir had even started to think 
about the feasibility of the idea. 

Ranbir must be congratulated for 
seeking consumer reaction to his pro- 
posed 'dream' service through focus 
groups. But, what questions did he re- 
ally want answered? Seemingly, he 
wanted to know whether a laundry ser- 
vice was a good idea or not. However, 
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surely, the questions should have ex- 
plored customer satisfaction with the 
Lancer washing machine itself, rather 
than seeking views on whether they 
would be happy with a 'total clothes 
maintenance solution. What seemed to 
escape Ranbir and his colleagues was 
the fact that they had no real informa- 
tion to suggest that this need existed. 
And on the other hand, they had ample 
evidence that Lancer washing ma- 
chines were facing problems. Thus, the 
brief to the market research agency was 
quite inadequate and flawed. 

Ranbir needed to construct a proper 
research brief. Had he done so, the con- 
sequent findings would not have left 
him stumped. Ranbir and his team went 
into the research assuming that their 
idea would be a hit, not realising that in 
reality, such adoptions need several so- 
cial, economic and cultural drivers for 
real behaviour change. 

Ranbir needed, at first pass, to un- 
derstand whether the Lancer washing 
machine was meeting expectations. If 
yes, then could it be improved in terms 
of better features or value additions? 
Comparisons with other washing ma- 
chines were badly needed to identity 
Lancer’s weak points. If Lancer was vul- 
nerable, Ranbir needed to first consoli- 
date its image and reputation before 
venturing into extensions. 

The focus group findings clearly 
confirmed that consumers needed 
quality performance from washing ma- 
chines. They felt, perhaps quite rightly, 
that a ‘Lancer dhobi’ service was an idea 
before its time. Operation Lancer, in 
trying to achieve an over-engineered 
brand extension, was saved the final ig- 
nominy: backfiring on and burying the 

mother brand. 
Perhaps, the entire team should 
stop and try to find new methods to 
shore up Lancer. They could have 
deliberated on T.S. Eliot's lines 
from ‘Little Giddings’: 

“We shall not cease from ex- 
ploration/And the end of all our 
exploring/Will be to arrive where 
we started /And know the place for 

the first time.” 
The real question is: was Ran- 
birs team in it for Lancer washing 
machines as a brand, or were they just 
concerned with launching a new 
laundry service? gs 





The author is with 
CyberMedia and edits 
Living Digital. You can 
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The 
domestic 
market 
for IT has 
bounced 
back. 
Finally 
we can 
become 
a real IT 
super- 
power 








HE best stuff goes abroad. Whether 
it's people or clothes or tea or tech- 
nology. That’s how it’s been with 
India's IT too. For as long as I can re- 
member, Indian IT has been about 
big software companies and their software ex- 
ports. Do I have a problem with that? No, except 
that had the domestic market grown as much, 
wed be closer to being a real IT superpower. 

When was the last time you saw stories in 
the media about the IT market in India? Most of 
what you see is about the subset of Indian com- 
panies that are software exporters and are listed 
on the stockmarkets: Wipro, Infosys, Satyam... 

Now, for the first time in 10 years, growth in 
India’s own IT market has caught up with the 
growth in exports. In fact, thanks to the sliding 
dollar, it has grown faster than exports over the 
past year in rupee terms. Figures just out from 
Dataquest's annual industry survey, the DQ- 
Top20, say that growth in the domestic market 
has shot up from 9 per cent to 24 per cent. The 
IT industry, including exports, grew 24 per cent 
— to $20 billion or nearly Rs 93,000 crore. 

The neat thing was that the growth didn't 
come from any one area. Most areas, from PCs 
to other hardware to services, grew well. Laptop 
sales doubled, as snazzy, low-cost, wireless-en- 
abled notebooks entered the market. 

All in all, the big deal was this: the domestic 
market bounced back. And about time too. Two 
years ago, its growth had dropped to zero. That 
was an unhealthy situation. It meant usage at 
home for a country that wants to be the IT 
department of the world was abysmal. That 
was the symbolic part. A very real problem was 
that the situation made IT unfashionable, and 
so youngsters didn't want to ‘do IT’ anymore. IT 
training institutes shut down, and the training 
industry declined. Thousands of engineering 
college seats went empty in the South. 

This meant that not enough skilled people 
would come out of India. Which was serious. 
India’s software exports is a service business — 
it’s linearly dependent on manpower numbers. 











Real growth 
begins at home 


To get a company’s revenue, we multiply the av- 
erage ‘technical’ staff strength by Rs 10 lakh for 
BPO, Rs 25 lakh for software. And similarly for 
the country as a whole. Now take Nasscom's 
target of $50-billion services exports, for 2008. It 
translates to 1.2 million people split across BPO 
and software. Okay that's simplistic, but you get 
the idea. We need a million more trained, high- 
quality people to get the revenues. Unless we 
shift dramatically to products, or high-end 
consulting, or something, the software and ser- 
vices growth will slow down. Exports is depen- 
dent on the domestic industry. 

That's what every precedent in history (and 
geography) has shown. Be it China or Japan, the 
real success has come from countries which 
could tap their own market as well as the 
world's for volumes and efficiencies of scale. 
And for testing products, gaining experience, 
developing talent and domain expertise. They 
have booming domestic markets, and are con- 
sistently growing. When the Indian domestic IT 
market reaches that level ... watch out world. 

Itsatwo-way street, though. Success breeds 
prosperity. A services exports boom brings in a 
concentration of high-spend youngsters, and a 
spectrum of secondary industries: transporta- 
tion, night catering... Bangalore is exploding, 
fuelled by cash-rich, young software pros. Gur- 
gaon has glittering malls catering to thousands 
of youngsters from call centres and tech com- 
panies that are pouring into the Delhi suburb. 
Those that came in late, like Kolkata, know 
whats at stake and are trying to catch up. 

Dataquest described the last six years for the 
IT industry thus: Boom. Bubble. Crash. Sur- 
vival. Recovery. Growth. That last one was 2003- 
04 — the year of growth, and confidence, and 
opportunity. For once, growth has helped firm 
up the home market, so that that this country 
can go about its business — of becoming the IT 
department and back office of the world. E 


Figures published with permission from 
Dataquest and Cyber Media Research. 
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Soon after, the iMac saw light. 
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rejoinder 


[he mutual 
fund industry: 


counterpoint 


A.P. Kurian, chairman, 
Association of Mutual 
Funds in india 





OUR cover story on the mutual fund 


industry attracted a large number of 
responses from investors, asset manage- 
ment companies and even former 
employees of mutual funds. The story 
highlighted how many practices in 
the industry went against the interests 
of retail investors. 

The Association of Mutual Funds In 
India (Amfi) and the market regulator, 
the Securities and Exchange Board of In- 
dia (Sebi), also sent us detailed letters 





contesting many of the points and issues 
raised in our story. In this issue, we are 
carrying the letter sent by A.P Kurian, 


chairman of Amfi. The Sebi point of view | 


will appear in the next issue. 


LETTER FROM THE ASSOCIATION OF 
MUTUAL FUNDS IN INDIA 


Dear Sir, 

This refers to your cover story on 
the mutual fund industry ('Inside Its 
Closet, BW, 26 July). 
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We address the most serious of the 
allegations in seriatim: 


1. Front running by fund managers: 
Sweeping remarks have been made 
about rampant front running in the 
industry. We would like to point out: 

@ There are detailed provisions in the 
regulations and instructions to define, 
monitor and penalise any instance of 
front running. 

E These are monitored by the compli- 
ance officers; trustees; internal, external 
and Sebi auditors, and reviewed period- 
ically by Sebi. 

2. Timing and late trading: Sebi was the 
first regulatory body in the world 
to institute regulations for uniform cut- 
off timings. This was a proactive mea- 
sure to prevent late trading. Today: 

@ All mutual funds are required to fol- 
low uniform cut-off time for various 
classes of schemes and for all financial 
transactions. 

Bi Time stamping has been made 
mandatory at branches and collec- 
tion/service centres including those op- 
erated by registrar and transfer agents. 
B These machines are not only re- 
quired to be tamper-proof, but each 
mutual fund has processes in place so 
that this is not bypassed in any case. 

3. Corporate focus and single investor 
schemes: The current status in this 
regard is: 

B The regulations not only stipulate 
the minimum number of investors, but 
also that the percentage an investor can 
hold is restricted to 25 per cent. To pre- 
vent hardship to existing investors, a pe- 
riod has been given to mutual funds to 
re-balance the holding patterns or close 
the schemes. 

B Like any other large buyer, a whole- 
sale investor would expect to receive 
wholesale rates, and that is the logic for 
wholesale plans. 

Bi This is not only because the cost of 
serving such wholesale investors is 
lower, but it is also an industry measure 
to ensure that rebating is eliminated. 

@ These lower costs to large investors 
are not at the cost of the retail investor 
because, in any case, the maximum 
amount chargeable to an investor is 
stipulated by the regulations and the 
rest is borne by the AMC. 

4. Retail focus: The article alleges that 
the industry is not interested in retail 



























and that mutual funds have branches in 
only a few metros: 

E Today the 29-strong mutual fund 
industry has 435 branches, both in met- 
ros and non-metros, and 487 collection 
centres, in addition to numerous ser- 
vice points provided by registrar and 
transfer agents. 

E Mutual funds have organised 2,800 
programmes in different cities/towns to 
train intermediaries in the last one year. 
@ Today there are 37,000 Amfi-certified 
agents across the length and breadth 
of the country. Their contact details 
are available on the Amfi website, and 
investors in 1,580 locations can 
access a qualified intermediary near 
their home. 

5. Distribution practices: The authors 
seem unaware that costs chargeable 
to the investors are capped and any- 
thing in excess are promotion activities 
undertaken by the AMCs at their own 
. expense. The industry is in an early 
— Stage of growth and special efforts to 


s E propagate mutual funds are needed to 
- sptead the concept. But in any case: 


 — W Within the Sebi-prescribed limits, 
mutual funds adopt various marketing 
initiatives such as promotions, distribu- 
tor rewards, etc., as is in-vogue in most 
other industries — pharmaceuticals, in- 
surance, banks and even media. 

W With regard to switching, the core 
strength of our industry is liquidity and 
choice of asset allocation. Switching 
allows an investor to change his view 
 onascheme without changing his view 


on the fund house, and is therefore . 


a facility to change his asset alloca- 
tion easily. It is, therefore, incorrect toal- 
lege that it is used for increasing com- 
mission earnings. 

W In any case, all investors have to pro- 





vide is a signed switch re- 
quest for each transaction, 
and it is not possible for any 
intermediary to influence 
repeated switches. 

6. Local cheques vs out- 
station cheques: The 
article has stated that 
investments made with 
outstation cheques get 
the NAV (net asset value) 
on date of realisation, 
while local cheques 
get the same day’s NAV. The fact 
is that: 

B This is true. The fact is that outstation 
cheques are usually cleared after 15 
days or more, while local cheques are 
cleared the next day or within two days. 
Bi The industry has collection facilities 
in numerous places as stated above, 
and local clearing is available there. 

W For retail investors, most mutual 
funds bear DD charges. 

Bi The practice of allotting units on 
realisation for outstation cheques was 
instituted to ensure that the system is 
not misused for obtaining an early NV, 
without funds being realised. 

7. Quality of auditors: The article 
has made some broad statements ab- 
out the efficiency and knowledge of 
the Sebi-appointed auditors. May we 
state that: 

@ These auditors are empanelled after 
a rigorous selection process, and one of 
the criteria is that the auditors be em- 
panelled with the Reserve Bank of India. 
Wi The auditors are given a detail- 
ed checklist of items to check and 
report, specifically on compliance 
with regulatory requirements and cov- 
ering the gamut of mutual fund and 
AMC activities. 
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8. ‘Easy accommodation’ between Sebi 
And Amfi: You should be aware of the - 
following: 
E Worldwide, regulators and govern- 
ments are encouraged to consult with 
industry before framing regulations. 
@ Sebi deals with Amfi (as with various 
other bodies representing market par- 
ticipants) in this spirit, to understand 
market realities and then frame regula- 
tions in a consultative manner. 
W Consultation and connivance are 
diametrically opposite. The industry 
today has got, perhaps, the most strin- 
gent compliance requirements for the 
benefit and protection of the investor. 
The mutual fund industry is based 
on confidence and trust. It is the custo- 
dian of Rs 150,000 crore and millions of 
investors’ savings. Such articles only 
create harmful sensationalism to the. 
detriment of the investor, industry and 
the capital market. 
Yours faithfully, 
A.P. KURIAN, CHAIR! 


BWREPLIES 


BW stands by the issues highlighted in 
the cover story. 
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T'S9.000'clockonaSat- | 
urdayeveninginBanga- | 
lore. And the launch of ~ 
your first restaurant. 
There's an overdose of 
psychedelic lighting, 


Sean Penn and Johnnie Walker, but the 


crowd seems to be having fun. The press 
is clicking away at the celebs on the 
dance floor. Other faces are busy down- 
ing glass after glass of free Martinis ser- 
ved by waiters who are being ordered 
around by friends and relatives who 
have all-too-easily slipped into the role 
of PR agents. Clearly, everybody has a 
role to play. Yours is to sweat. And panic. 
Because, while you are optimistic, you 
don't know whether it will pay off. 

But look at the bunch of people near 


Q 


mw helped put your restaurant together. 
__ They're having a good time. And why 












the bar, sipping vodka, cracking jokes. 
They seem calm. They are the restau- 
rant and design consultants who've 


not, they've just made a pile of money 

and, unlike you, their job is done. 

This support brigade is not as 
glamorous as the guys holding 
the purse strings. It isnt as in- 

| your-face as the P3P. But unlike 

the restaurateurs whose fortunes 


— like the plat du jour — change every- 


day, these advisers rarely, if ever, witness 
a lean day. Ergo, while they dont come 
cheap, they'll get the job done for you. 
So, with a little help from them, heres... 


„How to whip up the perfect 
restaurant (Or how not to make your 
cake, but eat it anyway!) 
What you'll need 
1 great-ed menu planner; 
1 rightly-aged facility planner or 
kitchen planner; OR 











of both of the above); 
1 fresh interior decorator soaked in 
ingenuity overnight; 

2 or more chefs, poached (from a five- 
star hotel — what did you think?), de- 
pending on the size of serving. 

For garnishing: 

1 big celebrity or many small ones. 


How to Make it 

E Step 1 Peel off your blinkers and shake 
yourself up real good if you haven't yet 
figured that the Great Indian Food Rush 
is on. At least one fancy restaurant 
opens in a big city every week. A suburb 
like Gurgaon has 93 eateries along a 
small 2-km stretch. Today you compete 
with not just restaurants but bars, resto- 
bars, lounge-bars, fashion-bars and 
godknowswhatelse! And your rival in 
not a stodgy old penny pincher but an 


A dash of design: (L to R) Ambrish 
Arora, Sidhartha Talwar and Ankur 
Choksi of Lotus make sure that 
your restaurant looks completely 
different from others 
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Havent got 
the skills, but 
have enough 
money? 
Then heres 
the recipe for 
the perfect 
restaurant. , 


By Aarti Kothari 7 


eclectic bunch of mostly young 
entrepreneurs who are in it for 
fun, glamour or passion. 

The bottomline is: Do you 
have a plan? And whatis your restaurant 
to be— a Maxim's or an Udupi? 
B Step 2 Enter the restaurant consul- 
tant. He's the answer to all your prayers. 
He'll do your market research and tell 
you what will sell — Chinese, Mongo- 
lian, Papua New Guinean and so on. 
He'll tell you if your idea needs some 
dressing up, viz., theme Bollywood or 
something. Hell get the systems in 
place — menu, pricing, procurement, 
inventory, haggling, reporting, plumb- 
ing, sewage... you name it. He'll even 
hire the staff for you! BW met a couple 
that's into this — Manu and Sonia Mo- 
hindra. And we can tell you with confi- 
dence they are the only one of their kind 
in the country. He was an ex-executive 
chef, she an F&B 
manager. Not 

surprisingly, 

they realised 
they could pool 
their expertise and 
make money for them- 






selves. Thus, Under One Roof Hotel 
Consultants. And they have ambitious 


plans for it — they claim that someday | 


theirs will be a McKinsey-like hospitality 
consultancy, with offices in India, 
Bangkok and UAE to begin with. 

We met the duo at Shalom, a 
Mediterranean lounge bar they helped 
put together in Delhi. They are very ex- 
cited about how the place is doing. "It's 
been just six months," says Manu, "and 
we're doing 60 per cent above expecta- 
tions — a whopping Rs 40 lakh a month 
in sales. The place broke 






" >, ments in just four 
E —— months... the indus- 
try average is 1.5-2 
years." It's a serial con- 
tract (if one may call it 
that) they have with 
Shalom owner Dhiraj 
Arora. They did his first 
project, No Escape, and are readying for 
the launch of his latest, Italic, also in 
Delhi. Incidentally, Aroras office at 
Shalom had to be broken down to ac- 
commodate a larger kitchen to meet the 
overwhelming demand. 

More work is flowing into Under 
One Roof than before. While it had just 
three people three-and-a-half years ago, 
today it has 15. Back then they did 15 
projects a year; now they do nine pro- 
jects a month. Between the two of them, 
Manu and Sonia travel 15 days a month. 
They are currently working on the sixth 
restaurant for Ohris Banjara in Hyder- 
abad, have completed two of the 12 


Fireplace restaurants Amisha Patel | 


plans to set up in Mumbai, and have 
also worked on Tiger Bay in Bangalore. 
They charge Rs 5 lakh for each pro- 
ject and have completed 100 projects so 
far. The result: their company expects to 


do Rs 50 lakh turnover this year. Dont | 


forget, it has only been six years! OR 
m Step 2.1 If a restaurant consultant is 
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even on all invest- | 











out of stock, substi- 
tute him with a mix 
of menu and facility 
planners. 

Only towards 
the end of my inor- 
dinately long period of reporting did I 
discover this breed of super-specialists, 
who have dedicated their lives to re- 
searching all kinds of epicurean tempta- 
tions and gadgetry. Take Delhi-based 
Marut Sikka, for instance. Partly an In- 
dian foods and flavours expert, partly 
P3P. He designs menus for a living. His 
motley crew of chefs, bakers, tandoorias 
and other ‘assistants’ a la Gourmet Gu- 






| rus, has cooked up gastronomical in- 


dulgences for dignitaries like the former 
prime minister, A.B. Vajpayee, Pakistan 
President Pervez Musharraf and Prince 
Charles and the late Lady Diana; in in- 
ternational food festivals across 
Malaysia, Mauritius, South Africa, 
Nepal and India; for Indian five-star ho- 
tels like the Oberoi, Radisson and The 
Chancery (Bangalore). Sikka has de- 
signed menus for restaurants not only 
in India but also in Malaysia (Kuala 
Lumpur) and the UK (London), includ- 
ing the famous Chutney Mary. 

Not your idea of living life danger- 
ously, right? What I mean is, don't we al- 
ready know all there is to know about 
the stuff we eat everyday? Clearly we 
don't. How else can he charge Rs 5 lakh- 
8 lakh a project (depending on the level 
of ‘R&D’ that goes into designing the 
menu), and get away with it? 

Filmi Masala, the Bollywood theme 
restaurant in Gurgaon, is another exam- 
ple of this outsourcing of 
unfamiliar tasks. The 
owners, V.N. Dalmia, 
chairman of D&A 
Hospitality, and ITC 
veteran Param Vir 
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The compleat food guide: For a 
price, Sonia and Manu Mohindra put 
together the entire eatery for you 


Anand, conceptualised the restaurant, 
and got ex-Welcom Group vice-presi- 
dent and the man behind Bukhara, 
Surendra Nath Gadhoke, to create the 


| milked out of the space 
| had you got a profes- 


| for you. After all, real 





menu. The restaurant serves dishes that | 
actually go by names like Rani Kukker- | 


jee, Juhi Chaawal, Yum-Rao Jaan and 
Gharwali Tarkewali. 

Incidentally, Sikka's busy these days 
writing his third book on Indian cuisine. 


You could call him one of our fast in- | 


creasing breed of food celebrities. 
E Step 2.2 Now, add a facility planner to 
the melange. This is a real job done by 


real people and not an exotic species of | 


homosapiens that I cooked up to justify 


my tardiness. And it's a very important | 
ingredient at that. Normally, between | 
the interior decorator and yourself, you | 





sional planner to work 


estate is the single 
most expensive ingre- 
dient that goes into 
setting up a restaurant 
— Rs 3.5 lakh a month 
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to rent a space in Delhi's Khan Market or | 


Rs3.8 crore to buy it. 


And since such few people realise | 
the merit of employing a facility plan- | 


ner, it also explains why unlike the Mo- 
hindras and Sikka, they are almost com- 
pletely given the miss by media. Meet 


| Vittal Rao. Having worked with the 





would've figured the layout of your | 


restaurant — kitchen vs dining area, 


kitchen layout, space per | 


making money, there's 
you've got everything right 
without ever knowing 
how much more 


you could've 


diner, etc. Now if you're | 


every chance youd think | 


Oberoi group of hotels for 20 years, he is 
as goodas they come. He has setup their 


restaurant, Khan El Khalili, atthe Oberoi | 


Cairo and the Oberoi facility in Mauri- 


own design consultancy. And will chalk 
out the entire space plan right from how 
much space per person you need, to 
plumbing, drainage and kitchen layout, 


to even where the generator and | 
washed cutlery should go. While the pay | 


is nowhere close to what his foreign 


counterparts earn — $30,000-50,000 
(Rs 13.5 lakh-22.5 lakh) for a project 
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C 
over 3-6 months 4 às 
against his fee of Rs 1 
lakh-2 lakh — he thinks there's 
great potential going ahead. 

B Step 3 Now that the basic mix is 
ready, beat the interior decorators into 
the batter. Remember, while vanilla is 
nice, it needs syrup or chocolate sauce 
or caramel to make it desirable. As more 
and more people experiment with Ris- 
torante Perfecto, grandmas's recipe has 
found its grave. Monish Gujral, the man 
behind the legendary Moti Mahal brand 
of restaurants is now going pan-India 
with a new 'Tandoori Express' look. 
While the menu remains the same, with 
the help of interior decorators he wants 
to transform the staid image of his 
restaurants into a more youth-friendly 

and contemporary one. 

In effect, interior decorators, so far 
associated with homes and offices, 
can turn an unpromising eatery 
into a much finer creation. Vicky 
Nair hired Delhi-based design 
consultancy Lotus to do up the 
interiors of Khaja Chowk. Their 
brief was to make its outlets (it has 
been conceptualised as a chain) a 
celebration of India’. And that's 
just the sort of experience you 


= have when you step into Khaja 


Chowk. There are enough idio- 
syncratic bits and pieces all around to 
make the wait for the food interesting — 
table tops dotted with sindoor and glit- 
ter boxes, a brass vessel for a wash basin, 


| red walls, and a couple of red auto-rick- 


shaws for dining tables (as seen in the 
visual on the previous page). Posters ofa 
Bollywood star endorsing underwear 
complete the picture. Today Lotus is do- 
ing very well. Started only three years 
ago, it had a turnover of Rs 60 lakh this 


, year. Tough to believe that a year-and-a- 
tius. He has also set up the Indian | 
Restaurant in Georgia. But not many | 
have heard of him. Today, he runs his | 


half ago, it was near closure! 

m Step 4 Add the poached chefs into the 
preparation and you're home. This is 
crucial for the consistency of your 
preparation. But since much has been 
written about them, I won't say anything 
besides what's already known: good 
food speaks for itself. You can now invite 
hoards of family, friends and lucky 
strangers to feed on the trial runs. 

Bi Step 5 Lastly, don't forget to add a dash 
of celebrity. It always works! | 









We are looking for young, dynamic and result-oriented Engineers to be a part of our team. 


Job: You will be primarily responsible for installation and maintenance of CtP Platesetters, 
. Imagesetters, Processors, Scanners etc. Your responsibility would also include spares 
. Maintenance, coordination with vendors and providing line support for software maintenance at 
remote locations. The job would involve odd-hours of work. 


Person: BE / Diploma in Electronics or Instrumentation, below 30 years of age with 0-4 years' 
||| experience in hardware support in a publishing house. Persons with experience of working in 
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BROWSING 


M.S. Banga 


Chairman, Hindustan Lever 


I usually go for business books or 
fiction. I have just finished reading 
EXECUTION: THE DISCIPLINE OF 
GETTING THINGS DONE by 
Lawrence A. Bossidy, former chair- 
man of Honeywell International, 
Ram Charan and Charles Buck. I like 
this book because it is very focused 
on how to put ideas into practice. It 
reinforces a major point: the differ- 
ence between being successful and 
not being successful lies in the execu- 
tion — and the quality of execution. 

Ialso read Ranjan Kapur's THE 
PERFECT SNOWBALL. By the looks 
ofit, it appears to be a children's 
book, but it's not. I found the book 
fascinating because it is a business 
parable, and offers lessons that are 
valuable for companies. 

I travel alot, so I buy most of my 
books at airports. But when I'm in 
Mumbai, I like going to Crossword. Bl 


ALERT 
Running On Empty 


By Peter G. Peterson 
(Farrar, Straus and Giroux Press) 





D [d AMERICA'S children will 
| cvv | be crippled by a deficit 
p v . mess created by both 
RUNNING. Republicans and De- 
ON mocrats. That’s what 
EMPTY | the US doom prophet 
Eines de jour is moaning 
about, and though he is 
right, he misses one of the major 
causes of the deficit — lack of 
corporate taxes. Just 7.4 per 
cent of 2003 US federal tax rev- 
enue came from corporations. E 








AMITAVA SANYAL 





HE Lilliputians thought what 
Gulliver wore on his hand was 
his god because he consulted 
it so often. It was, of course, his 
watch. Mankind has come a 
long way since the publication 
of Jonathan Swift's satire in 1727. We 
have taken several technological leaps, 
and with each leap we have fought time 
— faster production, faster movement, 
faster communication. Today, speed 
defines our life. Klaus Schwab, the 
founder-president of the World Eco- 
nomic Forum, captured the zeitgeist 
when he said: “We are moving from a 
world where the big eat the small to one 
where the fast eat the slow." 
Now, a worldwide mo- 
vement is trying to turn the E 


clock back, or at least stall S 


it. It's a federation of in- T 
terest groups that urges 
one and all to consider that 
not all forms of speed are 
good or desirable. Its fol- 
lowers are spreading the 
good word in different 
walks of life — work, food, 





ALF of every answer almost in- 

variably lies in the questions 

asked. The India Mosaic: Sear- 

ching For An Identity is a com- 
pilation of questions on what consti- 
tutes this vast and, in many ways in- 
tractable country, and the attempts to 
answer them. 

Is India struggling as a nation state? 
What should we do to become a mature 
and secular democratic people? Is there 
a collective culture that unites us? If so, 
how has it adapted to the challenges 
of modernity, such as the quest for 
greater social and political space by the 
more awakened women and assorted 
minorities? Has our tryst with destiny 
been stymied by our apparent lack of an 
economic game plan? Gandhi, Nehru, 
Hindutva, Bollywood — what or who 
makes for the dominant icons of con- 
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Slow down, 








CARL HONORE © 


medicine, sex, parenthood and even 
urban planning. 

Carl Honoré is a chronicler of that 
movement. His first book, In Praise Of 
Slow, takes forward the work done by 
James Gleick, who scathingly portrayed 
the cult of speed in his 2000 book, Faster. 
But Honoré has different material to cull 
from. Since Gleick’s book, the Legion of 
Slow has grown, become more organ- 
ised, and has found newer instruments 
to propagate its message. 

The field where the Legion has made 
the deepest inroads is food. Inspired by 
another novel, Sten Nadolny's The Dis- 
covery of Slowness, published in 1983, 
Carlo Petrini launched the Slow Food 
movement in northern Italy in 1986. 






What started as a pres- 
.— inpraiseof — 
" PUA Bills 
| 0 T Bu 


How A Worldwide 
1 Movement Ís 
=) Challenging The Cult 
= Of Speed 


| By Carl Honoré 
Orion 
Pages: 282; price: £16.99 





SELECTION 


Asking 


temporary India? Does the idea of India, 
as we commonly know it, also carry the 
endorsement of the Dalits and the 
tribal people? 

These are some of the questions 
that leap out of the 17 essays assem- 
bled together in its pages. If we regard 
the questions carefully, they are more 
than likely to cause offence to a large 
part of a newly vocal polity. Can we dare 
question the axioms of our nationhood? 
The resurgent Hindutva supporters 
would certainly turn belligerent at the 
thought. Indeed, for more than six years 
India’s intellectual space has been 
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you move too fast 





sure group that advised you to savour 
your food (and wine) slowly has now 
grown to be a whole counterculture of 
sensibility that claims to have more 
than 100,000 legionnaires in 47 coun- 
tries. Mind you, it's a political move- 
ment, not a purely gastronomic one. In 
its cross-hairs are the restaurateurs and 
retailers who goad you to vacate tables 
and ‘turbo-capitalist’ multinationals 
who find ways of intervening with the 
natural order of things. The Slow Food 
movement now has three journals, a 
publishing house, a proposed univer- 
sity, links to television channels, and a 
global network devoted to the protec- 
tion of endangered food species, recipes 
or production techniques. 

Its effects have been felt in other 
countries and other fields. Slow Food 
has inspired Sloth Clubs in Japan, Long 
Now Foundation in the US, and Society 
for the Deceleration of Time in Europe. 
Their purposes are different, but they 
agree on one aspect: the importance of 
slowness. The Japanese Sloth Club, for 
example, advocates a less hurried, more 
eco-friendly lifestyle. The Club runs a 
café that serves organic food, stages 
candlelight concerts and sells memora- 


CARL HONORE is a 
London-based journalist 
who has written for The 
Economist, Observer 
and Houston Chronicle. 
While researching 

this book in Italy, he 
was slapped with a 
speeding ticket 








has epiphanies, and turns up his 
nose when a thought doesn't agree 
with his common sense. He is 
looking for what musicians call 
tempo giusto: the right speed. He is 
not a downshifter who has left the 
rat race for the ‘mouse race’, a 
lower-stress lifestyle resulting 





bilia promoting the beauty of slowness. 
Thanks to its legion, several advertisers 
in Japan now sell things as diverse as cig- 
arettes, apartments and holidays with 
the help of the English word ‘slow’. 
Honoré wasn't a convert at his first 
brush with the movement, which has 


inevitable overlaps with the anti-global- | 


isation brigade. He was provoked to 


write the book when, trying to multi- | 


task by reading a newspaper at an air- 


port queue, he came across an adver- | 


tisement for one-minute bedtime 
stories. It was the last straw for the dot- 
ing father of a two-year-old. Ever since, 
Honoré, a journalist who identifies him- 


self among the Type-A cast, has gone in | 


search ofthe opposite through a form of 
parachute journalism. 
He approaches the subject with a 











furrowed brow, gets wide-eyed when he | 


the big questions 


shared, some would say hijacked, by 
the ideology of the RSS variety. So 
much so that liberal journalists, pol- 
iticians and academics, among others, 
have openly begun to accept Hindu- 
tva as the better 
way to really man- 
age the affairs of 
this disparate, of- 
ten unruly country. 
Among these ac- 
cepters is the Con- 
gress Party itself. 
Since the book 
has been edited by 





Bibek Debroy and D. Shyam Babu on 
behalf of the Academic Foundation and 
the Rajiv Gandhi Institute for Contem- 
porary Studies, it is fair to assume 
that this may be part of an effort by 

Indias oldest pol- 
THE INDIA 


MOSAIC itical party to create 


a corpus of ideas 
Edited by Bibek that can counter 
Debroy and 


the growing sway 
D. Shyam Babu of RSS thought in 
(Academic the body politic. 
Foundation) And yet, as a few 
Pages: 285; of the arguments 
price: Rs 495 suggest, it is not en- 
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from moving to a smaller commu- 
nity or taking up a less demanding job. 
He travels the world to find answers to 
the question: do we really need to be in 
a mad rush all the time? 

For a book on slowness, this one 
moves pretty fast. It rattles off anec- 
dotes and statistics. But in trying to en- 
capsulate as many aspects of this 
worldwide cultural phenomenon as he 
can in a book, Honoré fails a basic test 
— the test of memory. In Slowness, a 
novel that took five years to write, Milan 
Kundera proposes an equation from 
existential mathematics: the degree of 
slowness is directly proportional to the 
intensity of memory. Despite the fact 
that Honoré has culled from the book, 
his effort fails the equation. He hurries 
through a broad thesis for the expanse 
of a book, but when one closes it, one 
is left with a blur. * 


tirely possible to eject Hindutva from 
the so-called Congress way of thinking. 
For example, B.G. Verghese, the emi- 
nent former journalist and liberal ideo- 
logue, cannot help but find an element 
of goodness in the RSS, even as he 
strives to reject the ideas. 

"The RSS has, in recent years, made 
considerable efforts to work among 
tribal communities and spread educa- 
tion," Verghese says. "This is to be wel- 
comed, but must cause concern if the 
endeavour is directed towards building 
political constituencies in a new form of 
vote-bank politics." 

So what is the answer? The writers of 
this interesting book do seem to suggest 
that if we ask the right questions now, 
we may just get a clue. » 
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We've had floods before 





OURNALISTS have an occupational disease — 
they tend to acquire a faith that there is nothing 
new under the sun. This is no doubt an illusion 
nurtured by overindulgence in day-to-day occur- 
rences. But no one in his senses will argue that 
there is anything new about floods in Bihar. This must be 
the three millionth flood in its long history. Though not as 
predictable as the sun, floods are pretty inevitable. 





And yet, despite the experience of drowned cattle and | 


starvation on tree branches stretching over generations, 
the people of Bihar continue to suffer. Even for Hindus, 
this is carrying fatalism too far. Rational human beings 
would have been long ago moved out of such a pre- 
dictably catastrophic place and gone into the hills of 
Chhota Nagpur or the foothills 
of Nepal. That the people of Bi- 
har have not done such an ob- 
vious thing — and in fact, mul- 
tiplied until it has become one 
of the country's most densely 
populated states — shows how 
much they love their home- 
land. And also that despite 
floods, or rather, because of 
floods, Bihar has some of In- 
dias most fertile land on which 
the crop almost never fails. 
Bihar is not only a granary 
of foodgrains. Thanks to its 
abundant and obedient popu- 
lation it is also a storehouse of 
votes — which have helped 
bring the just installed govern- 
ment to power at the Centre. 
The Prime Minister did what is customary for our PMs; he 
made a pilgrimage to his vote bank and showered crores 
on the state. Except that the crores are not meant for the 
masses, but for the masters. ‘Package’ is the euphemism 
we use for the crores; a golden handshake to those who 
own the Bihar government would be more appropriate. 
The Prime Minister wants development with ahuman 
face. If he were serious about that, he would have put 
those crores into flood prevention. For floods are prevent- 
able. A sect has built Akshardham II in the flood plain of 
the Jumna in Delhi; flood waters have risen above its edi- 
fice, but have been kept at a respectable distance. Not 
only did the government give the sect the land, but it built 
a massive dyke to protect it from flood. Akshardham | is in 
Gandhinagar, the constituency of L.K. Advani, who was 
the powerful home minister in the previous government; 


his good offices may have been involved in making the | 


flood plain safe for Akshardham II. Going by that prece- 
dent, the Prime Minister could have made the flood plain 





If the PM were serious about 

helping Bihar, he would have 

put the crores of its 'package' 
into flood prevention 





that is Bihar safe from the waters of its copious rivers. 

Even if the economist in him were to rebel against 
such extravagance, more economical and constructive 
solutions are possible. One is to reforest the upper reaches 
of the rivers. Trees help rain waters to seep into the soil 
and thus reduce runoff, they convert water into more use- 
ful products such as wood and fruit, and they fix the car- 
bon dioxide that the burning of 200 million tons of coal 
and 100 million tons ofoil releases in India. India uses less 
than half of its land for buildings, roads and agriculture; if 
the other half were reforested, India would be a greener, 
cooler and more beautiful land. 

And if that is combined with extensive afforest- 
ation of the upper reaches, dams are a very good means 
of preventing floods. More 
water flows through Punjab’ 
than Bihar. But floods are vir- 
tually unknown in Punjab 
because the water has been 
made to behave itself: it has 
been dammed and made to 
flow in canals. 

To do that for Bihar would 
involve building dams in 
Nepal. Nepal has been unwill- 
ing to be a home for dams that 
would benefit India. But that is 
because the dams would gen- 
erate electricity for which the 
only market would be in India, 
and the state electricity boards 
(SEBs), which control the mar- 
ket, are very happy to take elec- 
tricity but most reluctant to 
pay for it. They do not pay even the Government of India; 
the poor government of Nepal would not stand a chance 
against them. For power to flow from Nepal — or natural 
gas from Bangladesh — it is necessary that the govern- 
ment allows a market for them to develop in India, and to 
let anybody sell power, gas and coal to anybody else. That 
would be good for their consumers also —good for all but 
the SEBs and their political masters. 

So if Bihar is to be made flood-proof, the Central 
government needs to close down the SEBs and replace 
them with a properly functioning electricity market. This 
reform has been hanging fire ever since the Prime Minis- 
ter launched reforms 13 years ago; the states defeated 
him, and loathing to be reminded of it, he too has ceased 
to talk of power reforms. But he is in a more elevated posi- 


REUTERS 


| tion now — as elevated a position that a politician can 


ever hope to get to — and here is a task that would be 
appropriate to his position: make Bihar flood-proof, and 
India SEB-proof. ES 
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Are Tata Trucks OK? 


C I sincerely hope that the Tatas will use their economic clout at home 
and the new-found skills of their Korean Daewoo plant to change the 
face of Indian trucking (‘The Road To Gunsan, BW, 9 August). I want to 
see all those smoky 'OK Tata' demons off the roads! If we can get bigger, 
better trucks that travel faster (like the Korea-made ones shown in your 
cover story), the whole Indian supply chain will improve. 


Priya S., via email 
















The Mutual - 
Funds Industry - 


As we had mentioned in our 
last issue, our cover on Mutual | 
. Funds (‘Inside Its Closet,’ BW. x 
26 July) evoked alot of © 
response, both from readäis - 
as well as membersofthe . 5 | 
mutual funds ipei The = 








the issues we had raised. 
report for the ADB, which 
to say in praise of the Indic 
in aaa to stop i front rur 


has detailed qiie for all llth pointer rais d by Sebi. 
— it would take up over 10 pages — we car ot repro | 
in the print edition of Businessworld. We are therefore carrying the letter 
— and our replies to the points it has disputed — on our website, | 
www.businessworldindia.com 


NO MINISKIRTS, PLEASE | THROWING MONEY 


undergoing a huge change. If all the 
low cost measures — like reducing staff 


agriculture market as described in 
Ashok Desai's column ‘Why Farmers 


The Indian aviation industry is | I was shocked by the plight of our 
| 
| 


and cutting meals — are followed, then 
it will not only reduce the expenditure 
incurred, but the weight of the planes 
as well. This will help with fuel costs. 
No one sleeps in a two-and-a-half 
hour flight from Delhi to Chennai, and 
no one feels hungry. We Indians dont 
want girls in miniskirts or fried chicken 
with Johnny Walker on flights; we want 
to save time and money. 
Siddharth Singh Palival, via emai! 
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Kill Themselves’ (BW, 26 July). The 
minimum price mechanism is a 
mistake because it actually hurts 
farmers. It is high time the government 
realises that merely throwing money at 
a problem doesnt serve any purpose. 
Alpesh Patel, posted on BW website 


Write in at 
editor(bworkdmaill.com 
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COVER STORY 


Back With 
A Bang 


Forget those whining admen. The 
industry has never had it so good in 
recent times. And the real good news is 
creatives are rejuvenating the business. 


Opening Essay After all those 
existential debates, admen are 
rediscovering mass media advertising. 


Recap How the advertising 
industry in India evolved rapidly after 
liberalisation, but lost the plot. 
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the leap again. After 
sweating it out for the last 
five years, Companies are 
investing in fresh capac- 


revival be able to hold 
course? This time it is the 
state of the world econ- 
omy that will decide. 
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Its Spring again 


OURNALISM is said to be history written in a hurry. 

There are indeed times when that describes accurately 

what we at Businessworld do. When there are major 

news developments, we put our best men and women 

on the job of tracking them and interpreting them, so 
that you get the big picture sooner than you expect. 


But the typical Businessworld cover is a different story alto- 
gether. It requires weeks and, sometimes, months of research- 
ing and reporting by our writers and senior editors, who are 
also domain experts. Occasionally we go even farther. We take a 
sector oran issue that is crucial and examine it very thoroughly 
so as to come out with a prognosis for the future. We call these 
BW surveys. We started the practice a few months ago and so 
far, we have done BW Surveys on Global Manufacturing Out- 
sourcing, on Auto Components, 
on Telecom, on BPO, on Urban 
Renewal, on IT Services and on 
Broadcasting. The current issue 
focuses on Advertising — the 
Rs 11,000-crore (billings) indus- 
try that has a multiplier impact 
on business and culture. 


Bus*"eseworld | 


Senior Editor Vanita Kohli-Khan- 
dekar — she wrote the first com- 
prehensive book on Indian me- 
dia, titled The Indian Media 
Business — took nearly two months to put together this survey. 
And what she has to say goes against conventional wisdom. 
The common beliefis that mass media advertising is in decline, 
its share being eaten away by a variety of other marketing 
methods. Vanita argues that it is spring season for mass media 
advertising in India right now, despite the long faces one still 
sees in the industry and despite the international trends. She 
also argues that the creative side of the advertising industry has 
come out of its blue funk, and has learnt how to work better 
with the marketing side without losing its chutzpah. 





It seems to be spring time elsewhere in the economy as well. 
Deputy Editor Niranjan Rajadhyaksha, who is known for his 
caution in making predictions, argues that the investment 
drought that began in the mid-1990s is now drawing to a close. 
Companies are planning big again, but if you are expecting this 
revival to be like any earlier, get ready to be surprised. Turn to 
page 24 to read the article. 


le 5 


TONY JOSEPH, EDITOR 
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v NLY a few weeks after Vijay 
Kelkar' task force report on 
implementation of the Fis- 
\/ cal Responsibility and Bud- 
get Management Act came out, corpo- 
\’ rates and economists have begun to 
^ read the fine print. The report suggests 
lower tax rates across the board, along 
with removal of most exemptions and 
tax holidays. But is a blanket removal of 
exemptions acceptable to all ? 

Ves, if tax rates are lowered further 
than what Kelkar and his team have ad- 
vocated. Companies that are used to 
paying an effective tax rate of around 
24-26 percent have woken up to the fact 
that they would have to shell out a lot 
more if various exemptions (Section 801 
X / A and B) are done away with, if the 
, amounts that can be charged as depre- 
\/ ciation are reduced from the present 25 
; percentto 15 per cent, and the corpo- 
¿© Vv  gateincometaxrate is 30 per cent. 

X7 YK. Modi, chairman of the Federa- 
. tion of Indian Chambers of Commerce 
s/ and Industry (Ficci), and Sunil Kant 
Munjal, president of the Confederation 
of Indian Industry, have both said that 
tax rates need to be around 20-23 per 


m— 


natga tarase 








7 ARLIER this week, the CBI raided 
V five senior officials (among them 
a. the executive director) in Mum- 
Y bai, Pune and Delhi, of the Bank of Ma- 
^? harashtrain connection with 'irregulari- 
ties’ in the way loans had been made by 
Xf the bank to companies of the Jiwani 
— group. The amount involved was small 
wv — Rs 14.65 crore (in FY 2004, BoMstotal 
assets were Rs 32,223.98 crore). How- 
ever, an internal report of the bank had 
_/ earlier pointed out irregularities in the 
., way over Rs 125 crore worth of loans 
\/ were given by the bank to various com- 

z panies. Sources say S.C. Basu, the bank's 
chairman and managing director who 
took charge in 2000, ignored repeated 


E na ay 
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TAXATION/KELKAR REPORT RECOMMENDATIONS 


Cut the rate, hike the t 


Effective tax rate in % ¢ 


Profit before tax (Tax provisions/C 


PBDIT 

Depreciation existing (@259 
Depreciation proposed (@ 
PBIT@15% (PBDIT — Depr 
PBT@15% (PBIT(2 1596 

Tax @ 35% (0.35 x PBT@ 

Tax @ 30% (0.30 x PBI@1 
Tax @ 26% (0.26 x PBT@15%) 
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fe BANK OF MAHARASHTRA 


Skeletons tumble out 


warnings of corruption among senior 
managers. It’s likely that more heads will 
roll in the coming days and months. 

The loans in the Jiwani case were 
made as early as 1999 and a source says 
that letters of credit of the company held 
by the bank have been bouncing since 
then. The Jiwani group has interests in 
lumber and construction. 

Most of the 20 other cases date back 
to 1999-2002. Sources say that borrow- 
ers started defaulting on these loans as 
early as six months after the loans were 
made. Says a source: “Credit appraisals 
were faulty and loans were made with- 
out proper documentation.” B 

AVINASH CELESTINE & VIKAS DHOOT 
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cent if depreciation is lowered and other 
exemptions (in particular Section 80 I A 
and I B) are removed. 

An exercise done by CII'Às senior 
economist Bidisha Ganguly shows that 
if depreciation is lowered to 15 per cent 
(other things remaining constant), the 
corporate tax rate needs to be reduced 
to around 25-26 per cent for the tax lia- 
bility of corporations to remain at the 
current level. 

Using a sample of 706 companies 
(See "The Mathematics"), Ganguly esti- 
mates that if the tax rate remains at 35 
per cent with depreciation at 15 per 
cent, the tax payable by the sample of 
companies would be around Rs 13,691 
crore, around Rs 3,000 crore higher 
than the tax provisions made by the 
companies in 2003-04. At a rate of 30 
per cent, the outgo is still about Rs 1,000 
crore higher. 

It is only at a rate of around 26 per 
cent (with depreciation at 15 per cent) 
that the tax liability matches what it is at 
present. Take away all other exemp- 
tions, tax holidays and other legal loop- 
holes that have been exploited by com- 
panies and the rate needs to be lowered 
further to around 20-23 per cent. 

Says a senior finance ministry offi- 
cial: “The caveats have begun to come 
in. Companies feel that they need time 


emptions in general.” Officials, how- 
ever, say that unless companies actu- 
ally lobby for the implementation ofthe 
task force report, it may never actually 
be implemented. 

On the income tax side, too, econo- 
mists have begun to point out that com- 
pliance will only improve if tax rates are 
lowered to around 18-20 per cent. 

Says Surjit Bhalla, head of Oxus Re- 
search and Investments, who did a re- 
port on tax compliance for the task 
force: “My studies show that higher the 
gap between the rates, the lower the 
compliance as people try to stay in the 
lower range. 

“An ideal rate will be 18 per cent for 
incomes below Rs 4 lakh and 25 per cent 
for those above (as against 20 per cent 
and 30 per cent as proposed by the 
Kelkar report),” he adds. 

Full compliance, according to his 
calculations, is likely to yield Rs 225,000 
crore or a “more than five-fold increase 
from the present low compliance lev- 
els.” In other words, lower tax-rates will 
eventually lead to higher collections 
due to substantially improved compli- 
ance. He argues that the top rates for in- 
come and the corporate tax rate should 
be at the same level that is 25 per cent. 

So the obvious recipe for success in 
this case is lower rates. But is that likely 


to adjust to the lower level of deprecia- | tohappen? R 
tion in particular, and the removal of ex- ANJULI BHARGAVA 
THE ECONOMY 


FM RADIO 


The high road 
to profits? 


ALLELUJAH! That is the mood 
= among FM radio operators 

now. If the recommendations 
of the Telecom Regulatory Authority 
of India (Trai) are accepted, opera- 
tors could look forward to profits 
soon. And back-of-the-envelope cal- 
culations show most stations break- 
ing even in their fifth year instead of 
the seventh as expected earlier. 
More important, new ones can ex- 
pect to break even in 2-3 years. 
That’s because once the Amit Mitra 
Radio Committee report, on which 
Trai has based its suggestions, takes 
effect (retrospectively from July 
2003), operators will not have to pay 
a huge licence fee, but share 4 per 
cent of their gross revenues with the 
government. 

For those who came in late, a 
botched bidding process in 2000 
meant at the end of March 2003 the 
private radio industry's losses stood 
at Rs 125 crore. 

But will the government accept 
the recommendations? Early indica- 
tions seem to suggest it will. Before 
the UPA government came to 
power, the report had been bounc- 
ing around in ministry circles. The 
fact that Trai has actually made the 
recommendations means action is 
just around the corner. A 

VANITA KOHLI-KHANDEKAR 





A case for higher interest on deposits 


obvious that real interest rates at the how to compute the real interest rate.” 


minimum must be positive,” he said. That's for the experts to figure out. But 

He added that the real interest rate ina | we can start off with a simple exercise. a 

country that wants to grow at 7-8 per Let's assume that inflation over the e India's Saw Pipes and Imphy 
cent a year must neces- | whole year is in line with Ugine Precision, a subsidiary of 
sarily be higher than in the RBI's official forecast Arcelor, the world's largest 
those countries with 3 per of 5 per cent and that steel maker, have formed a 
cent growth. That is the the economy grows at 6 70:30 venture for making 
mild-mannered Rangara- per cent. precision steel and nickel 
jan’s way of telling the RBI So the rate on a one- alloys. The new company, IUP 
that interest rates have to year bank deposit has to Jindal Hexa Metals, is to be 

be far higher than their be 11 per cent. (It cur- commissioned by June 2005. 
current levels. rently has been ruling be- The story of Arcelor in India 

RBI governor Y.V. i tween 6 per cent and and Saw Pipe's dreams. 
Reddy said: “Conceptually 2 7 per cent.) & For the story log on to 
itis relevant. The issueis = NIRANJAN RAJADHYAKSHA www. .com 
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* ; (CROs) for the programme? 


.. If Indian companies have 


.. more. [Ed: Bioequivalence 


. THE World Health Organisation (WHO) 
has once again withdrawn some AIDS 


«7 drugs made in India from its list of 
' approved medicines. The reason: The 


contracted labs or clinical research or- 
ganisations (CROs) that conducted trials 
v onthesedrugsdid not comply with WHO 

7 standards. The $3-billion Global Fund 
. on AIDS, TBand Malaria, an initiative to 
/ reach AIDS drugs to needy 

. patients, funds the purchase of generic 
drugs by countries, but only when 
they are pre-qualified or passed by the 
WHO. Dr Lembit Rago, coordinator, 
\ / Quality Assurance and 
— Safety of Medicines, WHO, 
spoke to BW's Gina S. Krish- 
' nan and Gauri Kamath 


^ from Geneva on the crucial 


issues. Excerpts: 


/ B Is India the first country 
- 7 where you have audited clini- 
cal research organisations 


. That is correct and even log- 
' ical. If you look at the pre- 
' qualified products list (ofthe 
WHO), then the majority of 
companies listed are Indian. 


contracted a CRO in some 
- other country we will go 
there as well. 


m What was the problem? 

In short, the findings did not 
allow us to trust the bioe- 
quivalence studies done in 
' these organisations any 


studies prove that the drug 
acts in the body in the same 
way as the patented drug it 
" seeks to replace.] 


m Is there any guidance to pharma com- 
panies wanting to get a pre-qualification 
from the WHO? 

When pharmaceutical companies con- 
tract something out for clinical rese- 
arch, they are fully responsible for the 


— organisation to which the contract job 


has been given. We have an impression 
that many companies have underesti- 
. mated their responsibilities and proba- 
bly have not really taken enough care to 


. audit those CROs. We have found severe 


irregularities... you can' believe the re- 








sults of the studies because you find that | 


the raw data has been handled ab- 
solutely incorrectly. 


al The companies say that the quality of 
The irregularities found in the CRO were 
serious enough to cause concern about 
the efficacy and safety of these products. 
There are products that meet quality 
criteria but are not necessarily safe or ef- 
fective. In the case of generics, safety 
and efficacy is proved through bioe- 
quivalence studies. 


i Does WHO inspect CROs as a rule? 

It is a well established regulatory prac- 
tice that CROs are inspected either for 
clinical trials or bioequivalence studies 
to verify the quality of the data submit- 
ted. Historically, in many regulatory set- 
tings, it has been usually done on a ran- 
dom basis, not before acceptance of the 
trials on the product, but afterwards. 
Now due to these findings, we think that 
we have to inspect CROs in case of criti- 
cal products — like fixed dose combina- 
tions (FDCs) of AIDS drugs — before 
pre-qualifying products. [Ed: FDCs 
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WHO'S LEMBIT RAGO ON INDIAN AIDS DRUGS 


‘There were 
concerns about 
product safety 





could be combinations of drugs pa- 
tented to different firms. Their exact pa- 
tented equivalent may or may not exist. | 


m Are the WHO's established guidelines 
on current good manufacturing practices 
(cGMP) and current good laboratory prac- 
tices (cGLP) a gold standard? 

WHO GMP standards are close to those 
worked out by the Pharmaceutical In- 
spection Co-operation Scheme (PIC/S), 
which unites pharmaceutical inspec- 
tors from mostly industrialised coun- 
tries with effectively functioning phar- 
maceutical inspectorates. 
You have to keep in mind 
that GMP standards have to 
be ‘current’. That means we 
amend the guidelines from 
time to time and insert new 
ones. Those who fail to com- 
ply with WHO GMP will fail 
to comply with any well-es- 
tablished GMP. 


E] How do you put together 
the inspection teams? 

We use highly-qualified pro- 
fessionals from the national 
regulatory authorities of the 
EU, Switzerland, Canada, 
Australia and other coun- 
tries that belong to PIC/S. 


z Has the US stayed out of 
WHO inspection? If so, why? 
So far, the US has not been 
providing experts for WHO's 
pre-qualification scheme... 
Parties like the US have their 
own visions and plans and I 
wouldn't comment on them. 
[Ed: The US has its own fund, 
Pepfar, for which it insists on 
clearance for drugs from its 
own regulator.] 


D] Had some of these delisted drugs al- 
ready been put in the market? Do they have 
to be withdrawn? 

Probably some national country pro- 
grammes were using these products, 
but we can't do anything about that. 
Countries take their national decisions 
and we do our job. = 


For the full text of the interview 
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i pi they say- 


NE paradox that has foxed 
economists is how interest 


e rates in India have been kept low 
=-< despite a high fiscal deficit. But for 
«5 how much longer? "Rising rather 


» than declining interest rates are 


i > more likely in the future,” say 


^4 Harvard University's Dani Rodrik 


= and the International Monetary 
-& Fund's Arvind Subramanian in a 

4 recent paper Why India Can Grow 
4 At 7% A Year Or More: Projections 


-$ And Reflections. 
i£. — Will this derail growth? The two 


e ; economists are not too worried 
- about the prospect of higher 


> interest rates. They suggest that 


= 1 India can grow rapidly despite — 
e higher interest rates. “A decline in 
& interest rates can provide some 


~ temporary impetus to growth by 


4€ boosting investment and 

æ= consumption demand: it can hardly 
a be the impetus for sustaining 

"= higher trend growth rates of 


^ productivity or output per capita,” 


Their central forecast: the 


æ economy will grow at 7 per centa 
~€ year for the next 20 years. Or, in | 
æ other words, per capita incomes will 
@ grow at 5.4 per cent a year. Do we 


«€ see consumer goods companies 
#™ drooling at the prospect? 
: P. 


EUTSCHE Bank chief 
economist Nobert Walter was 
* in Mumbai earlier this month. In a 
. presentation he made in the city, 


" ! Walter pointed out that strong 
^? domestic demand in Asia's top ten 


“= economies has led to a huge spurt 
' in imports. Often, imports have 


4 risen faster than exports and this 

*' & has put the current account and 

æ% trade balances of these countries 
“>. under pressure. 


P The latest data show that India 
" too has been reporting a wider 


= external gap. While exports are 


purs growing dodici ddp are 
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"industrial clusters in India, says — 


business environment. The Koreans | 









ey UN COLLECTED TAX 


Keep up the 


by Niranjan Rajadhyaksha good work 
galloping ahead even faster. Is it | HEN finance minister P Chi- 
any wonder that the rupee has r dambaram said after the 
reversed course and is falling 1 Budget that he would 
against the dollar? _ greatly improve tax collections, espe- 
e t cially through undisputed tax arrears, 

_ notmanyfigured what he meant. 

HIS magazine has often written — | Heres why Chidambaram is opti- 


about the success ofthe Korean mistic. A total tax of Rs 67,638 crore was 


chaebol in India. A new research pa- uncollected (Rs 48,821 crore of earlier 
per by Jongsoo Park in the Eco- _ yearsand Rs 18,817 crore of 2002-03) as 
nomic & Political Weekly takes an — | on31March 2003. Ofthis, around 61 per 
interesting look at the experience — | cent was stayed or kept in abeyance by 
of one Korean success story: | settlement commission, court and 
Hyundai Motor. . & other orders. So, over Rs 26,000 crore 


One ofthe main arguments in | can still be recovered. Success of recov- 
support of foreign direct investment | eryineach case may lead to a big jump 
(FDI) is that it helps diffusethelat- |  incollections as around 56 per cent of 
est technology and knowledge into | thearrearsason 31 March 2002 are of Rs 
the local economy. Strong industrial | 1 a | 
clusters help this process. Park ar- 
gues that one distinguishing feature = 
of Korean FDI in India is that the | 
chaebol developed industrial clus- E 
ters in this country. | 

With its key Korean suppliers, 
Hyundai Motor developed clusters - 
at Chennai, Mumbai, Delhi and Ban- 
galore. The existence of developed 










| Park, is an indication of the sophisti- 
cation and competitiveness ofa — — 
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seem to have figured this out better * | 

than their competitors, who were — ; But the department has to keep up 
too busy doing brand-building while r the good work it did in 2002-03, when 
depending on knocked-down kitsto | the total tax collected far exceeded the 
get their products into the market. | total tax uncollected (see chart). Recov- 


e ^" | eryofdemand also rose in this year to 22 

| percent from 14 per cent a year ago. 
HIS little nugget is from aneco- | Says a source at Comptroller and 
nomics blog called _ Auditor General (CAG)’s office: "After the 


mahalanobis.twoday.net. The most | restructuring of the department and al- 


downloaded paper on the social sci- | locating one taxrecovery officer for each 
ence research network, an online | range, things have improved. The 
portal on academic research from | amount uncollected should be much 
around the world, has a mostim- | lower nowas the number of tax recovery 
probable title: Multiple Victim Public — officers has increased from 472 in 2001- 
Shootings, Bombings, And The —— | 02t0509in 2002-03.” He also points out 
Right-To-Carry Concealed Handgun | that for around 23 per cent of the cases 
Laws: Contrasting Private And Public | that are over five years old, collections 
Law Enforcement. There’s no telling may be tougher. Hope the finance min- 

what will be in fashion next. Wu ister is tuned in. a 
ANJULI BHARGAVA 
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If you are eyeing a 
global playground... 


...Ihen the CNN Young Journalist Award is the perfect training ground. For the second year in a row, 
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better than others at the game - it's time to step up and prove it. 


For CNN YJA entry forms and 
=A A i Rules of Entry send in a request to: 


EANII | 
vM INNJ | Young Turner International Pvt. Ltd. 
—- | S-2 Level, Block-F, International Trade Tower, 


Fa Journalist Nehru Place, New Delhi - 110 019, india 


| A t or download the same from CNN website 
| War http://www.cnnasiapacific.com/yja 


Check out > www.cnn.com/international Be the first to KNOW. CONN [ 
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\ / hest, to keeping its options open 
. onthe issue, to now finally de- 
\/ scribing US soldiers in Iraq as 
; "occupation forces". It's been a 





X y: traditional ties with the Arab 


' last week added a bizarre but 


/ Government here, whether the 


THE HOSTAGE CRISIS IN IRAQ 


The gathering storm 


South Block fears there might be more to the present crisis than meets the eye 


RAQI hostage negotiator 
Sheikh Hisham al Du- 
laimis demand for an 
appeal from Bollywood 
stars Asha Parekh, Dhar- 
mendra or Amitabh Bachchan 


worrisome touch to a crisis that 
has left India’s foreign policy- 
makers gasping. 

In the months since the US 
invaded Iraq to oust Saddam 
Hussein, India has slowly shifted 
position, from briefly toying 
with the idea of sending troops 
to Baghdad at Washingtons be- 


tricky balancing act, of juggling 


world, particularly Iraq, with 
new found strategic conver- 
gences with the US, especially 
on the terrorism issue. And the 


previous one led by Atal Behari 
Vajpayee or the present one led 


; by Manmohan Singh, has tried 


to stay out ofa sticky situation by adopt- 
ing a hands-off policy. 

Unfortunately, the abduction of 
three Indian truckers in one of the most 
widely publicised hostage cases threat- 
ens to suck India into the political mael- 
strom engulfing the Middle East ever 
since US troops marched into Iraq. Min- 


/ istry of External Affairs officials tracking 
— the hostage crisis believe that the ab- 


duction was not just a question of ran- 


\ 7 som money. It is rooted in the political 


storm that's gathering in Iraq over the 


—. continued presence of American troops 
— and the installation of an interim gov- 


ernment in Baghdad that is perceived as 


7 Washington's puppet regime. 


While there is no clarity about the 
group or groups involved in the kidnap- 


, pingofthe Indian truckers, Indian offi- 


cials feel that the abductors' agenda is 





An aggrieved family of one of the truckers held 
hostage in Iraq. Politics, not ransom, is the issue here 


mainly to smoke out US troops by at- 
tacking their supply lines. The Kuwaiti 
transport company for which the Indi- 
ans worked is said to be the biggest sup- 
plier of food for the US troops. It is also a 
sister concern of a major transporter of 
arms and other military equipment re- 
quired by the American soldiers. 

So long as attacks reminiscent of the 
American Wild West are born out of an 
Iraqi nationalist struggle, India can con- 
tinue its tightrope act. 

The danger, however, is — and this is 
worrying South Block mandarins — 
that if the nationalist struggle dovetails 
into a larger Islamic war, there could be 
telling implications for the explosive 
Kashmir issue. 

The government has studiously kept 
away from directly negotiating with the 
abductors for the release of the truckers 
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in the present crisis for precisely 
this reason. Today, the demand 
is directed at the Kuwaiti trans- 
port company. But if tomarrow, 
a fanatic jehadi group decides to 
take up cudgels on behalf of the 
Kashmiri secessionists? How far 
will the Indian government be 
willing to go to negotiate the re- 
lease of its nationals if they are 
picked up by such a group? 

These are just a couple of the 
disturbing questions raised by 
the current hostage crisis. And 
Dulaimi's wild card asking for an 
appeal from Indian Bollywood 
stars has sent shivers through 
South Block, which has not for- 
gotten its harrowing brush with 
theTalibaan in the winter of 1999 
when an Indian Airlines plane 
was hijacked to Kandahar. The 
passengers were released only 
after the then external affairs 
minister flew to Afghanistan 
with three militants released 
from jails in Kashmir. 

Of the sizeable chunk of In- 
dian nationals working in the 
Gulf, around 5,000 are estimated 
to be in Iraq. Today, with Iraq in danger 
of slipping into chaos and anarchy, they 
could be in danger of becoming unwit- 
ting targets of fanatic groups. 

What happens in Iraq, therefore, is 
vital for India. A stable, forward-looking 
government can help to secure the re- 
gion. On the other hand, if fundamen- 
talist groups become the only national- 
ist voice in the country, Iraq could slide 
from being a secular state to a hotbed 
for "Talibaanised' jehadi forces whose 
influence could reach right up to India's 
borders and Kashmir. 

New Delhi is, therefore, treading 
warily. The abduction of the truckers 
has brought home the dangers that lie 
ahead. Unfortunately, it has not thrown 
up any options for the government ex- 
ceptto continue to waitand watch. W 
ARATI R. JERATH 
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Purchase price is not the only consideration while buying lighting. There are many 
advantages of the Philips’ MASTER Collection, a premium range of lighting products: 
Better quality lighting translating into enhanced employee productivity. 

e Minimum running cost due to optimum energy consumption. 

e Reduction of maintenance. 

Savings of upto 45% in lighting costs. 

Get a payback on your investment in less than a year. 

To find out how your company could benefit from Philips' MASTER Collection, 

click on the at www.lighting.philips.co.in 
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To use lighting in the most effective and scientific way; please contact our Lighting Design and Application Center (LiDAC). 
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LATER this month, India will be signing 
a free trade agreement (FTA) with Thai- 
land. This is the second such agreement 
_ after one with Sri Lanka. Another one, 
with Singapore, is on the cards. 

The pact comes against the backdrop 
ofa series of important regional group- 
ings in the Asia-Pacific, in which India is 
yet to find a place. In November 2002, 
China signed a deal with Asean to set up 
the largest free trade zone — covering 
$1.2 trillion of trade — in the region. 
Closeon the heels of that announcement, 
Japan announced that it would be sign- 
ing an FTA with Asean. China, Japan 
and South Korea have also been working 
on a free-trade area covering the three 
nations. 

Many trade experts argue 
that bilateral deals alone may 
not be enough and that India 
needs to get its act together on 
y entering the important regio- 
nal groupings that are emerg- 
'^ ing. Commerce Minister Ka- 
. mal Nath spoke to BWs 
. Anjuli Bhargava and Abhijit 
Mitra on the Thai FTA and 
other issues. Excerpts. 


. i Why is the UPA govem- 
ment reviewing FTAs proposed 
by the NDA? 
We are not reviewing any 
particular FTA. What the gov- 
ernment is looking at is what 
India's strategy should be for 
FTAs, for preferential trading 
arrangements (PTAs), for re- 
gional trading arrangements 
(RTAs) and in bilateral trad- 

' ing agreements (BTAs) to supplement 
and compliment the multilateral trad- 
ing system. 

On the one hand, there is the multi- 
lateral trading system. But, there also 
. exist 155-odd PTAs, FTAs, etc. We need 


DINESH KRISHNAN 


_ tolook at what in the next decade is go- 


ing to be the role of multilateral system 
versus pacts that are regional. We be- 


lieve RTAs are the building blocks ofa | 


" freer multilateral trading system. 
So, when the Prime Minister says we are 
reviewing this, what he means is that 
. weare ‘viewing’ this. We are not revers- 
ing our current commitments. We are 
. consulting Indian industry before en- 
tering into new pacts as these are 


' meant for them. 





m So, what were the changes in the FTA 
with Thailand introduced in the draft that 
was drawn up by the NDA government? 
Minor, just inclusion or exclusion of one 
or two products in the early harvest. We 
will be signing the final agreement on 
23 August. So far, tariffs on 82 items will 
be eliminated over two years starting 1 
September 2004 in a phased manner. 
(50 per cent cut after 1 September 2004, 
75 per cent cut after 1 September 2005, 
and zero tariffs after 1 September 2006.) 
The target date for the total free trade 
arrangement is 2010. 


B Which Indian industries are expected 


to gain from this FTA? 
Drugs & pharmaceuticals, iron & steel, 


Y - 


INTERVIEW/KAMATESNATS 


South- 


South 
ties are 


priority. 








aluminium and its products, and gems 
& jewellery are expected to gain. There 
are also products like mangoes and 
wheat that are in the early harvest 
[scheme] and which India can export to 
Thailand as the tariff cuts will lead to 
greater market access. We also expect 
investment flows from Thailand to India 
to increase. Only when the actual nego- 
tiations are concluded can the real ad- 
vantages be assessed. 


m What has been Indian industry's 
reaction to the Thai FTA? 

There have been product specific re- 
quests. For instance the domestic in- 
dustry here asked for concessions from 
Thailand in carpets and high carbon 
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steel rods. 

There have also been requests to 
keep some agricultural items in the sen- 
sitive list so that no concessions are of- 
fered on those items to Thailand. In gen- 
eral, industry is asking for a level playing 
field. They are very concerned about in- 
put costs. But we cannot not have an 
FTA because there are inefficiencies in 
our own industry. 


m How do we ensure that goods from 
other countries with which Thailand has 
FTAs (e.g. China) don't get re-exported 
into India from Thailand? 

We have increased the value addition 
norms for this from 30 per cent to 40 per 
cent. So a product coming into Thailand 





from another country will require 4096 
value to be added to it before it can be 
re-exported to India under the FTA. We 
looked at the product range and felt that 
this was necessary. 


m Which are the other priority 
agreements for India? 

Mercosur. It will be a preferential trad- 
ing agreement. Then, we are keen on an 
agreement between India, South Africa 
and Brazil. We have ongoing discus- 
sions with Singapore, BIMST-EC and 
Bangladesh. 


m Mainly South-South alliances... 
South-South alliances are a major 
thrust area for India. 


m What kind of alliance are we looking 
at with Asean? 

With Asean, we are looking at an FTA in 
six months. We have already signed a 
framework agreement in 2003. We are 
looking at converting Asean and India 
into a regional trade and investment 
area (RTIA). For this, we are also looking 
at bringing the private sector of India 
and the Asean together under one fo- 
rum. Towards this end, an Asean-India 
business council has been constituted 
that will be meeting for the first time at 
the end of August 2004 in Jakarta, In- 
donesia. Jamshyd Godrej, Y.K. Modi, 
Sunil Mittal and O.P. Lohia are some of 
the Indian nominees for this council. 


m What about a Japan, Asean, Korea, 
China and India (Jacik) grouping? 

Japan, Korea and China are in a group- 
ing with Asean (Asean + 3). But there are 
no talks at present ofa pact like Jacik. 


m T here have been reports of a FTA in 
The Indo-US joint business council is 
discussing this. It is for them to develop 
and evolve it. Ifanything comes out of it, 
the government will get involved. As yet, 
the government is not involved. 


m Any other services pacts shaping up? 


No, not at present. 


m But with countries like Singapore 
where their strength lies more in services 
than goods... 

Yes, the Comprehensive Economic Co- 
operation Agreement (CECA) will cover 
goods, services and investment. Most of 
the FTAs and PTAs will include goods, 
services and investment. Convention- 
ally, FTAs were limited only to tariff con- 
cessions on goods. But that is changing. 
Nowadays, agreements may even cover 
things like cooperation among universi- 
ties, trade facilitation or exchange of 
professionals. But all agreements have 
to be very country specific. For instance, 
CECA will be very different as it is al- 
ready a zero duty regime. So, it will be a 
kind of preferential trading agreement 
rather than an FTA. There cannot be a 
common denominator for all these 
agreements. We are thinking of signing 
the agreement with Singapore within 
the next three months. We want to push 
it as fast as possible. m 


IRDA 


A curious directive 


AST week, the Insurance Regu- 

latory and Development Au- 

thority (IRDA) notified private 
insurance companies to stop out- 
sourcing their investment function 
and start managing their funds them- 
selves. IRDA's argument is simple: 
since fund management is part of the 
insurance company's core business 
activity, it has to do it in-house. 

Over the last three years, private 
insurance companies have launched 
unit-linked products and pension 
products in a big way. In fact, they 
make up about 55 per cent of the in- 
surance market today, and has trans- 
lated into first year premium collec- 
tion of more than Rs 1,000 crore. 
That's a lot of money and most insur- 
ance companies outsource the fund 
management to AMCs for a fee. And 
MFs manage this under portfolio 
management schemes (PMS). 

But IRDA wants in-house fund 
management teams by the year-end. 

Currently, two insurance compa- 
nies, Tata-AIG and Bajaj Allianz, have 
formal tie-ups with Franklin Temple- 
ton and DSP Merrill Lynch, respec- 
tively. There are others like Birla Sun 
Life and HDFC Life Insurance that 
take help from group companies. 
IRDA plans to crack down on this too. 

Says Kotak Life Insurance manag- 
ing director Shivaji Dam: "Quite a few 
insurance companies outsource back 
office functions like accounting and 








IRDA chief C.S. Rao: Reasonable? 


calculation of net asset values 
(NAVs), handling of transactions, and 
buying and selling of securities. Every 
insurance company has its own 
model and if it makes business sense 
to outsource these functions then 
there really shouldn't be a problem. 
Internationally, both models are ac- 
cepted." Kotak has an in-house team 
that manages its investments. 

But the real issue is whether this 
affects consumers in any way. “Not 
really," says Punit Nanda, chief in- 
vestment officer, ICICI-Prudential Life 
Insurance. “Whoever manages the 
money should remember that insur- 
ance is a long-term investment and 
mutual funds are short term." i 

SUPRIYA KURANE 


JNPT congestion plays havoc 


that handles over 60 per cent of 

container traffic in the country, 
has been severely congested for the 
past two months. A container is now 
taking at least nine hours to reach port 
gate from the road. The road is con- | 
gested with vehicles waiting to get en- | 
try. And vessels are even leaving the 
port with out loading. Exporters are esti- 
mated to lose around Rs 800 crore a 


J AWAHARLAL Nehru Port, the port 
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month because of delayed shipments. 
Textile, chemicals, pharmaceuticals, 
iron and steel, and petrochemicals are 
the worst hit by the congestion. Accord- 
ing to the commerce ministry, the rea- 
son behind the congestion is the exces- 
sive import of heavy metal scrap (HMS) 
and it has decided not to accept any 
containers containing HMS from 15 
September fora period of 60 days. Il 
SUPRIYA KURANE 


HEMANT MISHRA 


I-FLEX SOLUTIONS 


A proof of 
solidarity 


ERE was a time, when dot- 
coms were hot and equity 
was more valuable than cash 

and was used to cement ties with 
vendors and partners. It became 
unfashionable later. Now, i-flex So- 
lutions, maker of banking software 
Flexcube, has brought it back. 

It recently gave IBM an option 
to hold a 0.1396 stake in the com- 
pany, which, at current prices, is 
worth about Rs 5 crore. Reason: 
most analysts were unimpressed 
with its alliance with IBM. "Many 
said that Temenos (i-flex's arch-ri- 
val), too, has an alliance with IBM. 
How does that make you special?" 
says Deepak Ghaisas, CFO, i-flex. 





i-flex's alliance with IBM is to make 
sure i-flex's software works seam- 
lessly with IBM's DB2 database. 

"Also," says Ghaisas, "some 
people in i-flex, too, were not con- 
vinced IBM would pay attention to 
us because they are so huge. Now 
that we will appear on IBM's bal- 
ance sheet, it will make sure that 
they take us seriously." 

Since the options have been 
given to IBM at the market price 
on the day of the issue, it will not 
cost i-flex anything. ^We had con- 
sidered the preferential share 
route as well, but... the whole thing 
would have been too time-con- 
suming," says Ghaisas. Hopefully, 
this will pump up the stock price as 
well. It has lost 40 per cent from 
its peak over the last year. = 

SHISHIR PRASAD 


TELECOM 


Surprise side effects 


T was supposed to be the 

second phase of the uni- 

fied telecom licence re- 

gime. The Telecom Regu- 
latory Authority of India (Trai) 
has suggested lowering the 
revenue share to 6 per cent 
and has ensured there are no 
curbs on the use of Net tele- 
phony or IP-enabled services. 
This could result in lower tar- 
iffs for consumers. 

But, in its effort to create a 
level playing field, it seems to have killed 
off competition. All it has done is pro- 
vide protection to the existing national 
long distance (NLD) telephony opera- 
tors, mainly Reliance and Bharti. So any 
operator who wants to offer services 
across circles will have to pay Rs 107 
crore. That's the discounted value of the 
Rs 100 crore NLD and the Rs 25 crore in- 
ternational long-distance licence. Con- 
sidering that there are no takers for NLD 
licences, it's unlikely any operator will 
pay that kind of money. 

Some telecom companies may be in 
a position to pay that money. But, the 
recommendation that unrestricted In- 
ternet telephony will be allowed to ISPs 





only if they pay up the Rs 107-crore en- 
try fee is illogical at a time when ISPs are 
struggling to stay in business. What it 
ensures by default is that the path is 
clear for Bharti and Reliance. 

Instead of looking into the griev- 
ances ofthe existing NLD operators, Trai 
wants everyone to chip in. That will not 
in any way ensure cheaper tariffs for the 
final consumer. If Trai chairman Pradip 
Baijal believes that the key objective of 
the draft unified licensing recommen- 
dations is to encourage free growth of 
new applications and services using 
technology options, he will have to ad- 
dress these anomalies immediately Wi 

ANUP JAYARAM 





PUBLIC-PRIVATE COOPERATION IN BANGALORE 


Talk right, turn left 


T'S difficult to say for sure whether 

it was a placebo that Kamataka 

chief minister Dharam Singh of- 
fered the IT industry on 10 August. He 
met Azim Premji of Wipro, Nandan 
Nilekani of Infosys and representa- 
tives from Hewlett-Packard, Dell, 
Texas Instruments, GE Medical and 
Nasscom, ostensibly to reaffirm his 
commitment to Bangalore city. 

But the meeting left behind a lot 
of skeptics. The now comatose Ban- 
galore Action Task Force (BATF), 
which had put the city in order, is 
waiting for the govemment to keep its 
word on implementing projects. The 
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govemment has not honoured any 
commitment after the January Sum- 
mit. Sources said, BATF is unlikely to 
resume functioning under these cir- 
cumstances. Also, the man behind 
the Bangalore Development Author- 
ity's Rs 300-crore investment in infra- 
structure, Jaykar Jerome, has been 
given the "challenging" charge of the 
newly-formed minorities welfare de- 


make 2,000 km of city roads free of 

the 35,000 potholes. But then, big 

talk is easier than small action. 
SUPRIYA KURANE 


an YOu Spo 
the musical instrument 
in the picture? 


Just in case you didn’t get it, it’s the set of steps adjoining the first structure on the right of 
the picture, 


ght ¢ 
he picture These steps give off musical swaras (sounds) when tapped. What purpose it served 


" j H 2 j 
no one knows for sure, but that it’s an engineering work of art isn't in doubt. For more 


works of genius, visit the temple. It’s in Dharasuram, Thanjavur District. Tamilnadu 


rs with excellent accommodation and transport facilities, t ad ontact: 
 Wallajah Road, Chennai - 600 002, Tamilnadu, India. Ph: 91-044-2538878 
D 


package tou 


Ay 
e 


/85 25361640 
mds.vsni.net.in Website: www.tamilnadutourism.org For online bookings: www.ttdconline.com 
I: Chennai o1. " ^ 30 157. 2538334 


III 


33 New Delhi 91-011-23745427 Mumbai 91-022-24110118 Goa 91- 0832-2226390 
Bangalore 91-080-22286181 Hyderabad 91-040-27667492 Kolkata 91-033-22437432 





eS, 


1 Pra 
<a i 


MEDIA ROOM 


HERE couldn't be better news for 

the media industry. Last year, 
"for the first time in history", 
American consumer spending on 
media rose faster than advertising. 
At $178-odd billion, the amount of 
money people spent buying cable 
channels, cinema, magazines or 
newspapers rose at a whopping 6.5 
per cent. Against that advertising 
spending on these media grew 3.2 
per cent to just over $175 billion. 

To put it simply, pay or subscrip- 
tions brought in more revenues for 
media than advertising. That's the 
highlight of an annual research re- 
port from Veronis Suhler Stevenson, 
a New York-based investment bank- 
ing firm that specialises in media. 
Many analysts had seen this coming, 
what with Tivo like de- 
vices allowing viewers 
to skip ads and the 
success of cable chan- 
nels in the US. But the 
speed with which the 
revenue pattern has 
changed has surprised 
everyone. What does 
this mean? That great 
content pays. As con- 
sumers become more 
prosperous, have less 
time and more op- 
tions, they will pay a higher price for 
great music, articles, television 
shows, films or any other content 
they consume. Is the Indian media 
business listening? 


UST when it seemed like there 

will be a market for documen- 
taries, we seem to be going about 
banning them. Rakesh Sharma's, 
The Final Solution, which had been 
hanging fire with the censors for a 
long time has finally been banned. 
Surprising, considering that the 
government has changed and one 
would have thought this one had 
greater reason for screening it than 
banning it. This documentary on the 
Gujarat riots has already won five 





intemational awards and was about 
to be screened in Germany. If you 
want to sign a petition against the 
ban on this film, log on to 
http://www.PetitionOnline.com/ 
FilmBan/petition.html. 


ALK of mix and match. The latest 

plot for a Hindi film involves a 
radio jockey, and his relationships 
with his wife and ex-girlfriend. And 
more important, about 17 songs to 
kill for. Many of these are compo- 
sitions of Ustad Nusrat Fateh Ali 
Khan, Ustad Sultan Khan, Pandit 
Bhimsen Joshi, Shubha Mudgal, 
Usha Uthup and many more. The 
film, 99.9 FM, is being written and 
directed by Sanjay Bhatia, whose 





claim to fame is that he has earlier 
assisted Ram Gopal Verma. The 

Rs 1.2-crore film was shot in 27 
days and will be released in October 
this year. Guess who the media 
partner could be. 


HILE on films and India, Shashi 

Ranjan's Dobara will premiere 
in Pakistan this month. That's a big 
one for an Indian film. 

The last time any Indian film got 
honoured in Pakistan was Randhir 
Kapoor's Henna, starring Pakistani 
actress Zeba Bakhtiar. Hope this 
helps to open up the legitimate Pak- 
istani market for Hindi films, which 
are otherwise banned. $ 

VANITA KOHLI-KHANDEKAR 
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N 10 August, little-known 
Ahmedabad-based Megh- 
mani Organics was the first 
Indian company to list on 
the Singapore Exchange (SGX). Though 
the issue of Singapore depository 
shares, or SDS, it raised S$28 million 
(Rs 74 crore; $1=S$ 1.716) and the offer 
was oversubscribed three times. The 
performance of the stock, however, did 
not match up to the high-profile listing 
ceremony and the SDS offered at S$0.28 
closed at S$0.24. 

Then again, of the 42 stocks that got 
listed on the SGX this year, 29 are now 
available at a discount to their offer 
prices. So it may not have been the best 
time to list on SGX, but the Rs 202-crore 
manufacturer of pigments and agro- 
chemicals went ahead all the same. Says 
managing director Ashish Soparkar: "It's 
a good time to list because the markets 
are ruling low, which provides a signifi- 
cant upside for investors when the mar- 
kets go up." 

But why Singapore? Two years ago 
the company was planning an IPO in In- 
dia when the market crashed. Around 
that time, SGX made a presentation to 
Meghmani, which was inspired by a 
host of mid-size Chinese companies 


Certainty rules 

AST week, the Securities and Ex- 

change Board of India (Sebi) sent a 
circular to mutual funds asking them 
to reveal their investment in fixed de- 
posits. The Global Trust Bank (GTB) fi- 
asco seemed to have put the watch- 
dog on high alert, although the 
regulations till date do not prescribe 
any ceiling on exposure to term de- 
posits. The portfolio data of all debt 
fund categories reveal that as on 31 
July 2004, floating rate debt funds and 
the fixed maturity plans have the high- 
est exposure to term deposits (See 
table). Exposure of monthly income 
plans has also increased. 

Well, if the funds invest in fixed de- 
posits, then one wonders why investors 
pay for the management fees. They 
might be better off investing on their 
own in fixed deposits. 3 

RACHNA MONGA 


MEGHMANI ORGANICS' SINGAPORE LISTING 


Breaking n new ground 


based in the region and 
a listing here would give 
Meghmani the confi- 
dence to access the 
market. “If you are listed 


N-LOGUE COMMUNICATIONS 


Bridging the 
digital divide 
FTER revolutionising thou- 


sands of lives in about 1,500 
villages in southern and 


on SGX and raising mo- western India, Chennai-based N- 
ney in international en- Logue Communications, a company 
vironment, it gives you promoted by the Telecommunica- 
an edge,” says Gokul tions and Computer Network group 


Manjeshwar, CFO of of the Indian Institute of Technology- 





Asian Paints. Madras, has decided to move north- 
But the reason that ward, Says CEO P.G. Ponappa: “We 
The Meghmani men: (seated L-R) N. Patel, J. Patel and Could have won the day have definite plans for north India, 
A. Soparkar, (standing L-R) R. Patel and A. Patel was it wanted to give its but it's going to take another six 
investors an exit route. months before things become oper- 
listed on SGX. There were other factors | Private equity firms held 25 per cent of ational.” According to sources 
too. One, 75 per cent of its turnover | Meghmani. Electra Partners held 13.62 N-Logue is eyeing parts of the North- 
comes from exports, so it feels it does | percent while Pisces Ptd, a subsidiary of east (Assam and Tripura), Rajasthan 
not matter where it lists. Two, one ofits | ASC Asian Equity, owned 11.62 per cent and Jharkhand. 
private investors, ASC Asian Equity, is | of the company. Post-issue, their stake With N-Logue's patented 
based in Singapore. Three, as Soparkar | would come down to 6.07 per cent and Cordect technology that provides 


7.08 per cent, respectively. “We could 
have bought back the shares, but we 
wanted to give them a better exit route," 
says a Meghmani executive. E 

RANJU SARKAR 


says, SGX requires strict discipline for fi- 
nancial and corporate governance dis- 
closures, which will improve the com- 
pany image. Four, Singapore is where a 
large number of fund managers are 





Mutual funds' exposure to term deposits 
Categorywise exposure : 

Fund category | aggregate exposure Rsc) 

31 Jul 04 31 Dec 03 









Rural India’s tryst with technology 

































. Debt:Floatingrate — 8787.86 39.50 voice and Net services through wire- 
Debt: Medium-term 66.31 117.48 less-indocaHoop, farmers are finding 
| “Debt: Short-term ssi 92519 — buyers for their produce in distant 
wi Debt: Sp: Speciality* 1,001.80 01582 . markets, patients are getting world- 
. Hybrid: Monthly income 1 1  . 508.77 13571 class treatment in city hospitals and 
* Includes fixed maturity plans job-seekers are &rabbing opportuni- 
AMCSs with maximum exposure ties far off. Says Ponappa: "Video- 
AMC — Exposure (Rs er)* iiaii conferencing is our killer applica- 
. Templeton India Mutual Fund 4,747.00 tion... we have tie-ups with domain 
p Prudential ICICI Mutual Fund .01 r experts to provide these services.” 
. Standard Chartered Mutual Fund 3 604. 55 6 N-Logue’s model proves that the 
Reliance Capital Mutual Fund 2,742.30 5 Internet is an economically viable 
| AMC: Asset management company; * includes exposure to cash funds also ` Mop FAIN medium in rural India. With an initial 
Schemes with maximum exposure cost of Rs 50,000, each kiosk run by 
| Fixed Maturity Plans  Eyposure(Rser)* — *ofassets — a local entrepreneur earns a profit of 


55.00 94.38 


_ 31.50 — 96.04 






JM FMP QSA3 
___JM FMP QSB3 _ 


. Reliance FTS Monthly X -667.97 67.93 
















JM FMP YSW - 65.70 60.85 
Source: Value Research India; All data as on 31 July 2004 
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Rs 1,500-2,000 a month. This will in- 
crease, says Ponappa, as awareness 
among users spreads, inviting fur- 
ther interest and investments. W 
RAJESH KUMAR SINGH 





The author is consultant 
editor of The Telegraph. 


The FM 
should 
not wait 
until next 
year's 
Budget to 
undo the 
mistake of 
exempting 
cotton and 
confining 
taxation to 
synthetics 
and 
blends 





y ashok v. desai __ 3 


Why wait till the 
next Budget? 








NY major innovation in our 
labyrinthine government req- 
uires courage and grit; these aré 
the qualities the finance minister 
possesses. But when you are deal- 
ing with the fate of millions, you cannot afford 
to make mistakes. Your policies must be robust. 
Bureaucrats are supposed to ensure this: they 
are supposed to warn the minister about all 
possible ill effects of what he proposes to do. 
Unfortunately, they are not very competent. 
They take central services examinations after 
graduation at the age of 20-22; and our college 
education is not a great preparation for admin- 
istration. Many of them fail services examina- 
tions. But it does not matter; they can take the 
examinations time after time until they pass. If 
their caste is one of those occurring in some 
schedule, they can go on taking the examina- 
tion even longer. If they are bright, they get into 
the prized Indian Administrative Service, and 
get others to do all the work. The dumber ones 
end up in the revenue services and run finance 
ministries. They are the ones that advise the 
minister; and the advice is often of poor quality. 
Onethingthey do learn early in their careers 
is to please politicians, who can make or break 
their careers through transfers and promo- 
tions. Itis not always a bitter lesson, for cultivat- 
ingthe right (orlucky) politicians can also bring 
good fortune — like a job in the Bank, or the 
post of chief commissioner of customs in Bom- 
bay. And one subject they find virtually impen- 
etrable is economics. They are invulnerable to a 
concept like elasticity of demand. Excise offi- 
cials simply do not believe that if you reduce tax 
on a product and make it cheaper, it may sell 
more and revenue may go up. They make pro- 
jections on the assumption that however much 
or little you tax a product, it will sell the same. 
Itis not surprising that such officials are not 
good in dealing with the public. If they go into a 
market to inspect shopkeepers' books they are 
likely to be beaten up. Many people lobby 
against a tax not because of it is onerous, but 





because they do not want to meet a taxman. 

At the time of independence we had a per- 
fectly good system of agricultural taxation. 
Thanks to the settlements made personally by 
British district officers, it was generally fair — 
especially in the ryotwari areas ofthe peninsula 
— and it brought states a decent revenue. But 
the tax officials were oppressive. Early in my ca- 
reer, I was doing research in Haryana villages. 
The drill was to find the village patwari (who 
kept the land records). When I went with him to 
a farmer, the farmer would put out a charpoy 
for us and serve tea. As the patwari left he 
would take free vegetables with him. That is 
why, when farmers got the power of the vote, 
they forced politicians to abolish land revenue. 

In preparation for introduction of taxation 
of value added, Jaswant Singh last year brought 
into its net all textile producers and processors. 
That included the numerous handloom and 
powerloom owners, dyers and printers. Their 
encounters with the excise officials were not 
happy, and they lobbied their MPs to persuade 
the finance minister to free them ofthe tax bur- 
den. And Mr Chidambaram, now minister of a 
populist government, obliged. He exempted 
the entire production chain based on cotton 
from taxation, and confined taxation to pro- 
ducers of synthetics and blends. 

That would raise the demand for cotton 
goods at the expense of synthetics and blends 
— even though some of the latter are cheaper, 
and better suited for the poor. It would slow 
down the growth of synthetics, whose supply 
can be increased more than of cotton goods. 
But these are economic effects about which his 
officials would not have educated the minister. 

Now he realises his mistake, and has 
promised to remove the discrimination next 
year. But why next year? The Budget is still to be 
passed; all he has to do is to delete the relevant 
amendments proposed before he pilots it 
through the final vote. What is worth doing next 
year is worth doing now. He will find that in 
Thirukkural, verse 673 — give or take a few. Wi 
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Locis a Gentlemen, 

| deem it a privilege to extend you all 
a very warm welcome to this meeting 
and speak a few words about the 
performance of your Bank for the 
financial year 2003-04. Let me gratefully 
acknowledge your unstinting support to 
take the Bank to greater heights. 

The Directors' Report and the final 
accounts of the Bank for the period 
ended 31st March 2004 have already 
been provided to all the shareholders. 
With your permission, | shall consider 
them as read. 


Performance of your Bank during 
2003-04 

With the above background, | now 
proceed to outline the performance of 
your Bank during the financial year 2003- 
04. You would be happy to note that your 
Bank has made commendable progress 
in the area of profitability, geographical 
expansion of branches and their 
networking, etc. 

| am happy to report that your Bank's 
total business has crossed Rs.14,000 
crore as at 31st March 2004. Deposits 
have increased to Rs.9406.94 crore at 
the end of March 2004 from Rs.8291.72 
crore during the same period last year, 
thus recording a growth of 13.4596. 
Advances have touched Rs.4667.92 
crore at the end of the year as against 
Rs.3899.70 crore as on 31.03.2003 
indicating a rise of 19.7096. 


Profitability and Working Results 

The net profit of your Bank rose to 
Rs.133.17 crore from Rs.110.12 crore 
registering a growth of 20.93 96 in 2003- 
04. The Operating Profit of your Bank 
grew by 30.16 96 to Rs.329.79 crore 
during 2003-04 from Rs.253.37 crore in 
the previous year. 


Net Owned Funds / Capital 
Adequacy Ratio 

The net owned funds of your Bank 
increased from. Rs.583.40 crore to 
Rs.698.15 crore, registering a growth of 
19.67%. The Capital Adequacy Ratio of 
your Bank stood at 13.0396 at the end of 
the fiscal 2003-04.This is well above 996 
stipulated by the Reserve Bank of India. 


Market Capitalisation 

The Market Capitalisation of the Bank, 
which was at Rs. 212.59 crore as at 
March 2003, more than doubled and 
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ENDEARING CREDENTIALS 


reached a new high of Rs. 531.99 crore 
as at March 2004. 


Social Banking 

The Bank founded by illustrious 
agriculturists and eminent lawyers has 
been committed to extend rural credit. 
The advances to Priority Sector have 
increased to Rs.1910.21 crore from 
Rs.1500.93 crore. The advances to 
Priority Sector together with the 
contribution to Rural Infrastructure 
Development Fund (RIDF) formed 
42.62% of the net credit of your Bank, 
thus crossing the regulatory minimum of 
4096. Your Bank gives utmost importance 
tofarm credit which in the recent budget 
has been allocated a large share. 


Forex Business 

The Foreign Exchange turnover in 
terms of exports, imports and 
remittances amounted to Rs. 3336.00 
crore in 2003-04 as against Rs.3199.90 
crore during the previous year, showing a 
growth rate of 4.2596. The level of export 
credit at the end of the financial year 
2003-04 was 12.5296 of the advances, 
which is above the minimum of 1296 
prescribed by the Reserve Bank of India. 


Distribution Network 

| am happy to inform you that during 
the year under report your Bank 
performed a hat-trick by opening 3 new 
branches on a single day at Hyderabad- 
Rajbhavan Road, Uma Nagar and 
Secunderabad - Dr. A.S. Rao Nagar. In all 
10 new branches were added to the list 
of your Bank's branches taking the total 
to 370 at the end of the fiscal. The seven 
other new branches opened were at 
Mumbai - Oshiwara, Indore, Faridabad, 
Mangalore-Head Office Complex, 
Chennai - Beasant Nagar, New Delhi - 
Rohini and Bangalore - Sahakaranagar. 
Our Branch network is proposed to be 
expanded to 390 by the end of this year. 
We have plans to enter at least 10 new 
cities where we do not have our 
presence at present. 


Technology Initiatives 

You have the advantage of Anytime 
Anywhere Banking at over 225 branches 
nationwide. The pact for mutual sharing 
of ATMs with Corporation Bank enables 
customers to withdraw their money 
round the clock at over 670 ATMs 
located countrywide. The Bank has been 
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offering a wide range of customer centric 
and customer friendly value-added 
products & services like Multi-Branch 
Banking (MBB), Flexi Term deposit 
(K-Flexi), ATM Card linked credit facility 
(K-Power), collection of utility bills, etc. 
Necessary arrangement has been made 
for switching over to RTGS which would 
help our clientele in reducing transaction 
time and settlement risk. 

Your Bank plans to bring more number 
of branches under the Core Banking 
Solution (CBS) and launch a range of new 
products and delivery channels like Debit 
Card, Demat Services, Internet Banking, 
Cashtech for fast collection of cheques, 
Mobile Top Up etc in the near future. 


Dividend Recommended 

RBI has approved dividend of 40% 
recommended for the year ended March 
31, 2004 on the equity shares, as against 
22% for the previous year. 


Human Resources 

It is my firm belief that machines can 
never be a substitute for human beings. 
After all, computers are ‘yours faithfully’. 
Necessary training is being imparted to 
the staff to bridge the knowledge gap in 
this era of information explosion where 
mind becomes obsolete unless 
periodically refreshed. Efforts are on to 
design and develop training modules on 
various products of your Bank so that the 
information about the products is made 
available to our customers across the 
counter by the personnel at the 
branches. Per Employee Turnover of your 
Bank has increased from Rs.2.75 crore 
during 2002-03 to Rs.3.20 crore during 
the year 2003-04. 


New Initiatives 

Apart from the extant tie-up with 
MetLife Insurance Company, your Bank 
signed a memorandum with Bajaj Allianz 
AG for distribution of non-life insurance 
products in order to augment the income 
of the Bank. More and more branches of 
your Bank will be designated for life and 
non-life insurance business in the days to 
come. Your Bank inked an agreement 
with Bharat Overseas Bank Ltd., 
Rathnkar Bank Ltd., Sangli Bank Ltd., and 
IDBI Bank Ltd. as partners for payment of 
inward remittance of funds through 
Western Union Money Transfer. 
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Future Plans 

It is expected that the year 2004-05 
would be favourable to Banks with a pick 
up in credit. Your Bank hopes to do better 
during 2004-05. 


The Corporate Plan for 2004-05 
includes the following targets 

Business Turnover of Rs.17,000 crore 
(Deposit: Rs.11,000 crore & Advances: 
Rs.6,000 crore). 


Net Profit : Rs.150 crore 
New Branches ; At least 20 
Net NPA Ratio : Around 3% 
Networking of : To be extended 
branches to 280 


Exploiting the technology to the 
optimum level with the twin purpose of 
improving the quality of service and 
convenience at affordable costs will be 
our focal point for the year. 

Launching of products such as 
Internet Banking, Mobile Banking, Debit 
Cards widening the tie-ups with other 
banks / agencies for providing services, 
setting up of Customer Care Centre for 
Internet Banking and ATM Channel etc 
are the moves for achieving the above 
objectives. 


Acknowledgments 

|, on behalf of the Bank and on my own 
behalf, take this opportunity to express a 
deep sense of gratitude to our 
shareholders, customers and well 
wishers for their unstinting support and 
patronage. 

The contribution made by Auditors, 
Legal Advisers, Consultants and 
Correspondents is thankfully 
acknowledged. 

The constructive and conducive role 
of the Unions of Workmen and Officers in 
maintaining and promoting healthy 
industrial relations is highly appreciated. 

lam pleased to record appreciation for 
the diligent employees of the Bank for 
their excellent teamwork to your Bank's 
encouraging performance. 

| also gratefully acknowledge the 
continuous guidance and support of the 
Reserve Bank of India. 

Finally, | am very much beholden to the 
Board of Directors for their enlightened 
guidance and support. 

Thank yon 
Note: This does not purport to be a record of the 
proceedings of the Annual General Meeting. 
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=a HE assembly lines at 

! -Tata Motors’. sprawling 
manufacturing facility 

outside Pune have been 

very busy over the past 

a few months. Workers 

here have been tirelessly cranking out 
cars and trucks at maximum capacity. 
Industry insiders say that the auto ma- 
jor has postponed the launch of the 
Marina, a station-wagon variant of the 
Indigo, because of capacity constraints 
at its Pune plant. This is in sharp con- 
trast to the situation in 2001, when the 
plant was working at a mere 30 per cent 





® 
i 
E 
3 


capacity, and there were questions 


being asked about the viability of the - 


passenger car project. 

It has been a spectacular compu 
since then. Tata Motors is now planning 
to expand capacity at Pune from 1.5lakh 
cars to 2.5 lakh cars by December 2004, 
to help it meet growing domestic and 
international demand for its products. 
This is perhaps the first major invest- 


ment in new capacity by the company | 


since 1999, when it invested Rs 1,800 ct- 
ore to design and manufacture the 


Indica. "We will be investing over Rs. 


6,000 crore over the next five years to 
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expand capacity in both passenger cars 
and commercial vehicles, upgrade our 
R&D and introduce new models," says 
chief financial officer Praveen Kadle. 


| (Incidentally, this figure does not take 


into account. the costs that will be 
involved in developing and making 


| Ratan Tatas dream of a peoples car cost- 


ing less than a lakh of rupees.) 

The plan to spend Rs 6,000 crore 
marks anew phase in the company’s re- 
cent history. Tata Motors has spent most 
of the past five years trying to slash costs 


and become more efficient. Now, itis- 


back: on nthe investment ‘track. You will 


see variants of this story across many | 


key industries — auto, steel, textiles, 
pharmaceuticals, refineries and auto 
ancillaries. The best companies in these 
industries have sweated it out in the 


past five years. They have taken the | 


tough decisions. They have endured 
pain. They have become leaner and fit- 
ter. And now, held back by inadequate 
capacity, they are ready to invest again. 


The government's latest Economic 


Survey explains the transition: “There 
are indications that the scope for pro- 
ducing more with the same capital stock 
through efficiency enhancement is get- 
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revival is in the air, 
and companies in 
select globally 
competitive 
industries are 

taking the lead in the 
first round of 
capacity expansions 
in India since 1995. 


by Niranjafi Rajadhyaksha 


ting increasingly limited, which may 
lead to investment in fresh capacity." 
India Inc. could be heading for its 


first major binge of capacity creation in 


manufacturing since 1995 (assuming, of 
course, that the current investment re- 
vival stays on course). In that manic 
year, fresh capacity in the manufactur- 
ing sector had jumped 76 per cent (See 


| ‘Capex In Manufacturing Has Collap- 


sed’). New manufacturing plants mush- 
roomed across the country. It later 


| proved to be a bout of irrational exuber- 


ance. The harsh reality struck Indian 
industry a year later, when the Reserve 
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Bank of India (RBI) hiked interest rates 
to cool down the economy. And new 
capacity creation in the economy, espe- 
cially in manufacturing, tumbled over 
the next decade. 

The excess capacity built up in the 
mid-1990s dampened the animal spirits 
of Indian companies for nearly a 
decade. CEOs put their bets off. Capital 
expenditure was hacked. Corporate en- 
ergy was focused on getting existing as- 
sets to sweat more. The assault on high 
costs began. But now, with excess ca- 
pacity being drained away in many 
industries, it is time to spend again. 




















" Histoiyis is not asheetof carbon pa- 
per and so 2005 will not be an exact 
replica of 1995. There will be many pos- 
sible differences, but two of them may 
prove to be the most significant. First, 
the mad rush to invest in 1995 was fu- 
elled by unrealistic hopes about the size 
of the domestic markets and the attrac- 
tion of making a killing behind high tar- 
iff walls. It was a game played by xeno- 
phobic companies protected by high 
import duties. The major investments 
today are being made by companies 
that have very strong global linkages, 
either because of vibrant exports (as in 
steel) or firm coupling with global sup- 
ply chains (as in auto components). 
The game is fundamentally different 
: today. Itis about the attraction of doing 
well in a global economy rather than of 
Iking a protected domestic market. 
tis building up is the first big wave 
 ofinvestments by Indias global compa- 
nies. And hence itisa test case for them. 
And the second major difference? 
The new projects were largely financed 
from loans and equity issues in earlier 
investment waves, including the one 
that crested in 1994 and 1995. This time 
around, says A.V. Birla group chief eco- 
nomist Ajit Ranade, there will be greater 
dependence on internal cash to fund 
growth. The best companies are sitting 
on a huge hoard of cash, a result of the 
brutal cost-cutting of recent years. Now, 
part of that money is likely to be spent 
on creating new capacity. (Tata Motors, 
says Kadle, will fund 60 per cent of its 
current capex plan with the help of in- 
ternal accruals.) So the financing struc- 
ture will be radically different this time. 
This is precisely why the first round 
of investments are being made by those 
manufacturing companies that have 
the best finances and the lowest costs. 
The action is thus focused in industries 
such as auto, steel and textiles. Both the 
pain and the gain have been the maxi- 
mum here. (Of course, the investment 
bug is bound to spread to other capac- 
ity-constrained industries such as ce- 
ment. Korean consumer durables ma- 
jors like LG and Samsung are already 
going in for capacity expansions. LG is 
investing Rs 300 crore for a new plant 
near Pune. "The company is growing at 
more than 50 per cent. The Noida plant 
is already running at full capacity. Also, 
we want to develop the Pune plant as an 
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export hub for global markets," says a 
company spokesperson.) 

Take textiles, an industry that went 
to hell and then came back. Companies 
like Arvind Mills and Welspun were 
heavily over-leveraged with high-cost 
debt. They had built up capacities that 
were based on overoptimistic demand. 
projections. But now these companies 
have straightened out their finances. 


And now, a global opportunity . 


beckons. With the phase-out of the re- 
strictive multi-fibre agreement (MFA) 
just around the corner, these two com- 
panies are investing in new capacity. 
And so are many other textile majors. 
Arvind is setting up a new factory in 
Bangalore to make shirts. Raymond is 


increasing denim capacity at its plant in — 


Yavatmal, from 20 million metres to 30 
million metres. And synthetic fibres ma- 
jor Indo Rama is doubling its polyester 
fibre capacity. 

Or take steel, another industry 
where low costs have helped Indian 
companies see off foreign competition 
in the domestic market, as well as export 
aggressively to new markets such as 
China. Steel companies have been 
straining at the leash for some time now, 
but they have been held back by financ- 
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Auto ancillaries 
Refining 


" Capital expenditure 





ial institutions whose books are still bur- 
dened with bad loans to this sector. 

Still, just about every major steel 
company is sitting on plans to expand 
capacity, says an industry insider. Steel 
Authority of India says it will increase 
production from 13 million tonnes to 
20 million tonnes by 2012. Tata Steel 
wants to take up its production from 
4 million tonnes to 7.4 million tonnes. 
And the buzz is that South Korean major 
Posco Steel is on the verge of announc- 
ing a large greenfield investment in the 
country. It is the same story in other in- 
dustries with strong exports and cost- 
competitiveness. 

Of course, the investment revival is 
still at a very nascent stage. We are miles 
away from a boom, like the one that we 
saw in the mid-1990s or what China is 
going through right now. One indication 
of the fact that caution still rules: most of 
the major investments announced in 
recent months involve capacity expan- 
sions at existing manufacturing plants. 
There are very few greenfield projects 
announced at this juncture. 

A recent study by Projects Today, a 
research house that tracks new invest- 
ments, shows that investment propos- 
als in the first six months of 2004 were 
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4.45 per cent higher than the figure for 
the previous six months. Is this enough 
to suggest a broad investment revival? 
The Projects Today study shows no 
spectacular uptick in investment pro- 
posals. But it gets interesting when the 
data is sliced a bit. And here is what the 
thin slices of data show. The biggest 
surge is seen in the power sector. The 
value of fresh investment proposals has 
nearly doubled — from Rs 27,775 crore 
to Rs 55,513 crore. The same trend 
would be seen in mining — up from Rs 
3,802 crore to Rs 7,671 crore. 

And there is an even more interest- 
ing trend in the Projects Today study. 
New investment proposals in the ser- 
vices sector are down by a third, from Rs 
98,422 crore to Rs 68,121 crore. In 
contrast, manufacturing has seen a 
modest 12 per cent increase — from Rs 
39,159 crore to Rs 43,997 crore. This is a 
mirror image of what we have seen in 
recent years, when money was poured 
into the booming services sector and 
kept out of the recession-stricken man- 
ufacturing sector. Is this a turning point? 
The first stage of a major shift back into 
manufacturing? 

It could be. Between July and De- 
cember 2003, Indian companies in the 
private sector accounted for 27 per cent 
of the fresh investment proposals. Now, 
they account for 44 per cent of the new 
proposals. The Centre For Monitoring 


Indian Economy (CMIE), a 
research house, says that 
outstanding investments in 
manufacturing in April 2004 
were 18 per cent higher than 
the April 2003 figure. This is 
the first time since 1997 that 
there has been an increase in 
outstanding investment over 
the year. "The upward curve 
in investment now being ob- 
served is likely to sustain in 
the near future," it says in a 
recent report. The rise in new 
investments in the manufac- 
turing sector and the greater 
role being played by the pri- 
vate sector here suggest that 
the corporate investment re- 
vival is picking up. Compa- 
nies seem to have realised 
that just making their exist- 
ing assets work harder will no longer do 
the trick; new assets are needed. 

But can the investment revival stay 
on course? There are many threats, but 
none is more important that the threat 
of rising interest rates. The headline 
inflation rate in India is 7.5 per cent. 
Interest rates in the money market have 
moved up by around 1 per cent over 
the past year. Global interest rates too 
are on the rise. In the US, the Fed an- 
nounced its second rate hike this year. 
The Bank of England has been hiking 


The three threats 


€ Rising interest rates 


The inflation and interest rate cycle seems to have turned, 
both in India and many other countries. Though the 

RBI is still holding down the cost of money, it may 

have to raise interest rates soon. Will this make new 


projects unattractive? 


€ Global economic slowdown 


The urge to invest seems to be at its most vibrant in 
those manufacturing industries where exports are buoyant 
— be it steel or auto ancillaries. Weak global demand can 


upset many corporate calculations. 


e Infrastructure bottlenecks 


O 








India's infrastructure continues to be abysmal. But there 


are some signs of hope, especially in areas like power, 
roads, telecom and ports. A lot of private and public 
money has been lined up for sorting out problems in 


these areas. 





KD 
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Leading the first wave of@@pacity additions 
are textile companies like Arvind Mills 


rates even more aggressively. India may 
have to follow soon. The last investment 
party fizzled out when the RBI hiked in- 
terest rates in 1995. If the central bank 
were to do so now, would the result be 
the same? "I dont think investment de- 
cisions will be affected by a moderate 
hike in interest rates," says A.V. Birla 
groups Ranade. "The demand and prof- 
itability outlook will prove to be more 
important," he adds. 

Ranade points out the recent his- 
tory Companies made huge invest- 
ments in the mid-1990s despite high in- 
terest rates and they stayed away from 
capital expenditure between 1998 and 
2002 despite ever-lower rates. And the 
fact that many companies are using in- 
ternal cash, rather than borrowing, may 
also help insulate corporate investmen- 
ts from mild interest rate shocks. 

The risks are more global in nature. 
Will the world economy continue on the 
path to recovery? Will China's govern- 
ment manage to let some steam off the 
economy without wrecking it? What will 
happen to global inflation? The ques- 
tions are fundamentally different this 
time around. The traditional questions, 
which concerned the future of eco- 
nomic reforms in India or the cost of 
money, are relatively less important. 

And that is what distinguishes this 
wave of investments from its predeces- 
sors. The game is a global one. E 


With reports from Nandini Vaish 


SANJIT KUNDU 
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DMEN are no fun these days. Most of 


them are dull as ditchwater, talk of | 


strategy and branding, and give youacon- | 


stant whine about stingy clients and poor 
margins. A few weeks with them and you 


will need a stiff drink to rid yourself ofthat | 
gloomy feeling. If they are right, then mass | 


media advertising — those glorious 30-second com- 
mercials and full-page colour ads — is dying a slow 
death, as advertisers turn to events, public relations 





(PR), direct marketing (DM) or other such boring | 
things. The future of advertising is ‘marketing | 


communications’. Look at WPP they chorus. WPR, 


which is the world’s second-largest marketing ser- | 


vices agency (and the most notorious one), gets | 
about half of its revenues from non-advertising ser- | 


vices. That needs 'suits, the Madison Avenue 


euphemism for cookie-cutter MBA types, anathema | 


to a generation of creatives. Doom, it would seem, is 
just around the corner. 

Don't let that fool you. 

Advertising never had it so good. Back in 1992 


when Manmohan Singh set the economy free, the hip | 


and happening advertising industry was a puny 


Rs 1,150-crore billings business. But by 2003, long | 
after the moaning had begun on the ‘relevance’ of | 
advertising, billings stood at over Rs 11,000 crore. So | 


even if those fat margins have been falling, it's 
happening on a base that has grown by 10 times. 
Agencies have grown larger and are making more 
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money because the number of advertisers looking for 
mass media solutions has increased exponentially. 
The threat of specialised shops, more true for mature 
Western markets, hardly exists in India. Most 
agencies have managed to fight back. Almost all the 
major ones now get about one-fifth of their revenues 
from non-advertising services — up from almost 
nothing three years ago. Agencies are better man- 
aged now, and are looking at a growth of 10-12 per 
cent this year — almost double the 5-7 per cent in the 
last three years. "We don't see any slowdown in 
growth now,” sighs a contented Colvyn Harris, presi- 
dent, Contract Advertising. 

That, however, is not the good news on advertis- 
ing. The good news is that what is driving the now 
double-digit growth is simply good old advertising. 
The kind that makes you want to curl up and simper 
at the person sitting next to you. The kind that gives 
you that feeling of being part of the great Indian 
middle-class dream. Just switch on your television set 
for examples. The "Wherever You Go Our Network 
Follows, campaign helped add over 2 million 
subscribers to the Hutch network. McDonald's has 
seen sales surge within days of the ‘What Your 
Bahana is’ campaign. Franklin Templeton's campa- 
ign helped catapult it to the No. 1 position in the mu- 
tual fund market. Hyundai, Hitachi, Asian Paints, LG, 


| Nokia, ICICI Bank and Fevicol are all part of the in- 


creasing list of brands that have good creative adver- 
tising beaming at you from television channels, 
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newspapers and magazines making you (and the 
advertiser) smile. 

Thisis not the edgy 'Cannes-style' advertising that 
the agency business got caught up with in the 1990s. 
It is a ‘plug into the Indian consumer and ‘MTV plus 
Channel V’ kind of mass advertising. It has turned 
around the fortunes of agencies such as O&M, Mc- 
Cann, Leo Burnett and Lowe among others. Today, 
they are at the forefront of a creative renaissance that 
is helping advertising claw back the respect and posi- 
tion that is rightly an agency’s. They are also among 
the fastest growing agencies. Advertisers want a 
Piyush Pandey (O&M) or a Prasoon Joshi (McCann) 
or a Balakrishnan, better known as Balki (Lowe), on 
their accounts. They want them involved at every 
stage. “There is no Chinese whispers between the 
client and the creative now,” says Joshi, who was na- 
tional creative director of McCann. He recently be- 
came the creative head of the agency’s South and 
South-East Asian business. Pandey, on the other 
hand, is just back from France where he headed the 
Cannes jury — the first Indian ever to do so. 

Their honours come not from winning awards 
but from churning out clutter-breaking, mass- 
market advertising that is rejuvenating brands across 
product categories. Sure that’s not new. Scores of 
creative directors have done it earlier. What is new is 
that they are doing it witha consistency and on a scale 
that Indian advertising has never seen before. It is a 
bit like what Ektaa Kapoor did to soaps — creativity 
with scale. Coca-Cola got a second lease of life in 
India thanks to Joshi's ‘Thanda Matlab Coca-Cola’ 
campaign. Add Perfetti, NDTV India, and a host of 
brands that Joshi's team is creating a buzz around and 
you know why Coke insisted that Joshi join McCann 
before letting the agency retain its business. Pandey's 
team has churned out hit after hit — Hutch, Fevicol, 
Asian Paints. Balki's team is creating waves with 
St Gobain, V.I.P Bajaj Caliber (‘Hoodibaba’) and oth- 
ers. The result: more clients for both advertising and 
non-advertising work, and higher billings and fees. 

Most of this may seem intuitive; isn't an agency 
supposed to churn out great creative and build 
brands? Well, yes, but they lost their way somewhere 
in between. "There was a phase of intense MBA-isa- 
tion of advertising. There was the thinking that pie 
charts would save the world. The limits of process- 


BUSINESSWORLD 31 23 AUGUST 2004 


The AN 
theHyundai Santro s 





d wu 


E 


oriented advertising were reached. Sometime ago the 
recognition that creative quality and ability is needed 
to connect came back," says Santosh Desai, presi- 
dent, McCann Erickson. Advertisers agree. Arun Ad- 
hikari, managing director (Home and Personal Care), 
Hindustan Lever, says: "The first thing that attracts 
me to an agency is its ability to connect the consumer 
to the brand promise. For that, the creative must have 
impact. We cant get that from anywhere else because 
that is at the heart of what an agency does." He 
couldnt have put it better. 


- 
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The Future Of Advertising 


The future of advertising in India, at least for the next 
five years, is about good old mass media-led, cre- 
atively sound advertising. The evidence is in the 
numbers, many of which this survey carries. They 
prove more conclusively than ever that India is a mass 
market with rising purchasing power. Mass markets 
are best-reached using mass media advertising, 
which gets the best results with great creative. Ele- 
mentary, isnt it? Yet marketers have not even 
scratched the surface when it comes to tapping into 
this purchasing power. It shows in our adspend to 
GDP ratio (See Adspend To GDP). It's lower than 
China, which has a fraction of our mass media op- 
tions, and half that of Brazil, a country every analyst 


[he reports 
about the 
death of . 
mass media 
advertising are 
grossly 


exaggerated 
By Vanita Kohli-Khandekar 
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compares India to. In a ma- 
ture market like the US, it av- 
erages at almost four times 
the Indian ratio. So, by any 
standards, we are hugely un- 
der-advertised. And since we 
are yet to exhaust the 
possibilities of mass media, 
why are we bleating about 
specialised services. 

The reasons that led mar- 
keters in developed country 
markets to spend more on non-advertising services 
do not exist in quite the same way in India. For exam- 
ple, in the US, media inflation and clutter are pushing 
advertisers to use the Internet or events. That's not 
true for India: ad rates on TV, by far the largest chunk 
of mass media spends, have actually fallen in the past 
three years (See “The Renaissance’). 

The possibilities for mass media advertising are 
shrinking in mature Western markets, not in India. 
Here over 60 per cent of marketing spends go to mass 
media advertising, sometimes more. This is true even 
for shining new categories — telecom, automobiles 
— where non-mass media could form 40-50 per cent 
of spends. It hasn't yet because the possibilities in 
mass media are far from exhausted. Take Hyundai 
one ofthe most stunning successes in the car market. 
A whopping 90 per cent of its marketing spend has 
gone to mass media for over four years now, accord- 
ingtoits manager (marketing) SanjeevShukla. Yet, for 
some reason we tend to focus on the 30-40 per cent 
that goes to non-advertising communication. 

For more evidence, see the annual report of any of 
the six big holding companies that control the $327 
billion (billings) ad market globally. They all refer very 
specifically to India and, of course, to China. Most talk 
of the ‘explosion of satellite TV in India’, ‘the growing 
cellphone population' and so on in these countries. 
Most of the large agencies in India are among the top 
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The Ghost Of Enron 


HIS survey has a glaring, , ^ — ^ 
T omission: individual / A A 5^" 4. 
agency billings or | 2 A, (e A. 
numbers have notbeen “< & Ti aw M 
mentioned anywhere. Blame j | ) P 
it on Enron. Following the v A E 
scandal, the US Securities & 
Exchange Commission came up with 
the Sarbanes-Oxley Act of 2002, which placed a lot 
of restrictions on how companies reported their 
figures. Consequently, in early 2003, the holding 
companies of Indian advertising agencies issued 
quite a similar memo. It bars subsidiaries or 
affiliates of any of the six major holding companies 
from sharing any numbers on revenues or billings 
with the media. If O&M shares its billings figures 
with Businessworld — which it happily did in the 
past — the numbers will not be accounted for under 
the US-accepted Generally Accepted Accounting 
Principles (GAAP). So it has to be reconciled with 
GAAP before being shared with anybody. Since this 
is very difficult — you have to redo your accounts 
everytime you share a number — the memo debars 
them from sharing any figures with any trade 
publication or media. The idea is to stop any 
numbers from unduly impacting the share price of 
holding companies. Of course there are exceptions 
under which the figures could be shared, but it 
takes a complicated brain willing to read the fine 
print of the Act to figure those out. 

You could argue that it is a bit far-fetched to 
assume that if Pranesh Misra shares Lowe's 
numbers here, they would impact the fortunes of 
Omnicom on the New York Stock Exchange. 
Agreed. So, can we have some sense of proportion 
here? Apologetic admen, however, are happy — 
"Sarbanes-Oxley has liberated us, billings is a joke," 
says Santosh Desai, president, McCann Erickson. 
Misra agrees. In terms of revenues, the agency 
business is roughly Rs 1,500 crore. But for some 
reason its importance and character stemmed 
from billings, the amount advertisers spent on 
media, and not the amount that actually came into 
the agency kitty. It gave admen an exaggerated 
sense of self-importance and has also made 
advertising one *of the most over-reported 
industries", says Ishan Raina, chairman (India and 
Middle East), Euro RSCG. The bar on sharing 
numbers, they reckon, will bring back a much- 
needed sense of balance. Already, agency heads 
talk of income, not billings. 

Why didn't we try harder to get the numbers? 
Well, guess what happened to the head of a very 
large agency in London when he shared billing 
numbers after the memo: he got the boot. 








BUSINESSWORLD 32 23 AUGUST 2004 


three revenue earners for their parents in this region. 
And, read this carefully, almost every Indian agency 
arm is the top contributor to bottomline for Asia-Pa- 
cific. A bulk of this comes from advertising. You could 
argue that advertising is not necessarily about mass 
media communication; it is about communication, 
period. That advertisers are looking for a ‘360 degree’ 
communication solutions. That is true. More so for 
advertisers in, say, financial services or telecom, 
where a direct mailer is likely to work better. 

Sure, non-advertising communication is impor- 
tant and it will also contribute to growth. But not 
quite in the same way as it happened in the US and 
Europe. The way the Indian market is structured 
makes its impossible for PR or DM to bring in too 
much fat to agency bottomlines. 

Firstly: “Marketing services are half as profitable 
as advertising. The same client will spend crores on 
advertising but will fight for Rs 5,000 on a mailer,” says 
Vibha Desai, former executive director, O&M. She is 
right. The margins on these services will rise only with 
experience in the business, like in O&M's rural mar- 
keting division. Or if there is a genuine gap in the mar- 
ket that a division like Leo Entertainment, a part of 
Leo Burnett, can plug. Secondly: "In other media 
there is the question of infrastructure and of the qual- 
ity of databases. It (other media) is small and scat- 
tered," says Santosh Desai of McCann. Moreover, 
whether agencies accept it or not, non-advertising 
clients walk in, at least initially, due to the creative 
buzz around an agency. If that buzz is missing, then 
the chances of getting a shot at other stuff goes down. 
"Ninety per cent of your job remains creative. It is the 
base that you need to build integrated marketing 
communication," emphasises Rajesh Pant, CEO, Per- 
cept H. The point, as Jayshree Sundar, executive di- 
rector, Leo Burnett, puts it, is: ^A Rs 10,000-crore in- 
dustry cannot be irrelevant." Precisely. 


For The Chest Beaters 


So why are agencies talking themselves down? “The 
ad industry is in a perpetual state that things were 
better earlier," quips John Goodman, CEO, O&M (In- 
dia and South Asia). He is partly right. Agencies are 
stilllooking at themselves in terms ofthe margins and 
growth rates of the mid-nineties. At about 10-12 per 
cent this year, growth rate is one-fourth of what it was 
in the early nineties. Operating margins are down to 
roughly half of the 20-22 per cent they were then. Sure 
costs have gone up, but not more than the rate of in- 
flation. Besides, the biggest component of cost in the 
agency business is people. That remains one of the 
lowest in the world, making India a fairly competitive 
market for advertising services. 

The fact is India is a volume-driven market, not a 
margin-driven one. It is alesson that consumer prod- 
uct marketers learnt sometime back. Admen refuse 
to learn it. Most agency heads cannot believe that ad- 
vertising services too are about yolumes not margins. 





Many complained about how O&M was discounting 
heavily to get business. But O&M can afford to dis- 
count because it handles two, maybe three times the 
business that a medium-size agency does. It is a path 
that Lowe, McCann, Leo Burnett and others have 
quickly followed. To draw an analogy with media, Sun 
TV dominates southern India but has the most com- 
petitive rates because it does not want to lose busi- 
ness to the competition. 

Part ofthe angst is also due to the fact that admen 
increasingly deal with purchase departments of com- 
panies in addition to 
the marketing. That 
makes them feel 
cheapened in some 
way — more like 
suppliers than ad- 
men. "When finance 
people get involved 
(on behalf of the 
client), it takes a long 
time to justify (fees or 
commissions) and 
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becomes counterproductive,” says Pranesh Misra, 
president and COO, Lowe India. Others, however, are 
more pragmatic. Hear Shekar Swamy, president, R.K. 
Swamy BBDO: “All these trends have an impact on 
our offering. Does it all mean advertising doesn't 
work? No, it just means that communication cannot 
be hit and miss, because the cost of a miss is too high. 
Hence, accountability becomes critical. The meaning 
of professionalism is the ability to predict with some 
confidence. If you are so good, to karke dikhao." 

That is what admen are doing. Lets seehow. W 





With reports from Avinash Celestine & Ashish Aggarwal 
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HIS story would have read differently ifIndia | 


had opened up its economy earlier, as China 


did in the 1970s. Then advertising in India | 


would have got its first big push 20 years be- 
fore it did. That, however, was not to be. It 


was only post-1992 that India liberalised. As | 


a competitive market emerged in soaps, shampoos, 


fridges and computers, so did the media options to | 
reach more people. Soon international agencies | 





moved in. And, like in other countries, most Indian | 


advertising agencies landed in the hands of six major | 
global holding groups (See ‘Who Owns Your Agen- | 


cy ?). Butunlike the US or Europe, the Indian ad busi- 


ness did not evolve gradually. It has grown at a frantic | 


pace for over 12 years. This has, probably, caused con- 


fusion and structural problems. But the industry has | 


emerged none the worse for it. A quick recap. 


Advertising agencies placed ads in newspapers | 


and on TV, earning 15 per cent of what the advertiser 


spent. They also made 15-20 per cent on ad films or | 


artworks done for the campaign. Nobody questioned 
this because the numbers were small and advertising 
unimportant. Licences, not competition, drove the 
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business. Supply, not demand, was the problem. 

So when the market opened, both Indian and 
foreign FMCG and durable companies — big adver- 
tisers then — upped ad spends. Growth jumped to 
30-40 per cent, albeit from a minuscule base. The 15 
per cent ensured that admen gained most. "Agencies 
encouraged clients to spend more," says Meenakshi 
Madhvani, MD, Spatial Access, a media audit firm. So 
you had an industry cruising at 22 per cent operating 
margins, taking home 5-10 per cent in net profits. 


What Happened 


The economy saw its first big downturn in 1997. As 
advertisers came under margin pressure, they attack- 
ed advertising costs. And when artwork or ad film 
firms started offering direct discounts to advertisers, 
they just cut the agency out. This became the norm. 
Today, few major advertisers use ad agencies for art- 
work or film production. But even after the entry of 
media independents, agencies remained on a cre- 
ative high horse, oblivious of the pressure clients 
faced. Until the 15 per cent existed, they didnt care. 
This increasing disconnect between the creative 
and business imperatives led to account planning — 
afunction that began in theWest. Unlike client servic- 
ing, which is about co-ordination, account planning 
is a mix of research and consulting. Account planners 


| guide the creative and media planning process. This 
| called for ‘suits’, and agencies gladly hired them. 


The system came to India in the 1990s. It did some 


| goodandsome harm. JWT (formerly HTA) was a clas- 


sic case of an agency that became strategy-heavy to 


| the point of bureaucracy, and dragged the creative 
| function down. In a cover story in A&M in 1997, JWT 
| head Mike Khanna admitted that HTA needed to 


Advertising was 
coasting along, till 
admen stumbled. 
And stumbled again, 
and again... 
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lighten things up. But all debates got buried by 1998- 
99, as there was a surge in growth. 

Most agency heads did not get the full blast of 
what was happening. Every year a new category — 
telecom, cars and then dotcoms — came looking for 
advertising, keeping growth rates at a steady 10-17 
per cent. This masked three facts. One, advertisers 
were in serious trouble due to commoditisation. This 
was happening either because regional brands were 
eating into the shares of national ones or due to over- 
capacity. So soaps or shampoos had to fight the price 
game. That meant squeezed margins, an attack on 
costs, and thus intense questioning of advertising. 

Two, media independents such as Carat had 
become a reality. They bought media in bulk, selling it 
cheaper than the creative agencies. For this they got a 
fee ora commission of2-3 per cent on the value ofthe 
media bought. This started cutting into the core of 
agencies income — the 15 per cent commission. 

Three, by the mid-1990s it had become clear that 
chunks of marketing spends would go to non-adver- 
tising communication — events, PR or direct mailers. 
Typically, this worked for mature brands like Life- 
buoy. (The Lifebuoy Swasthya Chetana was used 
recently to reach towns outside the mass media's 
reach.) These could be used in categories where a sec- 
ondary target audience is important. The bulwark of 
Lakmes strategy is the Lakme India Fashion Week to 
reach out to designers and beauticians who influence 
our decision to buy cosmetics. Alternately, it can be 
used for information-oriented, high-involvement 
products like insurance and home loans. This new 
breed of advertisers need an ideal balance between 
ad and non-ad communication. “Mass media gives 
air cover, but you need to fight on the ground. Seven 
years ago, ICICI Bank needed air cover. Now it is es- 
tablished, so we have shifted to ground artillery. The 
role of an agency is such that artillery has never been 
their forte,” says Madhabi Puri Buch, head (corporate 
brand group), ICICI Bank. The bank spends about 50 
per cent of its marketing money on non-advertising 
communication — up from 20 per cent seven years 
ago. This could go to selling a home loan at a building 
site or a credit card at retail stores like Globus. 

Much of this work is done internally; some as- 
pects like direct marketing are outsourced to agenci- 
es like iContract. Buch spent alot of time to build this 
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Who owns your agency? 





Global holding Revenues Their indian 
companies $ billion advertising agencies* 

Omnicom R.K. Swamy BBDO, TBWA- 

Sd d Anthem, minor stake in Mudra 

WPP JWT, O&M, Contract, RMG David, 

Bates, Red Cell, Everest, 

Interpublic - . Lowe, SSC&B, Quadrant, McCann, 

Publicis Leo Burnett, Saatchi & Saatchi, 

By vc tak IP Pubs, DEO — 

Dentsu Dentsu Communication, 

hi. bes Dentsu Marcom 

Havas Euro RSCG 





*Media buying firms/specialist arms not included; 


expertise after her agencies failed to deliver. That is 
true for many marketers. “Integrated marketing com- 
munication (IMC) is a nice phrase. But I haven't come 
across an agency in India that does everything,” says 
Subhinder Singh Prem, MD, Reebok India. To be fair, 
agencies got into IMC, but their heart was not in it. 
They did it because their parents coaxed them to, or 
after they felt threatened by media unbundling. Most 
did not invest money, time or people in it. “It is fash- 
ionable to talk about 360 degree, but agencies tend to 
go for the lowest hanging fruit — advertising,” says 
Nirvik Singh, chairman, Grey Global (South Asia). 
Well, it tanked in 2000. As dotcoms, the last of the 
big advertisers to prop up ad spends, went up ina 
haze of unpaid bills, agencies found themselves in 
no-mans land. Condemned by old biggies like 
FMCGs and held in contempt by new ones like tele- 
com or banking, they seemed to have lost touch with 
the world at large. The creative function had been re- 
duced to releasing international ads. Alternately, it 
was about tech-heavy commercials from creative 
minds enamoured by what was happening in New 
York but out of touch with Navi Mumbai. A wistful 
Santosh Desai of McCann agrees: "All of us put our 
betson specialist services, but the thing that makes us 
specialists, understanding consumers, we lost it." 
And then they rediscovered advertising... * 
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UTCH had never advertised on televi- 
sion. Sure there had been some anima- 
tion ads on specific features like roaming 
but no campaign like Bharti's with A.R. 
Rahman or Sachin Tendulkar. Instead, it 


was busy putting together the back-end | 


capable of handling the surge in traffic 


that a drop in tariffs and free incoming would bringin | 


its wake in the first half of 2003. And it did. The aver- 
age (post-paid) subscriber usage increased from 
about 350 minutes a month to 700 minutes. While the 
Hutch network could cope with the surge, others had 
to deal with congestion. Remember, this was the time 
when the national cellphone-user base jumped from 
13 million in April 2003 to a whopping 22 million by 
the year-end. So congestion became a real problem. 
"At that time it became crucial to talk about our in- 
frastructure differentiator," says Harit Nagpal, chief 
marketing officer, Hutch. He expands on what has 


The Spark And The Suit: Team Lowe — 
Balakrishnan and Pranesh Misra 
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obviously been a well-debated theme internally. “You 
notice a network only when it is bad. Ifit is good, you 
take it for granted. Somehow we had to convey un- 
conditional faithfulness; the fact that our network is 
unquestionably there,” says Nagpal. That is how the 
‘cho-chweet’ pug and the petulant little boy came to- 
gether, in the rib-tickling ‘Wherever you go our net- 
work follows’ campaign that was first aired in July 
2003. The dog and the boy came to you in different 
ways. You could hear the tune in lifts in Mumbai or 
see the pugmarks on stairs in buildings in Bangalore. 


| Management theorists can go blue in the face deny- 


ing the connection between advertising and sales, 
but it exists. Hutch saw its subscriber base shooting 
up by over 70 per cent right after the campaign broke. 

How did it work? "The Hutch team knows what it 
wants," says Piyush Pandey, executive chairman and 
national creative director, O&M. You could dismiss 
him as the agency man sucking up to a client. But this 
is the first of three things that a lot of marketers seem 
to be doing these days: giving clearer briefs, staying 


Advertisers and 
creatives are 
discovering each 
other. There 
couldn't be better 
news for the 
business of 
advertising 
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off the creative function and hanging onto their agen- 
cies. Most of this is just part ofa collective growing up: 
accepting what ad agencies are capable of doing or 
not doing. "Ninety per cent ofthe problem is not with 
advertising but with marketers. Marketers are usually 
sales people or MBAs obsessed with brands and give 
detailed briefs. All a good creative guy needs is a one- 
line brief,” says Sanjay Behl, head (marketing), Nokia. 
Marketers cutting corners and lost in the nitty- 
gritty of brand communication made for bad clients. 
Now as they figure the need for creative to break the 
clutter and as creative people realise they need to 
plug into the business, the contours of agency busi- 
ness are changing for the better. This affair between 
advertisers and agencies means better bottomlines, 
more respect and the money to invest in specialised 
services and, hence, future growth. It gives agencies 
the courage to resist price pressure from advertisers. 


The Renaissance Begins 


“This creative resurgence is for real. It began the day 
Piyush Pandey started doing advertising and the day 
Levers stopped making boring ads," says Sandeep Vij, 
president, Optimum Media Solutions (OMS). He is 
not off the mark. Sometime in the late eighties, 
Pandey was shifted from client servicing to creative at 
O&M by ex-chief Suresh Mullick. Pandey used to con- 
tribute to ads on and off. For example, he wrote the 
lyrics for Mile Sur Mera Tumhara.... After joining the 
creative function he came up with, among other 
campaigns, the Chal Meri Luna ad. When Ranjan Ka- 
pur took over as India head in 1993, Pandey was al- 
ready being acknowledged as someone to reckon 
with. Kapur, desperate to kick-start a faltering agency, 
did everything he could to encourage him. 

Pandey was an unlikely choice: a pan masala 
chomping man notorious for putting down manage- 
ment theories, strategic thinking and all the stuff that 
agencies thought was going to save them. He usually 


Team O&M: Piyush Pandey and John Goodman 
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thumbs down anything new, and is a technophobe to 
boot (He doesn't use SMSes or emails). Yet, strangely, 
he delivered. Remember ‘Purab Se Surya Utha', the 
heart-warming campaign for the National Literacy 
Mission or 'Khuch Khaas Hai’, the ad that reposi- 
tioned Cadbury's as an impulse buy for grown-ups. 
Cadbury's was the first ad that pushed Pandey and his 
assistant Sonal Dabral into the limelight. Others fol- 
lowed. Most of them were touched by an Indianness 
that was new at that time. Other admen assumed that 
Pandey had hit upon a formula similar to that in 
Hindi hits like Hum Aapke Hain Kaun, which ped- 
dled traditional Indian values. But that wasn't true. 
Pandey and his team travelled into small-town or 
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metro India, figuring out what the people who 
watched these ads and bought the products were like. 
They had a better feel of consumers. Unlike Pandey, 
most creative directors sat in air-conditioned cabins 
in Mumbai, believing that if their driver liked an ad it 
would work. They rarely worked directly with adver- 
tisers, living in a world so far away that they had no 
idea what the man buying, say, Lifebuoy was like. 
“Where agencies went wrong was in their under- 
standing of the client's business. Account directors 
don't read ORG-Marg figures, do not do sales visits 
and never felt the need to experience the product," 
says Sandeep Goyal, chairman, Dentsu Marcom. 
Throughout the late 1990s the marketers conun- 
drum was pushing growth in smaller towns and mass 
markets. But the creative men and women in Mum- 
bai and Delhi did not know how to speak that lan- 
guage. “Rarely have I found a creative director flexible 
enough to travel into small towns and go to consumer 
homes,” says Behl. Little wonder then that the 
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creative guy got shoved off into the back-end. And 
here was Kapur pushing a not-so-reluctant Pandey 
into the arc lights. 

For some years everybody, thought that O&M's 
growth was a flash in the pan. That it would disappear 
when Pandey quit or was pushed up. But even after 
he became the second-in-command and now almost 
a year after Kapur left, O&M has not faltered in its cre- 
ative output or its consumer connect. 

That is Pandey’s lasting contribution to the busi- 
ness. He has brought consumer focus and, hence, re- 
spect back to advertising. And unlike a creative hot 
shop, O&M does it across a large array of brands and 
on a scale that is equal to what a large film studio 
would be doing. Pandey knows that he doesn't under- 
stand the business part, leaving it to Kapur earlier and 
Goodman now, avoiding those unnecessary battles 
between creative and commercial that have stunted 
other agencies. “Behind this (creative) madness there 
are sharp people who manage the business. Because 
they do itso well the madness never 
stops,” he acknowledges. 

By 2000, when growth plummeted, 
it was clear that Kapur would retire as 
the head of India’s (arguably) largest 
ad agency — ahead of the strategy-ori- 
ented former leader, JWT. This when 
growth had tanked to 5-7 per cent. At 
this point several others took the cre- 
ative path. Some were convinced that 
creative was the key to business, while 
advertisers pushed others. McCann, 
4 "m forexample, got back Coke on the con- 
dition that it hires Joshi. At that time he 
was with O&M, handling Sprite, an- 
other Coke brand. Arvind Sharma of 
Leo Burnett spent two long years look- 
ing for a creative director till he hired 





Note: Figures are ad spend indexed to 1999 and based on card rates Source: Adex India 
K.V. Sridhar a few months back. And at 
And it is efficient Lowe you can hear the 'creative' rum- 
Cost of popular newspapers* blings after a long time, as its national 
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10 - also double up as savvy client-servic- 
0.5 — ing people. One adman recalls a recent 
0.0 meeting on Grasim where the com- 
2001 2002 2003 pany did not like the campaign. But 

the moment Pandey walked in and ex- 

Cost of popular TV channels** plained the idea and what the ad 

Rs. meant for the brand, the top manage- 
20000 ——— — — NWüs8 Star Plus- M Sony- Ml Zee TY’ ment was convinced. Joshi says he reg- 
15200 ularly discusses ideas offline with Sri- 


pad Nadkarni, the head of marketing, 
Coke. Almost every creative guy we 
spoke to now communicates directly 
with the advertiser. Remember that 
not long ago advertisers usually met 
the creative guy once a year — possi- 


ASHISH SAHI 
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bly in the corridor. Goyal's recent book on advertising 
has several anecdotes on this 


It Is Different 


Not everyone is comfortable with the high-flying cre- 
ative director. ^A high-profile creative director is like a 
double-edged sword, it hits you when you over- 
promise," says Ishan Raina, chairman, India and the 
Middle East, Euro RSCG. He is right in worrying; this 
had happened in the late eighties and early nineties. 
This time, however, things are different. The bon- 
homie comes with a lot of responsibility that both the 
advertiser and admen are aware of. “We have no right 
to take the creative high ground. The role of creative is 
to increase business," says Joshi. This reality is echoed 
in what Pandey says: "There is a huge realisation that 
you cannot create advertising that is self-obsessed. 
Advertising has become a lot more consumer 
friendly." Adds Balki in a similar vein: ^I have never 
found clients to be the reason for bad advertising," 
Now hear the advertisers. “The benefit of good ad- 
vertising is you do the numbers without discounting, 
we don't have to buy (market) share. Even if we don't 
get a premium, at price parity we get a decent share,” 
says Hutch's Nagpal.” And better returns too. Hutch is 
third in terms of market share among airtime sellers. 
But at Rs 534 a month, its average revenue per user is 
Rs 80 more than Airtel and over Rs 100 more than Re- 
liances GSM users. This, in a cut-throat market 
where voice calling is a commodity. The returns ex- 
plain to a great extent the seven-year love affair be- 
tween Hutch and O&M. "Relationships start screw- 
ing up when clients start doing the agencies' jobs," 
says Nagpal. The O&M creative guys sit in almost 
every major meeting on Hutch. So there is little cause 
for conflict. Adds Ravi Bhatia, general manager (mar- 
keting), Maruti: “My instruction to my people (during 
a creative meeting) is to shut up and listen." While 
Hemant Sachdev, corporate director (marketing), 
Bharti Tele-Ventures, had this to say: "Creative people 
want to fly. If they are insecure (because the client in- 
terferes) they can never fly." This is the hallmark ofthe 
current creative resurgence. It is led totally by busi- 
ness imperatives imbued in the here and now of the 
Indian market. And it is ruthlessly result oriented. 
"The acid test of advertising is sales, and the 
‘Made for India’ campaign (for Nokia 1100) did bril- 
liantly on that front," says Behl. While he refuses to 
discuss sales numbers, Behl concedes that the Nokia 
1100 is now its largest-selling model. The sales shot 
up after the ad featuring a truck driver and his assis- 
tant roughing it out with the Nokia 1100 broke in 
March this year. You could argue that it is after all one 
of the cheapest Nokia handsets at Rs 4,399. But as 
Behl points out, it is hardly the cheapest cellphone. 
There are cheaper ones at Rs 2,700-3,500 in a market 
brimming with cellphones. "So it is not a cost-led 
growth," he asserts. Take McDonald's which will be 
paying Leo Burnett based on the increased sales of its 
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burgers after the new campaign. Burnett CEO, Arvind 
Sharma, has no qualms about saying it. “Advertising 
works,” asserts Bhatia of Maruti too. He refers to the 
1,600 enquiries a campaign for Altos Rs 2,599 scheme 
attracted. Over 300 of these converted into sales. The 
campaign was designed to entice scooter owners to 
upgrade to a car and make the EMI affordable too. 


It Will Last 


The creative resurgence and maturity couldn't have 
come at a better time. It reiterates what almost any 
consumer research on India shows: that we are a 
mass market, led by mass media that is far from losing 
its efficiency. None of the reasons, which made mass 
media less effective in, say, the US or Europe, are true 
for India, yet. That is why the affair between creative 
and business will turn into a long and mutually prof- 
itable marriage. Take each of these factors. 
Whichever way you look at it, India will remain a 
mass market that requires mass media answers. Un- 
like mature Western markets, areas like telecom, au- 
tomobiles, durables, retail or entertainment are still 
booming in India. For example in cellphones pene- 
tration hovers as 5 per cent. So marketers like Nokia 
still have a huge market to tap and mass media adver- 
tising is the only way out in a crazily heterogeneous 
market like India. "The Indian market is about num- 
ber generation. Unless anything else can match the 
reach of mass media, it will not work," thinks Desai of 
McCann Erickson. Also, unlike the mid-nineties, this 
time it is not about plain vanilla release of interna- 
tional ads. To get those numbers, firms have to lo- 
calise. That has been the big lesson that most MNCs 
have learnt in the last few years. So Coke, Nokia, or 
Pepsi, now work actively with local advertising talent 
and spenda bulk of their money on mass media. 
Then there are advertisers like Marico in oils or 
Amulin ice creams who have had to battle regional 
competitors. So continuously building the brand na- 
tionally is important. That needs mass media. A third 
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Team Leo Burnett — Arvind Sharma and 
K.V. Sridhar 


category of advertisers, like K.B.S. Anand, vice-presi- 
dent (sales and marketing), Asian Paints, find that 
‘corporate advertising’ works best. After years of sell- 
ing separate brands of exterior and interior paints, he 
is now back to building the Asian Paints brand name 
with consumers. That is true for Britannia, LG, Sam- 
sung among many other marketers who are discover- 
ing that building the corporate brand name is crucial 
to selling washing machines, microwaves or biscuits. 
So they are redirecting spends to national mass me- 
dia campaigns. Similarly there is telecom. As most 
players move from one or two regions to a national 
presence it creates the need for mass media work. 

The point is since India is a mass market, mass 
media is the most efficient way of talking to con- 
sumers. Even if it had not been so, mass media still re- 
mains the answer. That is because none ofthe things 
that pushed advertisers in the US or Europe to non- 
advertising solutions work similarly in India. 

Take two of the major ones — that of rising media 
inflation and falling media efficiencies, and that of 
consolidation. According to media buyers, the effi- 
ciencies of mass media spends in India have actually 
risen at least for TV and print. For example, the cost 
per rating point — one measure of TV buys — has ac- 
tually gone down or stagnated over the last three 
years, according to an analysis done by Lodestar Me- 
dia. That means the same amount of money can buy 
more ratings points. This happened because the 
number of channels competing for ad spends have 
gone up. So except for leaders like Star, everyone dis- 
counts madly to get business. Sure, the clutter has in- 
creased, but we are far from the kind of fragmentation 
that, say, having a pets, a gardening or a golf channel 
can cause. If anything, the current clutter means the 
demand on creative is far more today, says Subhinder 
Singh Prem of Reebok. "Earlier financial muscle 
could get you a share of voice; today that is not 
enough,” he points out. Adds Leo Burnett's Sharma, 
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"Even with a Rs 50-crore budget you can't get the OTS 
(opportunity-to-see) you got 5-7 years ago. So cre- 
ative that gets a second glance or smile or gets re- 
called, is a big achievement." Devender Garg, vice- 
president (marketing), Dabur, concurs: "Our need to 
get ‘clutter-breaking creative’ has risen." 

Another reason why American advertisers are 
rushing to other avenues is media consolidation. The 
fact that a News Corporation or a Viacom controls 
newspapers, TV stations, films and a host of the good 
media options means that buyers negotiate with 
someone with a lot of staying power. News Corp can 
afford to push up rates and keep them there. So a 
30-second spot on the Super Bowl will cost $2.2 mil- 
lion, come what may. That is far from happening in 
India. While buyers have consolidated to form eight 
major groups that buy a bulk of the estimated Rs 
8,500 crore of media, sellers are still a fragmented lot. 
You still buy each network, even a channel, separately 
and then buy print and then radio. The biggest media 
company in India, the Rs 1,500-crore Bennett, Cole- 
man and Company, owns predominantly English 
newspapers, a radio station and a website. What's 
more, it is not even a fraction of the revenues of one of 
the biggest advertisers — the Rs 10,000-crore 
Unilever Group. That means advertisers through 
their media buyers have far more negotiating power. 
This was evident when Reliance Infocomm launched 
its telephone service last year. It chose to deal directly 
with scores of media firms getting unheard-of 
discounts from both newspapers and TV stations. 

The point is that competition and lack of consoli- 
dation at the selling end will keep mass media cheap 
in India for many years to come. 


The Bottomline 


The results of the creative resurgence are evident in 
many tangible and intangible ways. The most obvi- 
ous one is the way it energises an agency and attracts 
more business. O&M, McCann, Lowe, Contract are all 
examples of that. “If someone twists our arm on price, 
our ability to resist is more," says Desai. It also gives 
agency heads like Contract's Colvyn Harris breathing 
space to create a diversified portfolio. None of Con- 
tract's 85 clients across sectors, says Harris, con- 
tribute more than 5-7 per cent to top line. Three years 
ago no agency could have worked at it consciously — 
you just took the business you got. 

Ithas also resurrected in many ways the one thing 
that admen had lost — pride in their work. "The best 
creative spark doesn't want to work with firms that 
have too many processes and structures," says Behl. 
Insiders talk about the trouble JWT, popular with 
MBAs, had while recruiting creative people recently. 

Lastly, it gives agencies enough money and confi- 
dence to invest in other divisions. This time around 
they are doing it differently. E 





VKK, with reports from Nandini Vaish 
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OMETIME in the year 2002, ICICI Bank | 


asked iContract — Contract Advertising's 
direct marketing arm — to do a mailer for a 


children's growth bond. However, iContract | 


knew that writing to people and coaxing 
them to invest in bonds would have got the 


usual one or two per cent response. Instead, it hosted | 
_ erage, three to five out of 10 non-advertising clients 


a painting competition on 'What is your dream ca- 
reer’, leading 40,000 kids in three cities to draw their 


dreams. The parents of 22,000 children then got alet- | 


ter from ICICI Bank asking them, "Did you know that 


Aditya (for example) wants to be a pilot?” The letter | 


shared Aditya's painting with his parents and then 


went on to tell them about the growth bond. A whop- | 


ping 20 per cent ofthe parents responded, generating 


Rs 2.8 crore on a marketing spend of only Rs 6 lakh. | 


The campaign went on to win the Gold Lion at 
Cannes for direct marketing in 2002. 
Perish the thought of agencies attempting some 


weak PR any longer. They aren't blindly investing in | 


divisions to please advertisers and parent firms, or 


out of fear of being left out of the race. They are nowa | 


liberated lot, focusing on areas where there is a real 


gap in the market or where they have some expertise | 


built over the years. For example, Contract Advertis- 


ing has chosen direct marketing (DM), design and | 
| shops. As long as the agency co-ordinates the whole 


, exercise, Toyota is happy paying a fee to do that. 
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healthcare; O&M, rural marketing; Leo Burnett, en- 
tertainment, telecom and the Net; and Grey, interac- 
tive work. The result is the ICICI Bank kind of cutting- 
edge work that is taking the fight into the specialist 
shops' turfs, as they were eating away agency rev- 
enues. Many of these divisions now get invited to 
pitches for DM or healthcare on their own. On an av- 


come from outside the agency's advertising portfolio. 
After years of agonising, there is some clarity and con- 
fidence — at least among the top 15 agencies — that 
they'll win the non-advertising game. That suits 
advertisers tired of co-ordinating with an average of 
five agencies (we counted) across services. 

“Clients are not looking for you to do DM or PR as 
long as you can be the catalyst," says Sandeep Goyal, 
chairman, Dentsu Marcom. He points to advertisers 
such as Honda and Toyota who have been with the 
Japanese agency for decades. For example, one man 
inJapan has been on the Honda account for 18 years; 
another on Toyota for 12 years; anda third on Cannon 
for 44 years. The point, says Goyal, is that Toyota or 
Honda does not care whether Dentsu can design a 
poster or organise an event. All it wants is that the 
man who knows the brand does whatever is essential. 
There are loads of specialist agencies, design or event 


The realisation that they don't have to be every- 


| thing for the advertiser has given Indian agencies alot 
|. of confidence. They just need to generate the core 
| creative idea for the brand. As Ashutosh Khanna, sen- 
| jor vice-president, Grey Worldwide, puts it: "You co- 


uld have five men doing a promotion at a petrol 
pump, but ultimately brand understanding will come 
from the client or the creative." So how a pug and a 


| boy morphs onto a table mat or a hoarding can be left 
| to the specialists. An agency could acquire the spe- 


| cialists, build those skills or outsource the work. 


"There is no point in spinning off divisions for the 
sake of boasting 'full service. We need to provide the 
units finance and infra- 
structure. We need to 
make them pulsate with 
talent to deliver," says Anil 
Thakraney, branch cre- 
ative director, Lowe. 
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You could argue that all this is fairly obvious. Well, | 


obviously not. Even now there is intense agonising 
within the large global holding companies on how to 
crack integrated marketing communications (IMC) 
or 360-degree services. Two recent articles in The 
Economist and Fortune as well as others in Advertis- 
ing Age go on and on about it. You would have tho- 
ught that the mature Western markets would have di- 
spensed with these debates long back. They haven't. 
So why deny Indian agencies their trials and errors on 
becoming providers of holistic services? 

Leo Burnett is a good case in point on how the in- 
dustry has moved. It went through three phases in its 
services business. The first was resistance. "We kept 
thinking, "What the hell, we are an advertising agency, 
so let us concentrate on that," remembers CEO 
Arvind Sharma. That lasted till 1998. Then it chose to 
be driven by the experience of the parent network — 
Publicis — which hurried it into PR, DM and so on. 
Then halfway through to 2001, one of the worst years 
in the ad industry, Sharma and his team sat down to 
question what their job is. "One thing was clear," he 
says, "We didn't want to be in a commodity place like 
DM. It is difficult for large agencies to make money in 
commodity services. Whatever we do, we 
cant be efficient organisers of sampling in 
10 million homes. At the end of the day, 
most clients are into varied shades of mass 
marketing. Even the premium car seller is 
talking to 40,000 homes." 

That led it to conclude that anything 
that gives advertisers huge reach and im- 
pact in a fragmenting world will be valued 
more than plain vanilla PR or events. Now 
for Leo Burnett, growth from non-advertis- 
ing services rests upon its ability to create 
‘branded content’ in five areas — movies, 
cricket, music, the Internet and telecom. 
Leo Entertainment, for example, combines 
the agency's core understanding of brands 
and consumers with films to create mass 
media solutions with a twist. There was the 
branding of Kaante or the work around 


S. Swaminathan (L) and Colvyn Harris 
of Contract see non-advertising 
services driving growth 


HEMANT MISHRA 


BUSINESSWORLD 43 23 AUGUST 2004 











Chalte Chalte and Castrol. Similarly, telecom needs 
content to push up revenues. So the agency has al- 
ready tied up with a major player in the voice market. 
Mudra has been through something similar. In the 
mid-nineties it got into DM, PR and even selling air- 
time. Now it has chosen to focus on media (through 
Optimum Media Solutions or OMS), digital branding 
solutions (creating ads or publicity material electron- 
ically) and Prime Site (for out-of-home media). Mad- 
hukar Kamat, CEO, Mudra, hopes to push non-adver- 
tising income from 5 to 50 per cent in five years. 


Agencies take a 
Serious crack at 
non-advertising 
services. This time 
It looks like they 
will deliver 


Designers 


"^ ted 








Mudra, Leo Burnett and others may or may not make 
it. It all depends on whether or not they truly become 
specialists in their chosen areas, and also if advertis- 
ers will be willing to pay them their price. 


Both of these things take time, so, why not ac- | 


quire? That is how Martin Sorrell built WPP (See 'Sir 
Martin's Mind’). "There is very little left to acquire, 


says Nirvik Singh, chairman, Grey Global (South | 
Asia). Most specialist firms have unrealistic expecta- | 
tions of valuations. But aren't the valuations justified? | 
"In India the shops that are still available for sale are | 
| Kamal Oberoi. At O&M, Goodman reckons that the 


run by promoters. Whether there is any value in them 
after the promoter exits is a question," explains 


Dentsu's Goyal. He has a point. What would Chloro- | 
phyll be without Kiran Khalap and his partners, or In- | 
terlink be without Dr Smarta. Also, acquisitions need | 


hard cash, which most agencies don't have. And ad- 


» $ 
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vertisers do not really believe in paying top-dog | 


prices for specialist services. Agency heads confirm | 


that, off the record though. So growth in these areas 
has to be “100 per cent organic”, says O&M's Good- 


man. That is why the move to invest in areas that the | 
agencies believe in, looks promising. It will ensure in- | 


terest, investment, expertise and, therefore, margins 


— a bugbear with non-advertising services currently. | 
There is another reason why IMC is likely to click | 
now. “360 degrees will work now because remunera- | 


tion is under threat. When it was a 15-per cent busi- 
ness, nobody wanted to roll up their sleeves and do 


anything dirty,” says Sandeep Vij, president, OMS. He | 


is right. When agencies attempted it in the 1990s, they 


. were sitting on cosy margins. There was no point in | 


doing something that involved a lot of hard work at 
less than half those margins. It needs feet on the street 
to do 360-degree work. It could mean having five peo- 
ple standing at a petrol pump with the right permis- 


sions to push, say, a new brand of mobile phones. A | 


lot of 360-degree work means “understanding the 
mathematics of a client’s business”, adds Singh. Till 
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sometime ago agencies did not want to do it. 

The year 2004 is different. Agency heads have 
learnt a lesson from the slowdown and the 
unbundling of media — focus on building the busi- 
ness and worry about margins later. 

Almost every agency now makes a 360-degree 
pitch. Many get the business because advertisers do 
not want the headache of co-ordinating with five to10 
agencies. For example, when JWT, which has strong 
DM and PR arms, does events for advertisers, it out- 
sources them to Wizcraft or others, says its president 


agency is just about halfway where it wants to be on 
360 degrees. OgilvyOne, set up 16 years ago, and 
Ogilvy Rural, about a decade back, are the jewels in its 
non-advertising crown. But its creative strength is al- 
ready giving O&M more business in these areas — up 
from 10 per cent of revenues three years ago to 30 per 
cent now. Some of this growth comes from existing 
advertisers such as Hutch or IBM. Hutch, for exam- 


|! ple, worked with O&M on everything from TV, press, 


PR and website to sponsoring a marathon in Chen- 
nai. The other part of growth comes from clients 
walking in because they think O&M is a hot agency. 
Already there are signs of "reverse disintegration’, 
says Lowe's Pranesh Misra. What he means is many 
agencies have found that having separate creative 
and brand agencies could be counter-productive as 
their perspectives differ. So the brand gets lost. "Some 
creative networks are now hiring media planners," he 
says. This is just beginning to happen in the US. Con- 
sidering that we have just about unbundled media, 
this is some way offin India. If, however, there's a rush 
in media buying coming back to the agency, it will 
prove more conclusively than ever that there is only 


_ one way to fix the problems ofthe ad business: get the 
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creative right. The rest will follow. 
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SIR MARTIN SORRELL, 
59, created the world's 
second-largest 
marketing and 
communications group 
from a wire and plastic 
products firm he 
acquired in 1986. The 
CEO of the $6.72-billion 
(revenues) WPP has a 
penchant for hostile 
takeovers, often taking 
his company to the brink 
of bankruptcy. The story 
of how he bought JWT, which was 16 times WPP's 
size, and quickly followed it up with O&M in a 
cash-and-share deal that almost pushed WPP to 
the edge is part of advertising folklore. 

In his hunger for acquisitions, he has taken 
advertising beyond its boundaries. WPP gets 
more than 45 per cent of its income from non- 
advertising work. More importantly, it clearly 
shows the way forward for the agency business. 
Long after WPP started looking at ‘boring’ things 
like events, PR, research and media, others like 
Omnicom followed. 

To Sorrell's mind there is no doubt that great 
advertising and providing clients all they want 
under one roof is the future. He spoke to BW on 
the phone from London on the future of 
advertising. Excerpts. 
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B Js mass media advertising on its deathbed? 
lil Not at all. It is still the most effective way of reach- 
ing a larger audience. So don't write it off just yet. 





E WPP is used as an example of the ideal integrated 
marketing communications (IMC) company. But you 
grew through acquisitions, not organically... 

ll That inference is not correct. Growth via acqui- 
sitions may have been true for WPP in the 1980s, but 
not in the 1990s or more recently. Most of our growth 
has come organically. The last acquisition was, I 
think, Cordiant, which added just about 5 per cent. 
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We are not super-intelligent, we are ‘average intelli- 
gent. We believe in being in the right places at the 
right time, like India, China and Latin America. 


E Does IMC make more sense for Western markets 
rather than an under-advertised one like India? 

lll IMC works better in developing markets and those 
with faster growth. That is because the pie is growing, 
people are less conscious of the pie and therefore 
there is no necessity to grab others' share. One-third 
of our revenues in India come from non-mass media 
work. So India is not immune from the changes that 
are sweeping the rest of the advertising world. 


E Doesnt IMC dissipate energies... 
li No, it doesn't, if you focus and try to add value to 
the client. Also, it helps build alternate careers . 


l The biggest opportunity and threat to advertising? 
lil The biggest opportunities are in growing our busi- 
ness, functionally and geographically. The biggest 
threat is from within — from the tribal approach. 
People are focused on their own tribe (groups). 


E Agencies are now treated like suppliers. Comment. 
li Itis a major threat. There has always been pressure 
on costs. It started, I think, with pharma and Glaxo- 
SmithKline, and then spread to others. It is an increa- 
singly consolidated and competitive world. Just look 
at corporate profitability. It has been growing by 
pushing down costs. 


E What does it mean for your margins? 

lil Analysts are forecasting 13.8 per cent this year, 
about 14-15 per cent for the next year and 15 per cent 
the year after. So our margins are stable. There is less 
volatility because margins are more fee-based now. 


E And the opportunity in India and China? 

lll China and India together have a third of the world's 
population. You can't ignore them. Even if you argue 
that not all in India and China can afford what we ad- 
vertise, the two still have a 150-million strong middle 
class. That is about half the US. China's southern dis- 
trict alone has 33 million consumers — half the popu- 
lation of the UK. So these are very big markets. Also it 
is not one big market. China is four or five Americas 
and India is three orfour Americas. Sure, they depend 
on the US economy to a large extent. But there is a 
shift in wealth and power in these markets. So we are 
talking of massive opportunities here. ad 
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The author is director 
of PSi's strategic 
consulting and private 
equity activities. He can 
be contacted at 
psi@psi-world.com. 


What are 
Indian 
business 
houses 
really 
playing 
for? Is it 
‘national 
security, 
ora 
tighter 
hold 

on the 
markets? 
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Twisted tactics 
in the FDI game 


ANIPULATING perceptions 
is part of the tactics of busi- 
ness. A beautiful example is 
the way established Indian 
business houses have qui- 
etly marshalled forces against the idea of for- 
eign direct investment (FDI). Those who play 
the FDI game know that it is not about protect- 
ing India, but about maintaining their own grip 


over customers and smaller Indian competi- | 
| cerned that China has usurped the US's 


tors. The howls about self-reliance and national 
security are just for public consumption. 

New Indian enterprises with foreign equity 
partners can pose a serious challenge to 
incumbents. By choking off capital flow to 
these upstarts, India's leading companies can 





states ruled by decadent despots. There isn't the 
remotest chance that a united, democratic and 
nuclear-armed India could suffer the fate of the 
failed states of 18th century India. In fact, forei- 


| gn companies have more to fear of India than 


vice versa. It is much more likely that India will 
take over the foreign-funded enterprise than 
the other way round. India’s Chinese competi- 
tors must find India's fears amusing, and con- 
venient. While American economists are con- 


| position as the global FDI champion, certain 


protect their market share with a wall of capital. | 


Indian consumers and entrepreneurs pay the | 


price. The irony of all this is that even the Left 
parties have been co-opted into this — in con- 
trast to their comrades in China — and the self- 


serving business incumbents come across as | 
| cess as global trader; foreign-funded enter- 


patriots. For a business tactician, it just doesn't 
get more sublime. 

The recent Budget created a political storm 
over the issue of relaxing restrictions on FDI in 
insurance, telecom and aviation sectors. Sev- 
eral parties objected to this citing national 
security and self-reliance. One might excuse 
India for these fears because of our deplorable 
experience with the East India Company 200 
years ago. But the way China has embraced FDI 
suggests that something deeper is going on. A 
hundred years ago, China was a large Asian 
failed state that (like India) experienced the 
humiliation of foreign domination. However, 
Chinas political leadership today has no qua- 
Ims about accepting foreign capital. Indeed, a 
recent OECD report states that China now gets 
more FDI than the US. Clearly, fear of foreign 
domination is not the only force at play in the 
FDI game. China got over it. 

Fears of FDI are overblown in today's con- 
text. The success of the East India Company 
depended on the existence of small warring 
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sections in India are doing their best to protect 
India from replicating China's achievement. 
China allows foreign firms to invest in its 
market on a scale that is uumatched anywhere 
in Asia. Since 1978, China has received over 
$500 billion in FDI. The US alone has invested 
$40 billion in 40,000 projects in China. Unlike 
protectionist Korea and India, China has allow- 


| ed foreign capital to create dominant local 


businesses. FDI also contributes to Chinas suc- 


prises account for 55 per cent of China's expo- 
rts. Beijing’s self-confidence is so great that they 
have allowed a new trend to develop: the shift 
from joint ventures to wholly-owned foreign 
enterprises (WOFES). Today, WOFES accounts 
for 65 per cent of all new FDI in China. The con- 
trast with India could not be more striking. . 

If both India and China suffered from for- 
eign domination at a time of weakness, and 
both are now strong, why do they have vastly 
different attitudes to foreign capital? For the an- 
swer, take a look at Afghanistan, the most rece- 
nt example of a failed Asian state. The biggest 
threat to its progress and integration into the 
global economy are the local warlords. India, 
like Afghanistan, has powerful sub-groups that 
seek to maintain their spheres of influence. 
However, India’s incumbents don't use the 


| sword to maintain their position, they use the 


pen to argue against foreign investment. In a 
democracy that believes in non-violence, one 
can only admire the elegance of such a tactic.Bi 
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HIS year, 1,424 fewer interna- 
tional students applied to 
Wharton — a drop of nearly 36 
per cent from last year. No, 
Wharton is not going down the 
popularity charts. UCLA, Haas 
(Berkeley), Kelley, are all facing much 
the same problem. Over the past two 
years, America’s premier B-schools have 
seen a steep drop in the number of in- 
ternational applications they get. 

It has been a come down from the 
heady days of 2001-02, when the num- 
ber of international GMAT applicants 
peaked at 108,898, approximately 46 per 
cent of the total applicants. But post- 
2002, the curve has been heading south. 
The total number of GMAT applicants 
fell to 227,327 and that of international 
applicants came down to 101,990 in 
2002-03. While US GMAT applicants de- 
clined by4 per cent from January to May 
2004, the number of international ap- 
plicants fell by 15.9 per cent. 

This has set alarm bells ringing. Be- 
cause, along with quality, it is this diver- 
sity that makes these US B-schools 
attractive to international students. 
Says Kunal Sahgal, MBA, class of 2004, 
Goizueta Business School, Emory Uni- 
versity: "Students from almost 30 coun- 
tries accounted for 31 per cent of our 
class of 172. This kind of ethnic and 
business diversity is impossible to find 
in Indian schools." Lesser numbers of 
international students means less di- 
versity, which will keep more students 
away. It is a vicious circle the schools are 
trying hard to avoid. 

The fall in numbers prompted the 
Graduate Management Admissions 
Council (GMAC) to conduct an Applica- 
tion Trends Survey for 2004. The results 
showed that India and China con- 
tributed most to the fall in numbers: 25 
per cent of the schools surveyed re- 
ceived fewer applications from China in 
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The number of 
intemational 
applicants to 
US B-schools is 
falling by the 
year. And rising 
costs alone 

Is not the 


reason. By 
Neelima Mahajan 


2004 than in 2003 and 16 per cent re- 
ceived fewer applications from India. 
(See 'Missing Numbers) 

The schools have drawn up a series 
of short-term measures to tackle the 
problem. Their strategy: to be more ag- 
gressive in countries where they have 
been hit the hardest, and to diversify the 
applicant pool. Eli Broad, for instance, is 
concentrating on new countries in 
Africa, besides its traditional strong- 
holds in Latin America. World MBA 
Tour, which helps as many as 360 
schools conduct admission fairs in 
around 40 countries, is going where it 
had never gone before — to countries 
like South Africa, UAE, Egypt and 
Malaysia. In India they have started 
looking beyond Delhi and Mumbai, to 
cities like Bangalore. 

The B-schools are also betting on 
programmes like OPT (Occupational 
Practical Training). An OPT allows grad- 


BUSINESSWORLD 50 23 AUGUST 2004 


ie 


Re se 


P. a E 





uates to prove themselves in a US com- 
pany which can then sponsor them for 
long-term jobs. Also, schools are now 
focusing attention on a major obstacle 
faced by students — funding. Harvard 
has already instituted a new need-based 
scholarship initiative. UCLA's Andersen 
School of Management is beefing up fel- 
lowship fundraising. 


A Short-Term Blip? 


Some academics believe the peak in 
applicants numbersin 2001-02 was due 
to the economic slowdown and the cur- 
rent drop is just a correction. 

"When the economy is down, candi- 
dates look at alternatives to the job mar- 
ket," says Matt Symonds, co-founder 
and director, World MBA Tour, and au- 
thor of Getting the MBA Admissions 
Edge. The opportunity costs of doing an 
MBA during recession are much lower 
than during a boom cycle. Anyone 


US B-SCHOOLS 


going back to school can be fairly opti- 
mistic of landing a job when he passes 


out alternative MBA. f out, owing to the new skills and the 
attract more stu D> 


chance that the economy would have 
come out of recession by then. 

The tightening of US visa rules post- 
9/11 has also contributed to the fall in 
numbers. Many feel that acquiring a 
student visa takes much longer now and 
is more difficult. “This perception has 
caused some candidates to look at Eu- 
rope and Canada,” says Peter Johnson, 
director of international admissions 
(full-time MBA programme), Haas 
School of Business, University of Cali- 
fornia, Berkeley. The security situation 
post-9/11 has also kept away students, 
particularly those from the Middle East. 

Anaemic US job growth and, yes 
outsourcing, are contributing to the 
lower numbers. “Outsourcing and au 
tomation of white collar jobs will trans- 
late into fewer entry level jobs in the 
long run,” says Jagdish Sheth, professor 
of marketing, Goizueta. 

The GMAC survey also threw up an 
interesting detail. This year applicants 
have played it smarter — as many as 32 
per cent applied to just one school 
where they thought they stood a better 
chance, rather than applying every- 
where, pulling down the numbers. 


Here To Stay? 


But there are other factors that could be 
robbing the US of the ‘world’s best MBA 
destination’ tag. Today, every key global 





| 


example, has 40 MBA programmes run 
by local universities and at least 21 run 
in collaboration with US partners. Sin- 
gapore is fast emerging as a manage- 


Int. | Indian Intl. | Indian Intl. Indian market boasts of at least one premier B- 
B-school Applicants | Applicants | Applicants Applicants | Applicants Applicants school, giving students the option of 
| | studying in their home country or close 
UCLA | 1,790 206 1,339 | 181 1,041 | 166 by without compromising on quality. 
| | | (See ‘Emerging MBA Hubs’) China, for 
Haas 2,003 | 247 | 1,687 | 239 | 1251 183 T 


Wharton - 
McCombs 3 


| 
| 
| 
| | 
3,889 | 772 3,242 | 662 2,465 | 584 
| 








1,268 | 281 918 | 201 701 | 161 pit iilii A 
NAT vil | | ment education hub. Indians, particu- 
| | larly, are opting for Singapore because 

Kelley 1,745 | 386 (1,189 | 274 | 820. 191 SET dt Ve ee ee 
FSS is ri | | of cultural similarities, low cost, quality 
i | | | education and proximity to India. The 

Goizueta 601 | 125 493 | 103 | 430* | 95* aiiqua | 

| | | percentage of Indian students opting to 
Numbers not finalised study in Singapore rose to 30.20 per cent 
Harvard Business School saw total number of applicants dip from 10,382 in 2002, to 8,256 in 2004, from 27.53 percent in 2003, ac- 
in 2003 and 7,140 in 2004. The school doesn't reveal the break-up for international and cording to the TopMBA Applicant Sur- 


Indian applicants. z ó és on "ers 
aM n vey. The figures were 30.70 and 27.74 re 
At the Darden School, University of Virginia, international applicants were down 1196 in 2003, i 


and in 2004 they were down almost 40%. In 2003, the number of Indian applicants went down spectively in the case of Australia. 
16% and was down 26% in 2004 The cost factor also works to the ad- 
* Indian applicants up 15% at Columbia Business School. Source: Schools vantage of students opting for B-schools 


outside the US. The average cost of 
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MBA Hot Spots 


AUSTRALIA 

Australian Graduate School of 
Management (AGSM) 
Melbourne Business School 


CANADA 

McGill University 

Richard Ivey School of Business, 
University of Western Ontario 
Joseph L. Rotman School of 
Management, University of Toronto 
Queen's School of Business, 
Queen's University 

Schulich School of Business, York 
University 


FRANCE 
INSEAD 
HEC 


HONG KONG 
Chinese University of Hong Kong 
Hong Kong Institute of Science 
and Technology 


SINGAPORE 

National University of Singapore 
Nanyang Business School 
University of Chicago-GSB, 
Singapore campus 

INSEAD, Singapore campus 


SPAIN 

IESE Business School 
University of Chicago-GSB, 
Barcelona campus 


SWITZERLAND 
IMD 


THAILAND 
Asian Institute of Technology 


THE NETHERLANDS 
Rotterdam School of Management 


THE PHILIPPINES 
Asian Institute of Management 


UK 
London Business School 

Judge Institute of Management, 
Cambridge University 

Sa'd Business School, Oxford 
University 



















doing an MBA from a major university 
in Europe or UK, including living ex- 
penses, is around $65,000. A US MBA 
costs almost double that. For instance, 
the cost of doing an MBA (fees + living 
expenses for two years) at Stanford 
comes close to $108,000, at Harvard 
Business School it is $129,000. 

Little wonder schools outside the US 
are having a field day. For example, 
international enrollments have been 
steadily going up in Queens University, 
School of Business, Canada, from 24 per 
cent for the class of 2003 to 31 per cent 
for 2004 and 53 per cent for 2005. 

In fact, traditional US B-schools are 
facing two kinds of competition: from 
non-traditional US schools and from 
traditional schools elsewhere. Schools 
like INSEAD (France) and IMD (Switzer- 
land) are offering one-year pro- 
grammes that are a big draw among stu- 
dents. "The one-year MBA is posing a 
challenge to traditional two-year pro- 
grammes because it requires less real 
and opportunity costs," says John Fer- 
nandes, president and CEO of US ac- 
crediting agency AACSB International. 

Other schools are offering pro- 
grammes which are both attractive and 
cost-effective. Henry Mintzbergs IMPM 
programme, for instance, has seven 
schools — McGill (Canada), Lancaster 
University (UK), INSEAD (France), IIM- 
Bangalore (India), and three Japanese 
universities namely, Kobe, JAIST and 
Hitotsubashi — collaborating for an ex- 
ecutive MBA programme. The pro- 
gramme offers students a chance to 
spend time in five different countries 
and learn from renowned faculty in 
seven different schools. 

Then there are ‘satellite campuses’ 


.. US B-SCHOOLS 


like those of INSEAD (in Singapore) and 
University of  Chicago-GSB (in 
Barcelona and Singapore), which allow 
students access and exposure to two dif- 
ferent geographies and cultures. 

For US B-schools, the solution to the 
problem may lie in reviewing the tradi- 
tional MBA format. A few of them are al- 
ready taking the first steps in that direc- 
tion. Kellogg offers both one-year and 
two-year options for its full-time pro- 
gramme. Stanford had toyed with the 
idea an MBA programme in which the 
first year would be conducted out of In- 
dia — with faculty based here or teach- 
ing via video conferencing. The second 
year of the course would be conducted 
on campus, at Stanford. 

Kelley School of Business, Indiana 
University, is working out a similar alter- 
native. “We are investigating possible 
partnerships with non-US companies 
to sponsor employees to study here. 
After completing the first two semesters 
in Bloomington, students will have the 
option to complete the second year of 
the programme online," says Terrill 
Cosgray, MBA programme director. 

The schools are also thinking about 
introducing more functional and indus- 
trial specialisation. For example, some- 
one from the hospitality industry can do 
an MBA which specialises in hospitality 
management. But the transition may 
not be easy. Says Sheth: "US schools are 
discipline-driven, so they focus alot on 
research. Other schools are domain-dri- 
ven, so their main focus is teaching. US 
schools won't change that easily, as their 
publications will suffer." 

So, if you are planning to join the Ivy 
League, maybe it is time to ask the ques- 
tion: "Am I getting the best deal?" * 





BE us 119,819 53.9 
20 E India 13,857 6.2 
Sng China 13,657 6.1 
: L Korea 7,196 3.2 
a Canada 7,039 3.2 
countries aon Ur 
a Taiwan 4,699 © 2.1 
that provide France 2155054 a 
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in the last five years, India has consistently been in the top five 
countries for test volume and is now at No. 
Source: Graduate Management Admissions Council 
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ISCONSIN DELLS, Wis- 





boils down to whether 
middle-income people think they are 
being squeezed. 

President Bush, having weathered 
a recession and a prolonged slump 


consin — More than in | 
any recent presidential | 
election, the critical eco- | 
nomic issue this year | 


T campground in Wisconsin Dells, Wis. For them, the middle-class 
squeeze is real. They have faced medical bills for Nikko and the 
loss of one income. (Erol Reyal/The New York Times) 


How does. i 
the MU 





in jobs, passionately argues that they | 


are not. His tax cuts, he says, are giv- 
ing middle-income families, as well as 
the rich, more money to spend and 
fueling a recovery that is finally produc- 
ing more jobs. 





Ty. a 


with soaring costs for healthcare, col- 
lege tuition and other needs. 

Who is right? The answer is far from 
clear, but a visit to Wisconsin Dells, a 
sprawling collection of water parks and 
roller coasters about 97 kilometres 
north of Madison, offers some clues. 
Many people here felt that their in- 
comes were not keeping up with costs 
anymore, and there was a gnawing 
sense among some that the rich were 
getting richer. At the same time, most 
people expressed guarded confidence 
that job opportunities would improve. 

“I think I'm much better off than I 


| was five years ago,” said Kristi Ellison, 


Senator John Kerry, who accepted | 
the Democratic nomination on July 29, | 
just as passionately argues that working | 


families are being left behind. Their in- 
comes, he says, are failing to keep up 


a 40-year-old nurse from Fayetteville, 
North Carolina. She said that she 
and her husband, Richard, a military 
surgeon, own two speedboats and re- 
cently bought a new house and prop- 
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erty to build on in their retirement. "I'm 
in the most expensive house I've ever 
owned," she said. She added that she 
can choose to work as much or as little 
as she wants to supplement the family 
income. Others, however, said they 
plainly felt a middle-class squeeze, the 
idea at the heart ofthe economic debate 
between the candidates. 

"Eight years ago, before we had 
children, we used to go out to dinner 
with friends all the time, and we don't do 
that anymore," said Herb Blum, who 
earns $50,000 a year at a printing com- 
pany near Chicago and was spending 
his vacation in a campground here. His 
wife, Tina, was laid off from her job as a 
data-entry worker last year, and the two 
had to pay $2,500 in deductibles and 
co-payments when their son, Nikko, 
had foot surgery. 











Rising medical costs are pinching 
people throughout the heartland, forc- 
ing many to do without health insur- 
ance altogether. "I can't afford it," Mar- 
ion Gillespie, a licenced practical nurse 
from Alton, Illinois, said in a telephone 

interview. Gillespie, a single mother 
` Whose children are now grown, works 
S through a temporary staffing agency 
<= that pays up to $25 an hour but does not 
offer health insurance. 

Yet while some families have pi- 
.. tched tents or parked trailers at camp- 

- grounds to save money, others are pay- 
. dng $200 a day and up for rooms at 
indoor water resorts that offer artificial 
waterfalls, rivers and sometimes even 





indoor surfing. “We're still targeting 
middle-income people, families with | 


' $40,000 to $80,000 in income,” said Joe 
ie Eck, director of marketing at the Wilder- 
`- ness Hotel and Golf Resort. “They figure 
~- -they can afford it because they don't 
have to huy tickets for the water park.” 
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The mixed picture here coincides 


| with what many economists are obs- 
| erving. Almost three years after the 


last recession ended, hourly wages have 
declined in the past year, after acc- 
ounting for inflation. And even though 
the nation has added 1.5 million jobs 
since last August, it is still more than 
1 million jobs below the total number 
of jobs in 2001. At the same time, the 
adult population has swelled by more 
than 3 million people. 

Meanwhile, corporate profits have 
soared both in absolute numbers and as 
a share of the total economy. Corporate 
profits rose by nearly one-third between 
the first quarter of 2003 and the first 
quarter of 2004. As a share of the gross 
domestic product, corporate profits 
shot up from less than 10 per cent to 
more than 12 per cent in the same pe- 


| riod, according to estimates by the 


Commerce Department. 
“Wages really have lagged,” said Na- 
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middle-class 
economics that 
are driving the 
US presidential 
elections. By 
Edmund L. Andrews 


riman Behravesh, chief economist at 
Global Insight, an economic forecasting - 
company in Waltham, Massachusetts. 
“There is a cyclical component to it, but 
it is quite a bit more pronounced than in 
past cycles.” | 

The disparity is also widening 
between middle-income and high- 
income earners. Adjusted for infla- 
tion, wages for middle-income men — 
those in the 50th percentile of earnings 
— were virtually flat at about $15 ans 
hour between 1980 and 2003, according 
to a paper that will be published in 
September by the Economic Policy 
Institute, a liberal research group in 
Washington. By contrast, wages for 
high-income men — those in the 
95th percentile of earnings — climbed 
by one-third, to $44 an hour in 2003. 
from $32 an hour in 1980. 

"It has been going on for a long 
time," said Lawrence Mishel, president 
of the Economic Policy Institute, "Mid- 
dle-wage workers have not done well 
over the past three decades." 

David Autor, an associate professor 
of economics at the Massachusetts In- 
stitute of Technology, said middle- and 
lower-income workers enjoyed real 
gains during the economic boom from 
1995 to 2000. But their earnings went 
flat once again after the recession in 
2001, and have yet to start rising. 

"What's happened in the last few 
years is that peoples earnings have stag- 
nated again, except for those at tf e top. 
end,” Autor said. “It really hasn't been as- 
much of a middle-income squeeze asa 
middle-income stagnation.” E r i 

Copyright (c) 2004 New York Th ENES 
News Service 
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After 
political 
and 
economic 
freedom, 
it is time 
India 
sought 
freedom 
again — 
of the 
human 
intellect 
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Freedom from, 





freedom 


Y father was born in 1911. He 
lived to the age of eighty-two. 
I was born in 1957 and give 
myself an almost equal lifes- 
pan — that takes me to 2035. 
My first daughter was born in 1982 — I give her 
the same lifespan as I have and that takes her to 
2062. Now I am fascinated with this seemingly 
mindless exercise. If you bear with me for a mo- 
ment, you will notice that between my father 
and my daughter, with me in the middle — we 
span 150 years of India! That is an interesting 
span of time to look back and look ahead. Given 
this personalised view of time, 150 years no 
longer look daunting. If you try mapping your 
family the same way, I am sure it will begin to 
look like a reasonable view of time to take and 
present you with a fascinating perspective. 

1911. The British are ruling India with an 
iron hand. World War I is three years away. 
Computers, penicillin and the bomb are 
decades away in the womb of time. 

1957. A decade of Indian freedom has been 
celebrated. The Five-Year Plan system is in 
place. The world has seen two generations of 
computers; a third is on its way. In rural India, 
children are being inoculated against small pox 
and tuberculosis; there is a National Malaria 
Eradication Programme in force. I am born at 
home with the help of a mid-wife. There is no 
electricity or piped water in homes like ours. 

1982. We have survived three wars and 
some famines. Democracy is deeply entren- 
ched. My daughteris born in a hospital far away 
from where I work, and I fly down in an airplane 
to see her. We do not have a television at home 
yet, though in large cities people are excited 
about government deregulation of colour tele- 
vision kit import. Piped water and electricity is 
an urban phenomenon. India is largely self- 
sufficient in food. We are seen as an underde- 
veloped country with no significant exports. 

2004: India is a respected democracy and 
manages her own finances. We can make the 
bomb and we write software well. Fishermen in 











of 


Chennai check the weather on the Internet, 
and the milkman has a cellphone. Villages still 
lackdrinking water and towns, and cities do not 
treat sewage. We do not carry loans we cannot 
repay, and we have food to eat. 

My father's youth was characterised by the 
desire for political freedom. In those years he 
was a subject, not a citizen, of Her Majesty, the 
Queen. My youth was characterised by the 
desire for economic freedom. In those years, 
every family was issued a ration card. The gov- 
ernment had monopoly on distribution of rice, 
wheat, sugar and kerosene. I would visit the 
ration shop once in 15 days, get the card filled, 
and walk home with two bags of foodgrains for 
my mother. Even cloth was a controlled item. 

When I look at the first block of 50 years, it 
was about freedom from foreign rule. This was 
about political freedom. The next block of 50 
years constituted the desire for freedom from 
hunger, or economic freedom. Both freedoms 
have been largely won. But as we look at the 
next 50 years, we have another challenge. It is 
time now, not for freedom from something, but 
a time to think about freedom of something. 
That something, for me, is the human intellect. 

Intellect is a bird we can release into the sky, 
a bird we can cage too. Winning freedom of the 
intellect will be even more difficult than secur- 
ing economic freedom. To do this, there is no 
convenient external enemy. The enemy is with- 
in, and it is going to be more difficult to engage. 
The battle will be a longer one. After all, we still 
live mired in a mindset that places low value on 
human life; we still live in a socio-economic 
system that is caste-oriented and exploitative. 
We treat our women marginally better than 
their counterparts in Third World countries. We 
continue to struggle with an outmoded educa- 
tion system that is conformist and seeks 
boundaries. Each of these challenges is rooted 
in our intellect. Today it seeks freedom from 
our own hands. And I feel optimistic. Because, 
this time around, it is my daughter's generation 
that will be in charge! E 
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ILY Pai is not an admirer of 
the Great Helmsman. Mao 
Zedong, or Chairman Mao 
as she refers to him, has left 
an indelible impression on 
her — and it is not a pleasant 
one. As a schoolgirl, she was 
often taken by her father, a member of 
the Communist Party, to listen to the 
great mans exhortations to his country- 
men. They were all about mobilising the 
masses to wage revolutionary war. That 
must have been hard on a child. But in 
Lily's eyes he was accountable for much 
worse: she believes Maos policies were 
responsible for denying her many of the 
good things oflife that she craved. 
"Everything was tightly rationed — 
even peanuts. For a whole year we got a 
bag, just one carefully weighed bag," re- 
members Lily with indignation. An- 
other thing she didn't get enough of was 








sesame sauce. The memory of that de- 
privation colours her view of China's 
rise, from abject poverty to the sixth 
largest economy in the world. 

As she makes her way through one 
of the plush supermarkets in Beijing's 
Chaoyong district, Lily acknowledges 
the irony — and the poignancy — of the 
long road that China has traversed in 
the half century and more since it be- 
came a communist nation. "You can get 
all the peanuts and sesame sauce you 
want but who eats these things today?" 

Lilys allegiance is to one leader 
alone — Deng Xiaoping. Deng, the party 
veteran who was denounced as a 'capi- 
talist roader' and purged from the Com- 
munist Party of China (CPC) during the 
Cultural Revolution, is the man most 
revered in the rapidly prospering coun- 
try. When he took over the reins after 
Maos death the lives of people like Lily 
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were transformed, and not even the 
brutal repression of the Tiananmen 
protests has dented his image. 

Lily is in her late forties, perhaps 
early fifties, lively and amusing, and a 
Beijinger to the core. She careens mer- 
rily across the city's beltways, is fined for 
straying into cycle lanes or for other traf- 
fic violations, but doesn't hesitate to yell 
at other drivers if they cut into her path. 
She grumbles about the fee extracted 
from car owners as maintenance 
charges (about RMB 1,400 or roughly Rs 
7,840 annually), but is ever so conscious 
ofthe prestige that owning a car gives. 

The Volkswagen Jetta that she owns 
may be the highest selling car now, but 
when she bought it five years ago it was 
quite a prize. She paid RMB 160,000 for 
it Now, of course, cars are much 
cheaper because all the world's au- 
tomakers are in China and engaged in a 
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Itis mostly Deng country finds Latha Jishnu as 
she encounters the prosperous face of China. 
There is a radical change in mores but people 
have not turned their backs on Mao — yet 


major price war. According to figures 
culled from the National Bureau of Sta- 
tistics, there were just about five million 
privately-owned cars in China in 2003. 
That figure is expected to double in the 
next couple of years. Beijing's Auto Expo 
last year drew half-a-million visitors. 

Driving with Lily is hair-raising, but 
instructive. She works as an interpreter 
with a diplomatic mission, having stud- 
ied English at Yanjing Overseas Chinese 
University. In the early years of China's 
economic reform, she appears to have 
made a killing, working with top-flight 
multinationals. That helped her buy a 
two-bedroom apartment. 

Competition is one aspect of the 
new economy that she is grappling with. 
And the lack of social security. Jobs are 
getting scarce as more and more young 
people learn English — most schools in 
cities teach English as a second lan- 
guage — and less well-paying. But Lily 
maintains this system is preferable to 
"the Mao era when no one really worked 
and you got your salary anyway". 

Hundreds of thousands of Chinese 
would seriously contest Lily's blinkered 
view of history. Go any day to Tianan- 
men Square and you will realise that 
Mao’s shadow looms large over the 
country. On most days, it takes a good 
two hours in a slowly winding queue to 
see the Great Helmsman lying in em- 
balmed state. Some of them even sport 
badges with his familiar photo on them. 
Mao's Little Red Book is hard to come by 
these days. At a souvenir shop near the 
Forbidden City, the familiar red plastic 
covered book was selling at RMB120, a 
stéep mark-up from the old days when 
it was handed out like confetti. 

It would be a mistake to think most 
Chinese have turned their back on the 
founder of modern China. The more de- 
voted of Maos5 fans even make the trip to 
his native village of Shaoshan in Hunan 
province. Official stats put their number 
at 1.8 million last year. Newspaper re- 
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ports speak of protesting workers (usu- 
ally those who lost their jobs in state en- 
terprises) carrying Maos photos. 

As the country gets ready to cele- 


brate the 100th birth anniversary of | 


Deng, where does Mao stand? "It is like 
this: without Mao we wouldn't be where 
we are. True, he made some terrible mis- 
takes but you can understand why those 
mistakes were made. And without 
Deng, I wouldn't be what I am today." 
The remark is from Li Ho, a Shanghai 
businessman, one of hundreds of thou- 
sands who made their millions in the 
1990s as the city became the financial 
hub ofthe newly liberalising country. 
Liisasavvy and cultured millionaire, 


Great Lea 





| one of thousands of traders who are 





being edged out by car fever 


prospering in the post-Deng regime. We 
are at Xintiandi, the ultra-chic nightspot 
where the trendy young people and 
tourists congregate in an old Shanghai 
neighbourhood that has been restored 
ata cost $170 million. Along the cobbled 
streets here is a warren of sophisticated 
bars and restaurants that caters to the 
noveau riche. 

Xintiandi is a historic district, and as 
Li points out, this is where it all began. A 
stones throw from the Rendezvous bar, 
where a noisy Chinese band is belting 
out pop numbers, is the building where 
Mao and 13 of his associates held the 
first national congress of the CPC. 


WILL THE GREAT HELMSMAN BE 
PLEASED? At Tiananmen Square, 
Mao Zedong's portrait smiles 
down on the cars whizzing past 
the famous pavilion. Cycles are 
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"The new China that you see today 
would not be possible without that his- 
toric meeting," says Li. True enough, 
and juxtaposed with the recently rejuve- 
nated neighbourhood, it makes an 
interesting statement about the country 
— that the CPC alone has the ability to 
make China productive, develop its cul- 
ture and promote the fundamental in- 
terests of the majority of its people, 
which is the Three Represents policy fol- 
lowed by the country since the time of 
Jiang Zemin. 

But it is doubtful if the Three Repre- 
sents which President Hua Jintao also 
swears by will get popular backing. As 
China's 1.3 billion people are set on the 
path of consumerism, will the party and 
its credo survive? There is growing worry 
over the increase in poverty. 

Officials figures out last month say, 


REUTERS 


for the first time since the start of eco- | 


nomic reforms 25 years ago, poverty lev- | 


els are going up. Last year, 800,000 peo- 
ple joined the ranks ofthe abject poor— 


those earning below RMB 637. Cur- | 


rently, 9.3 per cent of the rural popula- 
tion (85.17 million) live in dire poverty. 
Another 56.17 million make up the next 


income band, earning between RMB | 


637 and 882. 
Chen Xin, chief associate professor 


at the Institute of Sociology, Chinese | 





Academy of Social Sciences, worries | 





It began 


THE NEW AND THE 
OLD: The historic 
site where Mao and 
his comrades held 
the first national 
congress of the 
Communist Party in 
1921 is now a 
superb multi-media 
museum of the 
party's history. The 
museum is in 
Xintiandi, the 
Shanghai nightspot 
famous for its 
trendy bars and 
restaurants 


about the growing regional disparities 
and the rural-urban divide. "The new 


elite have no idea ofthe problems of dis- 
placed workers," says Chen. He is 
among a small minority of economists 
who believes the current economic pol- 
icy is not the solution for rebuilding 
rural society destroyed by the market 
economy. "Social unrest could rip apart 
Chinese society,” he fears. 

Sharp contradictions — and rifts— 
are emerging. As the poverty issue takes 
centre stage, so do the less serious con- 
cerns of a more liberal society. So what 
does one make of a government that 
makes a great production of cracking 
down on Internet porn by closing as 
many as 700 sites and arresting a couple 
of hundred people, while permitting an 
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DENG XIAOPING'S LEGACY: In the 
last 25 years, 221 million were 
lifted out of abject poverty. Now 
their number is rising once again 


exhibition of sex gizmos? Official media 
says the just-concluded expo in Shang- 
hai is “to highlight the thriving market 
for adult products in China’. 

Is it a case of free minds and free 
markets? No one is shocked. The news- 
papers are splashed with every kind of 
picture about the gizmos, and the de- 
bate now raging is about the opening of 
the country’s first nudist beach. 

Social mores are changing dramati- 
cally and a lot of it has 
to do with the rising 
tide of consumerism. 
Conspicuous cosump- 
tion is encouraged; 
flaunting one’s wealth 
is no longer politically 
or morally incorrect. 

Take Li, for in- 
stance. He lives in a 
gentrified apartment in 
an exclusive part of the 
town, employs a maid, 
and owns two cars, one 
of them the latest 
BMW-7 series. He holi- 
days in Europe regu- 
larly and is beginning 
to collect art. “I find it 
very difficult to believe 
that my life has taken 
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this turn. My wife and I never dreamed 
we would own a car, much less two." 

Once a model worker with the gov- 
ernment's Chemical Bureau, which he 
joined after graduating from the East 
China University of Technology with a 
degree in polymers, Li rose quickly in 
the managerial hierarchy. In 1989, just 
before the boom started, he sensed it 
would be the right time to strike out on 
his own. "My life is so different from that 
of my parents that it is unimaginable." 
Both are members of the Communist 
Party, the father a minor administrative 
official and the mother a schoolteacher, 
and they rely mostly on their bicycles to 
get around in the city. 

Lis style is seen as extremely modest 
compared to the kind of lives the 
flashier, ultra-rich millionaires lead. Is 
this what makes Chinas communism so 
uniquely Chinese? It is a line that has 
been around since the time of Mao who 
said he was implementing socialism 
with Chinese characteristics. Today, it 
would appear that the governmentis in- 
tent on promoting the kind of capital- 
ism that is, perhaps, uniquely Chinese. 

In a sense it is all about excess. There 
is exuberance, a surfeit of opulence and 
overproduction even as the govern- 
ment begins a series of moves to cool 
the economy. Part of this is due to the 
world's continuing infatuation with the 
Chinese market. Money is still pouring 
into China and foreign direct invest- 
ment for the first six months of 2004 was 
a record $34 billion, and is likely to cross 
last year's $60 billion. 

And nowhere is this excess, this siz- 
zling growth, more evident than in 
Shanghai. Once the rich and decadent 
cultural centre of Asia; Shanghai was, in 
1930s, the Paris of the East — or the 
Whore of the Orient. Today, its aggres- 
sive brand of capitalism combines with 
a vibrant cultural movement to make it 
one ofthe world's leading destinations. 

Hordes offoreign investors continue 
to make a beeline for its congenial busi- 
ness environment, even as the govern- 
ment pumps in huge amounts to fund 
ever more ambitious projects. Last year, 
Shanghai sucked in slightly over 10 per 
cent of the total FDI for the entire coun- 
try.In 2003, foreign-invested companies 
earned $5.27 billion in profits, triple the 
figure ofthree years ago. 

All of which helps to put a large 
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chunk of Shanghai residents far ahead 
of the citizenry in the rest of the country. 
Its 16 million people, excluding a mi- 
grant workforce of around four million, 
enjoy a per capita GDP of $3,750 com- 
pared with the national average of 
$1,087. And in several respects it is far 
ahead of the developed world. 

Take, for instance, the Maglev, the 
magnetic train (an electromagnetic 


CHINA 


| that Shanghai plans to develop. 


cushion keeps it floating above the | 


track) that streaks past the city at 430 
kmph. It is the only such commercial 


train in the world and not even Ger- | 
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many, which provided the technology, 
has had the courage to test its commer- 
cially viability. It cost a cool $1.2 billion. 


And every excess, it seems, begets | 


another. Next month, the city will host 
the country's first Formula 1 racing 


revolution 


There is more in the pipeline. The 
next big thing is making even the most 
optimist investors catch their breath. 
City officials are planning to spend $3 
billion to build a new facility to host the 
2010 World Expo — a project that will 
entail resettling thousands of residents 
and cluttering the already surrealistic 
skyline further. The World Expo may not 
make profits, but for Shanghai it is 
enough that the event will have the 
world’s attention riveted on itself. 

For the moment, the city is trans- 





ON THE WATERFRONT: Shanghai’s 
night life sizzles as its wealth 
grows. There is official backing for 
the cultural renaissance of the city, 
which is showcased as the doorway 
to China’s liberal economic and 


_ cultural thinking 


event — another ofthe prestigious pro- | 


jects to showcase Shanghai as the cen- 
trepiece of the country's future. So, al- 


though the 5.5-km circuit on the | 
outskirts of the city sucked in $310 mil- | 


lion, much more than similar facilities 
elsewhere, it is considered money well 


spent because the track is scheduledto | 


be the core of a spanking new auto city 
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fixed by Three on the Bund, the ultimate 
templeto luxury that has just opened on 
the watefront. Housed in a 1916 build- 


| ing, the shopping complex boasts the 





biggest Armani outlet in Asia, along with 
a trendy art gallery and a spa with in- 
door canals filled with Evian water! 

For a hick from India, brought up on 
the Little Red Book and the classic 
tenets of the class struggle, this is much 
too much to swallow. | 





J.P. Singh 
MD, Bausch & Lomb 
Eyecare (India) 


I prefer reading management and 

philosophy books. I am currently 
reading THEWORLD OF PHILOSO- 
PHY by David Applebaum and Mel 
Thompson. The book explores things 
such as how concepts are picked up, 
developed and passed on from gen- 
eration to generation, trainer to 
trainee. It is an interesting discussion. 
Iwould recommend this book for 
people dealing with complex situa- 
tions; it enables simplification of the 
thinking process. 

Jim Collins, Peter Drucker and 
Paulo Coelho are some other authors 
I enjoy. My favourite places to buy 
books are the Knowledge Store, Tek- 
sons, Crossword and Book Mark. liil 


ALERT 
Meet Moriarty 


by Gautam S. Shiknis 
(The Inde Press) 





ON a day when 
everything is going 
wrong and you feel a 
homicidal urge welling 
up, this is the perfect 
book to curl up with. 
It's about getting in 
touch with the darker 
side of our own nature. The 11 
tales of deviance are master- 
pieces of a deliciously warped 
imagination. The author takes 
his inspiration from true news 
stories from around the world — 
from the mass murderer who 
started out as a child tormenting 
animals to the Japanese student 
who kicked off a suicide trend — 
and then spins his own tales. E 











Loyal to the 


SANJAY BADHE 


HERE'S this story of a govern- 
ment scientist who would buy 
over half a tonne of bananas 
every weekend. The Banana 
Man of Worcester would make 
two trips in his Peugeot 205 to 
carry home the huge load, which, 
apparently, he would distribute free to 
people in his neighbourhood. His mo- 
tive? The points that he would earn on 
his Tesco Clubcard loyalty programme! 

This is among the anecdotes 
in Scoring Points, a dramatic 
account of how Tesco, the UK- 
based supermarket/grocery store, 
became the unchallenged leader 
after being a distant No. 2. This 
book strips the glamour from the 
retail business and delves deep 
into the creation of one 
of the world’s most successful 
loyalty programmes. 

As a close observer of this 
chain (Tesco is the UK's largest 
grocery store, and is also said to be 
the world’s most successful Inter- 
net supermarket), I've often won- 
dered about its phenomenal 
growth. How did the retailer do it? 
What were the ingredients of 
Tescos extraordinary success? 
Scoring Points was written by two 
people involved in bringing out 
the loyalty programme. The book 
shows not only how Tesco used 
the Clubcard to move to the top of 
the heap but, more importantly, 
the discipline and the innovativeness 
that was brought into play. 

This is a detailed account of how the 
chain went about developing the card 
and how the card is used to track cus- 
tomer preferences and needs, along 
with advertising requirements. It also 
shows how the card has been used to 
take Tesco into new areas that, although 
related, are quite risky. 

Retail loyalty, as the authors define it, 
is different from loyalty in daily life. Re- 
tailers have understood that there is no 
such thing as a customer who will shop 
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TERRY HUNT is a 
specialist in data-driven 
marketing and CRM, and 
is the chairman of EHS 
Brann, one of the 
largest direct marketing 
agencies. Its clients 
include British Gas, 
Cadbury's and Peugeot 








only at one store. Retail loyalty means 
earning a little extra goodwill, a slight 
margin of preference and creating an 
incremental shift in buying behaviour. 
Gaining these advantages is especially 
important in a world that is becoming 
increasingly less loyal: a UK study done 
in 2003 revealed that although more 
than half of customers used loyalty 
cards, these did not determine where 
they shopped. 

In Project Omega, the trial run for 
the Clubcard project launched in 1993, 


CLIVE HUMBY is founder- 
chairman of marketing 
analysts dunnhumby, 
whose client list 
includes major retailers 
in the US and the UK. He 
is also visiting professor 
at Northwestern 
University, Chicago 





TIM PHILLIPS is a 
well-known business 
Journalist and broad- 
caster. He writes for 
The Wall Street Journal 
Europe and The 
Guardian, among others, 
and appears on BBC TV 
and Sky News 





shoppers in a number of select stores . 
were asked to share their demographic 
and shopping details in return for a card 
and free cups of tea. The trial was a suc- 
cess. The authors go on to demonstrate 
that there is a DNA of loyalty, which the 
book identifies as brand values that are 
essential for putting together a loyalty 
programme. Project Omega pushed up 
the sales to Clubcard members by as 
much as 80 per cent in some cases, 
while generating large amounts of data 
that could be used to understand the 
customer even better — something that 
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large retailers tend to lose 

. asthey increase in size. To 

. understand the data, the 
project brought in a spe- 
cialist, since handling the 
largely transactional data 
was proving to be a big job 
for Tesco to do by itself. 
As the programme evol- 
ved, Tesco looked at more 
economical solutions for : 
analysing the data, rather than mine 





to the fashionable but expensive data | 
warehousing solutions. Tesco's solution | 
was to analyse a sample within the data | 
and use this to understand it, rather | 
| ona peak day, the Clubcard statements 
| represents 6 per cent of all the mail sent 


than using an expensive system to 
analyse everything. 
. . -The Tesco board was stunned by the 
_ results ofthe trial run. Chairman Sir lan | 
MacLaurin said it succinctly: "What 
scares me about this is that you know 
more about my customers in three mo- 
nths than I know in 30 years." The pro- 
gramme was then rolled out to all stores. 


The first impact was in marketshare. By | 


May 1995, Tesco had overtaken Sains- 
bury, the leading supermarket. 


card was set for the next steps in its evo- 


lution. In their first 18 months, the Club- | 
card team at Tesco had learnt valuable | 
lessons. The basic principles of howto | 
run a mass-scale, value-creating loyalty | 


programme had been tested and 
proven, and by 1996, the Clubcard had 
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SCORING 
POINTS 

How Tesco Is 
Winning Customer 
Loyalty 


sith Tim Phillips 


By Clive Humby, Terry 
Hunt & Tim Phillips 
Kogan Page 

"apes: 270: 
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8.5 million active customers, one of the 
most popular loyalty programmes in 
the UK that collects data from two- 
thirds of the 600 million shopping bas- 
kets processed at its tills every year. And 


in the UK. The Clubcard programme 
then developed Lifestyle segments and 
has used insights garnered from these 
niche programmes to understand the 


i customer better. 


Where has all this led to? The card 
has been top extended to some of the 
obvious areas such as non-related 
services and products, including fam- 


| ily holidays. In addition, Tesco has used 
By the summer of 1996, the Club- | 


the experience of developing the Club- 
card to launch one of the most highly 
rated online sales exercises, as well as 
financial services. 

For all these insights, the book does 
have its drawbacks. It is a bit dry, and 
takes a textbook approach to the sub- 


| ject. It also fails to look at issues which 


might impinge on the card busi- 
ness, such as the data protection 
laws and customer reactions to 
large companies collecting their 
personal data. 

But all in all, it’s a good book 
for anyone interested in the 
nitty-gritty of the loyalty busi- 
ness. As Tesco CEO Terry Leahy 
emphasises: "What creates loy- 
alty is how much we understand 
your life and what we do aboutit 
that helps your life.” E 

Sanjay Badhe is customer care 
associate and director (operations), 
Shopper's Stop 
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S : Ammunition, one would 


were more imaginative : 


: aerodynamics. But one wo | 
wrong. It is about ‘advertising’. Odd. 


. Right at the outset, author 


: Sandeep Goyal offers an. explana- 


tion; *The original Dum Dum bullet 

dates back to the late nineteenth 

century. Produced at the Dum Dum. 

[thatisa place] ammunition factory 

near Kolkata, it had an exposed lead. 
| d | 


‘advertising, by which ism 
gins to Vidi more li ke a an a u 


deskons from ife tu * ied bate 


in handy to ad guys (and other guys, 
- fot that matter): perhaps more than 


any tome on advertising they would 
ever read. But would that make. The. 


Dum Dum Bullet (Penguin) a book - 
‘that is about ‘advertising’? Doubtful. 


Familiar names and events keep _ 
popping up ce the book, 
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HE Companies Act has been amended 24 
times since 1956. The minister for company 
affairs believes two-thirds of the existing 781 
provisions are redundant and irrelevant. How- 
ever, such drastic pruning requires more than 
aroutine amendment. As the experiences of 1993, 1997 
and 2003 demonstrate, even routine amendments are dif- 
ficult. What we now have is not even a formal draft Bill; it is 
a concept paper for public debate. 

The healthy precedent set in the 1990s of placing pro- 
posed policy changes before the public not only helps 
generate consensus on contentious issues, it also pro- 
vides for inputs from stakeholders. Further, it ensures that 
expertise from outside the legislative arena is factored in 
before a formal Bill is drafted 
after three months. 

There can be no objection 
to the principle of junking 
redundant sections to produce 
a streamlined Companies Act. 
There will thus be 289 sections 
and a single schedule instead 
of the present 15. This sched- 
ule would provide for penal 
provisions for violations, with 
imprisonment for some offen- 
ces and floor fines for others, at 
least for public companies. 

The idea of a rule-making 
provision is also sensible — in 
principle. Much can then be 
achieved through administra- 
tive action without requiring 
parliamentary approval to 
amend the statute. This would enable the company 
affairs ministry to function more effectively, although 
rules will still have to be notified. This is part of the prob- 
lem in reacting to the concept paper: contours are pro- 
posed for the draft law but once there is enabling legisla- 
tion, the devil may surface in the detail. For instance, the 
constitution ofthe board and the number of independent 
directors will be specified in the rules though the concept 
paper does require a board to have at least seven directors 
with at least three independent ones. A board must have 
at least 50 per cent independent directors. If the idea is to 
allow companies to function autonomously, there is no 
reason to insist on independent directors — certainly not 
for unlisted companies. 

While clauses like the retirement age of 75 for direc- 
tors, reservations for women directors and qualifications 
for independent directors have been dropped, there is no 
reason to insist on independent directors. This does not 
mesh with the philosophy of reducing over-governance. 





The philosophy should be 
simple and transparent rules, 
and also one that clamps down 
heavily on errant companies 





Pruning Companies Act 


The Companies (Amendment) Bill 2003 attracted 
controversy, and some ofit was about provisions like rout- 
ing investments through one subsidiary. The concept pa- 
per has dropped that offending provision but retains the 
ban on multi-layered subsidiaries. This defies logic: the 
subsidiary of an Indian company can't have another sub- 
sidiary in India, but is allowed to have one abroad. Surely 
there are better ways of checking diversion of funds? Or is 
it the case that notwithstanding Sebi and the Registrar of 
Companies, one is unsure of regulations being enforced? 

The paper argues that mandatory furnishing of pho- 
tographs, PAN and passport numbers during incorpora- 
tion will prevent the incidence of vanishing companies. It 
is doubtful if this will ensure investor protection. After all, 
there are dummy companies. 
There are other provisions like 
scrapping the requirement of 
holding the first statutory 
meeting within six months and 
extending the time limit for 
change of name to five years. 
Winding up procedures will be 
easier and cases cannot drag 
onin the Company Law Board. 
There will be a consolidated 
balance sheet, with exemption 
from the requirement of atta- 
ching subsidiary accounts. 
Auditors indulging in non- 
audit activities will be disquali- 
fied, a chief accounts officer 
will be mandatory and 
company-specific exemptions 
from disclosure requirements 
are to be scrapped. Finally, there can be simpler provi- 
sions for smaller private companies and cooperatives. 
While the intentions of the concept paper are laudable, 
there are three reasons for discomfort. First, everything in 
the paper doesnt reflect a mindset to reduce over-gover- 
nance. Second, there is the implicit suggestion that many 
controls may surface through rules. And third, laws and 
rules alone don't ensure corporate governance and in- 
vestor protection. 

The philosophy should be simple and transparent 
rules, and also one that clamps down heavily on errant 
companies. The last becomes a function of what the Regi- 
strarof Companies, the Serious Fraud Investigation Office 
and Sebi end up doing, and the evidence so far doesn't 
provide grounds for optimism. Errant companies have 
been allowed to get away relatively easily. Under-gover- 
nance is not synonymous with under-regulation. But 
thankfully this is a concept paper, and three months is 
enough to ensure that the Bill has enough teeth to bite. Bl 


ANTHONY LAWRENCE 
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The right management should do more than just protect. 
It should also enable. 
elrust* Security Management Software 


With eTrust security management software, your information isn't just safeguarded from internal and 
external threats. We provide authorized customers, partners, and employees with appropriate access that 
can help your business grow. In addition to securing data, eTrust also provides a single view of your security 
environment, so you can make real-time decisions based on comprehensive information. If you're looking 
for ways to minimize risk while maximizing your potential, or to get a white paper, go to ca.com/security 


or email us at cainfo-india@ca.com. 


Computer Associates? 





© 2003 Computer Associates International, Inc. (CA). All rights reserved. 
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Other cars make a noise about luxury. 
The Optra remains silent. 


Roads are noisy. Your car doesn't have to be. 


Which is why, unlike other cars, the Optra is 


equipped with a unique Total Noise Reduction 


System (TNRS). Engineered to isolate its interior 


from engine, road, and outside noises, 










this system enables 
you to enjoy 
every journey 
in soundproof 
comfort. TNRS is 
| not the only distinct feature that makes the 

Optra truly luxurious. A specially engineered 

All-Wheel Independent Suspension (AWIS) lets 


you handle the ups 


and downs of any 





road with ease. 


A Total Noise Reduction System 


offers soundproof comfort. No wonder, the 


Optra has won the prestigious BBC World 


"Wheels" Car of the Year award. And is a 





Visit us at www.gm.co.in 


bestseller in nearly 


100 countries. With 





its stylish looks, 


In addition to plush leather 


created by the world interiors, vou get the stars. 
renowned Italian car designer Pininfarina, 
the Optra is just the car for 


your family. They can 


lounge comfortably 





its plush leather- 


the Optra's skyroof 


and gaze at the 





stars above. Or even 
name a star after someone special. So take a 
test-drive today, and discover luxury for yourself. 


Because sometimes, 


CHEVROLET 


a 


For a special journey 
called life. 


silence speaks louder 


than words. 





Email: customer.connect@gm.com 


Insist on GM Genuine Accessories from our authorised dealers * Features mentioned and accessories shown will vary by model and may not be part of standard equipment 
e Chevrolet Optra 1.8 LT Manual named BBC World "Wheels" Car of the Year 2003 » Service Holiday for 2 years or 20,000 km (as per service schedule), warranty for 2 years or 40,000 km, 
whichever is earlier e Chevrolet is a registered trademark of General Motors Corporation * Chevrolet Optra has been manufactured using parts and technology from GMDAT 


e Colours and specifications are subject to change without prior notice. e Colours shown may not match the actual colours due to printing limitations. 
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It would be a mistake to write off the 
company just yet. A hard look at what the 
new top team is betting on 
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Presenting the Airtel Intelligent Routing System (AIR) 


if fonus office needs to get in touch with people on the move or with people in your organisation's branches in 
At other cities, it's time to take a close look at the AIR. All this technology does is attach an 
Airtel Intelligent Routing machine to the existing EPABX. This allows you to use your 


Best Mobile Operator) office landline extension for outgoing calls, but the calls get routed through the Airtel 


in india and the Subcontinent 


network. This means that you can now enjoy great STD & ISD rates, and a local Closed 


User Group benefit with your existing mobile connection. In an age that demands 





excessive telecommunications, AIR makes sure that the demands on the pockets are considerably less. 


Boost your business with: e SMS Directory e Field Force Automation e Vehicle Tracking e Coverage in 1400 towns e Seamless international Roaming 


a Mobile Office e Corporate E-mail 





Express You rself 


A E-mail at BlZsolutions(airtelindia.com or SMS ‘AIR’ at 9818311111. We will be glad to get in touch with you. E i 
Rediffusion-DYSGR/Del/BCL/2 


www.mahindra.com 


Mahindra Finance Ltd. 
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Few know that Mahindra finances more dreams in rural India than 

any other non-banking finance company. Chances are, you haven't | 
even heard of the places we are present in. Or for that matter, 
understand the kind of rapport we share with the rural masses. 

We connect with their compulsions and their aspirations and are 

now breathing life into their dreams. But it is no flash in a pan. 
We have been excelling across businesses for years now. Call it an 
inspiration or then a deep rooted desire: to make a difference. 
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The Big Risks 


C] Though I firmly believe in the 
initiatives taken by Dr. Reddy's 
Laboratories (DRL), the company 
should not enact them while 
completely neglecting 
shareholders and the market's 
current exploitable resources. 


Amit Veer, posted on BW website 


Q It is true that DRL is practising a risky business strategy, but it is fair 
enough to do so since its ambitions are big, and it wants to make it to 
the top-10 list of pharma companies. If that works out, it will achieve 
what nobody else has. But if it fails, the fallout will surely handicap the 
company, though no one may be able to predict the extent now. 


Prashant Khadayate, posted on BW website 





SEPARATE THE SCHEMES 

The solution to the mutual fund (MF) 
industry’s problem is simple (‘Inside 
Its Closet’, BW, 26 July). If Franklin 
Templeton can maintain separate 
schemes for corporates and individ- 
uals, why can't other fund houses do so 
— and why not make this mandatory? 
Next, the FM should remove all tax 
advantages from MFs for everyone 


except individuals. Then watch the fun. 


But will all this happen? The nexus, 
remember, extends beyond the 
corporates and the funds. Let us not 
forget that the biggest private sector 
enterprise in this country is called the 
Government of India (which includes 
its regulators). 

Maybe, in the current liberalisation 
mood, we should somehow find a way 
to hand over the government itself to 
the real private sector. Otherwise 
mutual funds, which have become 
mutual fun for some, may become 
mutual frauds for all. 


T.R. Ramaswami, via email 
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MUTUAL FUND MANAGERS 

I am a professor of engineering, and 
don't have much of an idea about 
finance or the MF industry ('Inside Its 
Closet' BW, 26 July). Congratulations 
for writing a report in a language which 
a non-finance person can understand. 

My husband works in the invest- 
ment department of an MF house. 
While your article talks about many 
bad things in the mutual fund industry, 
you seem to have painted every fund 
manager in the same colour. I was 
pained to read that a paragraph in the 
story that claimed all fund managers 
are front running in some way, and 
that they are “... badmaash and they 
should be hung.” 

My husband has worked with the 
dedication of an army man in 
discharging his duty. Like a soldier 
defending his country, he defends the 
wealth of people. 

I believe my husband is honest. 
The smile on his face when he brings 

investors’ happy letters makes us feel 
proud. I am sure there are many 
other fund managers like him. I 
would have appreciated if you had 
made a mention that some fund 
managers could be different. 
Parul Shah, via email 


SMS: SO MUCH SPAM 

I was recently hit by SMS 
spamming from Citibank. It was 
exactly the sort of annoying 
situation that Mala Bhargava 


« Www.mahindra.com 


Mahindra British Telecom Ltd. 


oftware 









y new for 


Hello, lf the words on your phone line are as clear, it has to do with 
the telecom solutions we develop at Mahindra BT. It has a lot to do with 
a strategic decision we took a few years ago; to focus on telecom 
software. It's propelled us, in just a few years, to the very top of telecom 
software in India. Just bringing alive the fact that leadership is all about 
completely focussing on what you do, and then doing it better. 


ID Mahindra 
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described in her column (‘Smart 
Phone, Smarter Spam, BW, 
_ 2 August). 


. Injust one evening, I received close 
to! 80 messages talking about a 
pre-approved loan from Citibank. 
When I contacted Citibank, their 

. records showed that only a single 
message had been sent out. I received 
no help from the bank, even 36 hours 
after registering my complaint. 

I wish the government would create 
some kind of organisation that would 
look into consumers' complaints of 
marketing harassment, and possibly 
take legal action against the same. 
Harsha, posted on BW website 


UNEDUCATED MONEY-MAKERS 
Mahesh Murthy’s article ‘Dying to 
study, or studying to die?’ (BW, 19 July) 
on suicides caused by school pressures 
reminds me of an anecdote. A few 
years ago, my brother's grandson — 
who failed in Class XII and is now a 
businessman — asked me: “Babaji, 
what have you achieved by your 
studies? What matters in life is money, 
and I have plenty to enjoy life.” 

I replied that a proper formal 
education should not be under- 
estimated. Besides providing basic 
knowledge, education helps you 
become a good citizen. And even 
people without an education cannot 
escape the need for hard work. 

Vidya Sagar, Delhi 


MANAGING INDIA'S BILLIONS 
We have forex reserves of $120 billion. 
But the return on investments from 
this is just 2.1 per cent. A good amount 
of this money is invested in foreign 
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countries. And our cash rich banks are 
not able to invest their surplus cash. So 
they invest in government securities. 

Is this really how we manage the 
capital we have? 

The FM and PM are creating a 
situation in which India will take high 
interest-rate loans from the IMF World 
Bank, etc., for development. With all 
the foreign cash around, we need to 
ban states, local bodies and 
panchayats from borrowing foreign 
funds at higher rates. We should lend 
our foreign exchange ourselves, This is 
how we can judiciously manage our 
surplus capital. 

K.V. Karnath, posted on BW website 


CREATE VALUE FOR MONEY 
Nirmalya Kumar hit the nail on the 
head when he implored marketers not 
to spend money unnecessarily (‘All 
That Marketers Want From CEOs... 
BW, 2 August). Most developed and 
developing countries’ economies are 
mainly driven by consumer spending. 
High quality, low price and prompt 
delivery have enabled Chinese goods 
manufacturers to flood the world’s 
markets with their products. They 
provide value for their customers’ 
money, which leads to brand equity 
and loyalty. 

. This should be a moral to all. Don't 
waste crores of rupees on useless, full 
page and colour ads full of clutter. 
Wal-Mart has shown the way by 
offering quality goods at prices 30 to 
40 per cent cheaper than its 
competitors. How? By creating value 
for customers through value creation 
in operations, logistics, procurement 
and distribution. Mere customer focus 
and lip service to CRM is not enough. 
Go the Wal-Mart and China way! 

K.S. Krishnamurthy, via email 
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WHIRLPOOL RESPONDS 


Dear Sir, 

I am forced on behalf of Whirlpool 
India to protest the article titled ‘A 
Pool Of Mess' (BW, 2 August). The 
article failed to present a properly 
balanced view of Whirlpool and of Mr 
Raj Jain's tenure at this company. 

During my personal interview for 
this article, I stressed that Mr Jain is 
moving to a strategically important 
role in Asia as regional head 
(marketing and product delivery) 
reporting to the regional vice presi- 
dent (Asia). I also stressed that the 
creation of this role was to enhance 
our competitive capabilities in 
product creation and delivery 
throughout Asia. Mr Jain was chosen 
due to the requisite skills and 
experience he possesses, as well as his 
eight years of contribution to the 
Whirlpool business. 

: also remind you that I had 
stressed that such assignments are 
part of this company's commitment to 
developing talent. To suggest anything 
else is simply not correct. 

As for the article's negative 
portrayal of Whirlpool of India, I again | 
point out that we are responding 
appropriately to the industry 
challenges that are affecting every 
appliance manufacturer. 

I hope your future articles would 
present a more balanced and fair view 
that is expected of a publication of the 
stature of Businessworld. 

Regards, 
Garrick D'Silva, chairman, Whirlpool 
of india 


CORRIGENDUM 
In ‘On the Prowl’ (BW, 9 August) we 
incorrectly said that Chartered 
Semiconductor is 60.5 per cent 
owned by SingTel. Chartered is 
60.5 per cent owned by Singapore 
Technologies. In the same story 
we also said that Singapore 
Exchange is a Temasek-linked 
company. Temasek has clarified 
that Singapore Exchange is not 
a Temasek-linked company. We 
regret the errors. 
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cover story 2s can They Save HLL? 


There are signs that the consumer product behemoth has bitten the bullet, finally. As growth stalls for the 
fourth year running, HLL's new top team is finally investing in growth — and is willing to take a short term hit 
in profits to achieve it. So is the worst over for Lever? 











The Inflation Paradox .; Toyota: Leap Of Faith 


In the bad old days, rising Indian manufacturing has 
inflation would have hit the achieved a breakthrough with 
consumers first. They have Toyota Kirloskar Auto Parts. Its 
been spared for now —but for | mandate is to make the R-150 
how long? | gear box for nine Toyota plants 

| worldwide. With this, the auto 

component industry has broken 

into the coveted Tier I club. 


E: 
M. 





« Inflation has not deterred 
shoppers from venturing out 





Zee VS ESPN-STAR Sports How biga differ- | Akio Toyoda: Betting on > 
ence will the rights to telecast India's cricket matches make? | India's manufacturing skills 
Politics Is the current unrest in the North-east a GTB Problems lay with the way it raised capital, how it 


fallout of the quiet on the western front? dealt with borrowers and its incompetent management. 


: | 
Deloitte As A.E Ferguson enters the fold, itcreates, | World Iraq sizes up its oil reserves for the first time 
gu q p 


in many ways, the biggest audit firm in India. | since the Iran-Iraq war — from The New York Times. 
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IN VOGUE 


so| Truckers On Track 


Business is pleasure for 
truck drivers bound from 
Mumbai to Mangalore 
with the extension of 
Ro-Ro service to Suratkal 
station. A look at how 
Ro-Ro trains lighten the 
truckers workload. 


Truck drivers all set to begin their Ro-Ro journey a 


64| Bookmark Abheek Barua of Crisil takes a look at 
why the free market economy has such a bad reputation, and 
how thinking like a merchant created modern civilisation. 





COMMENT 


27 Omkar Goswami what the Speaker 
should do to curb the chaos that has come to 
X symbolise the functioning of Parliament. 


OUTSIDE IN 


52| Rama Bijapurkar Market structures 
will undergo a drastic change in 2010, but its 
dimensions are yet to be figured out. 


THAT'S IT 


59 | Mala Bhargava cellphones are 
here, there, everywhere, but the corporate 
etiquette to go with them is nowhere in sight. 
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Web Exclusives 


A A first-person account of what happened before the 
RBI's restrictions on withdrawals from the South 
Indian Co-operative Bank. 


A Karnataka looks at developing new IT hubs in 
Mysore and Mangalore to decongest Bangalore. 


Wavelength: Introducing a monthly column on 
science by P Hari, senior editor, BW. 
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www.businessworldindia.com | 
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Ahead ofthe curve 


EPUTY Editor Indrajit Gupta has every reason 
to say, "T told you so," to anyone who is disap- 
pointed with HLLs performance these days. He 
has done three covers on HLL in the last four 
years, and the headlines tell the story much 
better, and much earlier, than HLL share price does. ‘It’s A 
Tough Time To Take Over' (BW, 31 January 2000) on M.S. Banga 
taking over from Keki Dadiseth; ‘Lever Feels The Heat’ (BW. 
5 February 2001) on Lever's market shares being under threat; 
and'Nowhere To Grow' (BW, 10 February 2003) on how the cri- 
sis of growth was affecting morale inside Lever. 





Indrajit was going against dominant wisdom when he wrote 
the first of those covers. He is doing so again, when he writes in 
this week's issue that HLLs “bad spell may be coming to an 
end." HLLs share price has 
touched an 11-year low, but In- 
drajit thinks the company may 
have come to grips with the very 
serious problems facing it. Lever 
responds best to a serious com- 
petitive threat, and by kick-start- 
ing a savage price war, P&G 
might have just provided HLL 
the adrenalin it needed. 


Lx 


Businessworld 





For decades, HLLs turnover fig- 
ures were a leading indicator of 
consumerism spreading deeper into India’s economy. It would 
be ironical if it is left behind precisely at a time when middle 
class consumption is booming like never before. Obviously, 
HLL has to catch the new waves of growth, and the indications 
are that it is learning how to do it. The two new managing direc- 
tors — who opened up to the media for the first time — reveal 
how they see the future. 


There are hard lessons to be learnt from the collapse of Global 
Trust Bank (GTB) as well, and Principal Correspondents 
Avinash Celestine and Vikas Dhoot went in search of them. 
What they have found goes against the belief that GTB’s trou- 
bles began after Ramesh Gelli left in 1999. They argue that the 
seeds of destruction were sown right at the beginning. That has 
regulatory implications, which the RBI should examine. 


Dont miss the story of how Toyota and Kirloskar are shaping 
the destiny of the Indian auto component industry, on page 42. 


ye 


S 


TONY JOSEPH, EDITOR 
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IRON & STEEL 


Tata Steel's Singapore cruise 


HAT'S sauce for largest 

steel companies in the 

world like Arcelor and 

Corus must be sauce for 
Tata Steel as well. With the Rs 1,300- 
crore acquisition of NatSteel, a Singa- 
pore-based company, Tata Steel has 
adopted a de-integrated production 
strategy. At the core of this lies a change 
in the way raw materials are sourced 
and finished products sold in the world 
steel industry. The idea is to produce 
steel billets (raw steel) close to the raw 
material source and produce finished 
steel (bars, sheets or rods) close to the 
markets in which it is sold. 

China has brought about this 
change, because while it is the largest 
consumer of steel, it hardly has any nat- 
ural resources. So to support local steel 
production it is importing required 


ASHISH SAHI 



















The combined force 


maker Arcelor bought a 28 
per cent stake in Brazil's CST 


Tata Steel Nat Steel in March 2003 for access to its 
(Q1 2004-05) (Q1 2004-05) iron ore mines. Tata Steel too 
Rs 2,257 crore Rs 1,196 crore aims to do the same because 










Operating Rs 454 crore 


PBT 
Operating 
PBT % 


1.7% 





mineral in massive quantities. Coal and 
iron ore are the two critical raw materi- 
als in steel making, and both of these 
have been in short supply recently. So, 
access to raw materials has been the 
key driving force for another global ac- 
quisition. The world’s largest steel- 


Rs 20 crore 


of its captive iron-ore mines. 
In this case, the raw mate- 
rial is the billets that Tata Steel 
produces in India. Billets are 
the raw material source for 
producing finished long 
products. NatSteel uses the 
electric arc furnace method 
to produce steel using scrap, 
which is far more expensive than pro- 
ducing steel using coal and iron ore. An- 
alysts say that the operating cost of Nat- 
Steel is 30-40 per cent higher than Tata 
Steel's. “The billets produced in India 
could be a far less expensive source of 
raw materials for NatSteel and, thereby, 








Sports and Zee are fighting tooth 

and nail for the rights to telecast In- 
dia's cricket matches for the next four 
years. The winner can easily add Rs 400 
crore-500 crore, maybe more, to its an- 
nual revenues for the next four years 
through ad and pay revenues and syndi- 
cation rights. 

That is a lot of money for both the 
companies. For Zee it would mean a 40 
per cent jump in topline. That's huge for 
the Rs 1,370-crore broadcaster that has 
been floundering for almost five years. 

However, for the Rs 450-crore (esti- 
mated) ESPN-Star Sports, the rights are 
more crucial. It will double the topline 
in the first year itself. If, however, the 
' Board of Control for Cricket in India 
(BCCI) rejects its Rs 1,100-crore bid, 
then ESPN will have to do a serious re- 
think on its India strategy. 


[: isn't cricket, it’s war. ESPN-Star 


It gave up on the bid for cricket's | 


biggest trophy, the ICC World Cup, in 
the face of Sony's aggression. It then lost 
the India-Pakistan series to Ten Sports. 
So the channel is now down to a deal 
with six cricket playing boards like Aus- 


tralia and England from 2003-2008. | 


None of its good cricket is going to be on 


air till 2006. Its next few matches include | 





SANJIT KUNDU 


ZEE vs ESPN-STAR SPORTS 








The face-off 












In bitter battle: Zee's Subhash Chandra and ESPN-Star Sports' R.C. Venkateish 


| an India-Bangladesh series, a no-draw 


on TV, and another one with a green 
Zimbabwe team. Remember, the old 
one had resigned due to political prob- 
lems. So, for the next two years, ESPN 
has little cricket of consequence to air 
while Ten Sports has the Pakistan series 
in February 2005 and Sony has the ICC 
Champions Trophy. 

In a country where over 95 per cent 
ofthe ad money spent on sports goes to 
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cricket, that's disastrous. Sure, advertis- 
ing is just half of ESPN-Star Sports' rev- 
enue. But not getting the rights jeopar- 
dises the other half — pay revenues. It 
means cable operators could put it on a 
bad frequency or not pay it for months. 
“Itis a do or die situation for them,” says 
an industry observer. "No it is not," re- 
futes R. C. Venkateish, managing direc- 
tor, ESPN Software. "It (cricket rights) is 
the icing on the cake for us. If we don't 


significantly improve its margins," says | 
an analyst with a foreign brokerage. | 


Nat Steel is not in a great shape, one of 
thereasons it was sold off. The company 
reported a 56 percent fall in full-year net 
profit to S$80 million (Rs 213 crore). 

The success of the latest steel indus- 
try strategy depends on how well Tata 
Steel manages the production of billets 
since its own billet capacity is just 1.5 
million tonnes. For the additional bil- 
lets, the company plans to get into pro- 
duction arrangements with the rolling 
mills in East India — supply them with 
the coal and sponge iron and then ex- 
port the billets to NatSteel. 

The finished steel will then be sold in 
the Asian countries, including China, a 
key world market. Plus NatSteel's elec- 
tric arc furnace facilities will have to be 
shut down and new facilities that can 
handle steel production will need to be 
installed. It is not clear yet what the cost 
of this will be. Of course, things could get 
very sticky if the steel cycle turns. L] 

RADHIKA DHAWAN 





get it, we still have the cake. With the 
rights, growth would be in double digits. 
Without, it won't be so high, but we will 
continue to grow,” he says. 

A quick recap: On 7 August BCCI in- 
vited bids for the telecast rights of India's 
matches. ESPN had been tipped to win, 
but on 14 August, when the bids were 
opened, it turned out Zee had outbid it. 
ESPN promptly pointed out that Zee 
was not qualified under the conditions 
ofthe tender as it did not have two years 
ofsports broadcasting experience. 

Zee contends that it beams cricket 
into many ofthe 82 countries it is in. "Do 
you think any fool would make a bid of 
Rs 1,200 crore without being qualified?" 
asks Ashish Kaul, group vice-president, 


Essel Group (the owners of Zee). He al- | 


leges that ESPN is a marketing company 

in India, not a broadcasting company. 
“That's tripe,” says Venkateish. He 
says the channel has it own crew and 
production facilities and it doesn't out- 
source production as other sports broad- 

casters. And so on and so forth it goes. 
Fearing litigation, the BCCI has now 
deferred the decision and is seeking 
clarifications. Like we said, it's just 
not cricket. fe 
VANITA KOHLI-KHANDEKAR 








THE PETROLEUM DUTY CUTS 


Message in a barrel 


companies have been asking for a long time. The day crude prices hit $47 


$ HE Union petroleum minister Mani Shankar Aiyar finally did what the oil 


per barrel, he announced a 5 per cent reduction in the customs duty on oil 
products. Simultaneously, the government cut the excise duty on petrol and diesel 
by3 percent and kerosene by 4 per cent. That means a notional fall in the revenue 
earnings of the Central government by Rs 2,500 crore at current prices. And an as- 
surance, for the time being, that prices of petrol, diesel and liquefied petroleum gas 


(LPG) will not be hiked. 


The move has provided succour to oil marketing companies. Pure oil-market- 
ing company IBP ran up a loss of Rs 8 crore in the first quarter of the current finan- 





cial year. But on the basis of these 
cuts, it could gain Rs 400 crore on 
an annualised basis. IndianOil 
Corporation (IOC) will make a net 
annual gain of Rs 1,800 crore. But 
the marketers' gain is the refiners' 
loss. While oil-marketing compa- 
nies have got a reprieve, it will hit 
the pure refining companies. All 
along, the refiners have been op- 
erating on high refining margins. 
The high margins, ranging from 
$6-8 per barrel, are not because of 
efficiency gains but because they 


TRIBHUWAN SHARMA 


are derived from the differential in customs duty on crude and products. Now, the 
margins should be down by $2-2.5 per barrel. So when this margin comes down, it 
hits refiners. Though India does not import products, the oil marketing firms were 
paying a notional customs duty and ocean freight to the refineries as the price was 
fixed on an import parity basis. Now with the cut in customs duties, the import par- 
ity price the marketers pay the refineries will be down by 5 per cent. So, the prof- 
itability ofthe domestic refiners will dip by Rs 3,000 crore for the rest of the fiscal. The 
biggest loser will be Reliance Industries, which has a 31-million tonne refinery but a 
very small marketing business. It could end up losing Rs 450 crore. 

In any case, the government's move to cut duties will provide only temporary 
reliefto consumers and marketing companies. Ultimately, how long their smiles 
last will depend on the way crude oil prices swing over the next few weeks. E 


ANUP JAYARAM 





Paswan’s pharma Babel 


AM Vilas Paswan is known for his 

big plans. This time around, the 
Union chemicals and fertilisers minis- 
ter wants to set up the 160-member 
(yes, you're reading right) Pharma- 
ceutical Advisory Forum to seek ad- 
vice and build consensus on the phar- 
maceutical policy for India. 

The Forum will include all state 

health ministers and drug controllers, 
two representatives of NGOs or con- 
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sumer organisations to be nominated 
by the Department of Chemicals and 
Petrochemicals from each state, one 
representative from the chemists' as- 
sociation from each state, and eight 
officials of the chemicals and fertilis- 
ers ministry and the health and family 
welfare ministry. And it will even have 
five representatives of pharmaceuti- 
cal industry bodies! ü 
GINA S. KRISHNAN 
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“3 | STAR GROUP-BALAJI TELEFILMS 
zi piril IDEAS | BE" ! 
=< adii Fuzzy logic 
at by Niranjan Rajadhyaksha | 
a^ 
-—— AS the core of the famed yond its means. Most believe that | 
e e Washington Consensus | America is special ... Just as history 
« cracked? The World Bank has re- | islittered with the remnants of other 
H cently published a soul-searching such new paradigms, | continue to 
- > report that suggests so. It has over- | believe that the United States will 
pa: hauled its guidelines for policy- have to pay a steep price for its im- 
- based lending "to reflect 20 years of | balances. As America's twin deficits 
74 experience". The Bank, in its own move inexorably toward the flash 
«€ words, will be shifting its focus from point, there is a growing risk that its 
pap adjustment lending to development external financing terms could take 
=~ policy lending. a sudden turn for the worse. The | š 
"g It's more than just a bureau- dollar, US equities, and credit mar- = 
æ cratic change of name. The Bank's kets strike me as most vulnerable to ! Z 
22-0 official website says: "The new pol- such a development." | = 
a icy acknowledges that there is no Roach repeats what he, as well | 
=æ one blueprint for reform that will as many other economists, have | T doesn't make sense. How does the 
a work in all countries. Therefore, gov- | been saying for some time now. The I 26 per cent stake the Star Group 
4 emments must take ownership of | main reason why the US has such picked up in Balaji Telefilms benefit 
z reforms to develop a program that gaping holes in its national accounts | either? In a market with 6,000 software 
=~ meets their countries’ needs." | is that its governments, companies producers, why did Star choose to pick 
- P The World Bank and the Interna- | and consumers are not saving up a stake in Balaji? 
9 tional Monetary Fund have been at- enough. "This lack of saving," says Sure, at Rs 185 crore in revenues, Bal- 
ai tacked right through the nineties for | Roach, “is America’s most vexing ^ | aji is by far India's largest TV software 
=~© forcing countries to adopt cookie- | problem." Of course, American polit- company. It has demonstrated that cru- 
-i cutter adjustment policies. There ical leaders would rather lay the | cial ability to balance scale with creativ- 
we was no place for local variants. blame at foreign doors: the Arabs — |  ityinahigh-stress business. It has also 
e - Now, if this policy paper is any (who are making oil expensive), the | given Star Plus some of its biggest hits. 
et indication, the World Bank has fi- | Indians (who are taking away jobs), | But surely that is not reason enough to 
e e nally seen the light. It's new position | and the Chinese (who are capturing i spend Rs 126 crore. In a market bursting 
4-45 comes at the end of a two-year long | markets with the help of an artifi- with TV software firms, it makes more 
a round of discussions with national cially-weak currency). sense to keep pitting one against an- 
~ è governments, civil society groups, y". other to get the best out of them. In- 
& * academics and representatives of house content rarely works as well. That 
e the private sector from all parts of T the time this column was be- is what big networks, which spent bil- 
Z4 the world. ing written, India had earned a lions of dollars buying software firms, 
-* ee | solitary silver medal at the Athens discovered in the US. It is now indepen- 
e | Olympics. There were a few hopes dent producers who give cable channels 
-x MERICA'S economic imbal- still left — in tennis, hockey and the and even networks their biggest hits. 
-~ ances have worsened. The long-jump. Since this isn't a 100 per cent sub- 
pel E trade deficit in June was $55.8 bil- | Just before the Games started, sidiary, it is unlikely to cut costs for the 
& lion. This will, on an annualised ba- consulting and audit firm PriceWa- estimated Rs 1,400-crore Star. Nor will it, 
4 * sis, mean at gap of $670 billion, or terhouseCoopers (PwC) had pub- as one analyst suggested, "psyche com- 
T 5.75% of GDP And the fiscal deficit lished a contentious report that said petition". Other broadcasters did not 
æ ®© of the Federal government in July | that “GDP matters most in predict- stop buying software from UTV, or have 
e z was $69.2 billion. And things could | ing Olympic performance”. fewer hits because Star owned a stake in 
2 get worse in the months ahead. It said that the countries with it. We are still trying to fathom the 
-— Morgan Stanley chief economist | the biggest population, highest GDP "strategic benefits" that Star Group CEO 
a = Stephen Roach, who has been bear- | growth and best past performances | Michelle Guthrie talks of in the press re- 
“e ish on the US economy and dollar, would do well. PwC predicted that | lease. A Star insider reckons that the rea- 
«r2 says in a grim new report: "Never India would get 10 medals at the son has less to do with strategy and 
æ > before has the world's dominant Athens games. We have a lot of more to do with the cash it got after it 
24 economic power lived this far be- catching-up to do. 3 sold off its stake in UTV. es 
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EMPLOYEE ATTRITION 


[he name is bond, 
employee bond 


HAT'S the best way to retain employees on whom a company has 
invested precious time and money? Tie them down with bonds. 
Sounds like an idea that was buried with Y2K. Well, it's back. With 
attrition up at 16-17 per cent now from just 4-6 per cent about 18 
months back, that's what companies like Wipro Technologies and MindTree 
Consulting are falling back on. In fact, attrition among campus recruits is higher at 
40 per cent, and that's where the problem is. Wipro trains employees only to find 
that they are off in just 3-4 months. That's when it came up with a bond scheme 
^ for its workers. 
But bonds have never been a great way to retain people. Says Sreenivas 
-= Chakravarthy, vice president (people development), Aditi technologies: “Even 
court judgments have not been in favour of companies asking employees to sign 
bonds, It is a negative way to retain people.” Wipro begs to differ. It claims to have 
looked at the bond schemes prevalent in the past and come up with what it calls 
“an agreement with employees to stay for 15 months”. 
Under the agreement an employee deposits Rs 75,000 with a bank. The bank 
marks a lien to Wipro. In case an employee is 
unable to pay, the bank gives a loan to 
the employee. The bond period is 
for 15 months (covering three 
months training and 12 
months work). At the 
end of the period 
the employee gets 
the Rs 75,000, a 
fixed deposit 
interest for the 
duration and an 
additional Rs 
6,000 as retention 
mem xin bonus. The 
—— company has been 
doing this for the last three months and already has 1,000 people under this 











ANTHONY LAWRENCE 


. . scheme. The result: attrition among campus recruits is down to 3-4 per cent. 


Says Bijay Sahoo, vice-president (talent engagement and development), 
Wipro Technologies: "We do not want employees to use Wipro as a mere training 
ground. This also helps us get serious employees. Also, our scheme is the first of its 
. kind — employees do not pay us directly and get the money back with interest 


' anda bonus." 


MindTree Consulting's approach differs as it does not ask employees to pay. 

- Instead it makes them sign a bond for 12 months if it is sponsoring a recruit's 
higher education. Says Punit Jetli, general manager (people function), MindTree 
J Consulting: "There is resentment against paying for bonds." 

In a market where new opportunities are in abundance — the industry will 
recruit about 55,000-60,000 people this year — any kind of bond could actually 
backfire. Entry-level employees leave for better pay and wider exposure. Innova- 

/ tiveretention strategies might pay more than bonds. Wipro believes it's too early to 
. come to negative conclusions. As it looks at employee bonds as a long-term 
strategy, it remains to be seen whether the time for bonds is ripe again. 3 
SHELLEY SINGH 


BUSINESSWORLD 14 30 AUGUST 2004 
























OR several weeks, the advertis- 
ing, marketing and media cir- 
cles in Bangalore have been 
abuzz with rumours that Pavan 
K. Malik, CEO, Britannia New Zealand 
Foods (a joint venture of Britannia In- 
dustries), has resigned. Although no one 
seems to know why Malik is quitting, or 
where he is headed, there is speculation 
that the dairy business of Britannia has- 
n't been doing all that well. 

When contacted, Malik denied that 
he was leaving and said: “No, I am very 
much here. In fact, I am leaving shortly 


Hot deals, cool 
valuations 


PO as a sector 
u22 keeps getting 
hotter, but from 
an investor’s point of view the reverse 
is true. BPO valuations are headed 
south. Two high-profile BPO deals this 
week — Intelenet-Barclays and ICICI 
OneSource-Temasek — may set a new 
benchmark for valuations in the sector. 

Early this week, HDFC sold 50 
per cent in Mumbai-based BPO Inte- 
lenet to UK financial services major 
Barclays for $36 million (Rs 164 
crore). The price-to-sales ratio on the 
deal is estimated at 1.4, taking into ac- 
count Intelenet's revenues at the end 
of March 2004 at $25 million. 

Then Singapore-based private eq- 
uity investor Temasek has reportedly 
invested $40 million in ICICI Bank- 
backed l-OneSource. WestBridge Capi- 
tal, which has an 8 per cent stake in 


* 
y 


NAMAS BHOJANI 


BRITANNIA'S DAIRY BUSINESS 


The cups half-empty 


for a board meeting in Singapore." 
When asked why these stories were do- 
ing the rounds then, Malik says: "There 
was some talk in the past about somere- 
structuring and internal reorganisation 
and some additional responsibilities. I 
think that has given rise to this specula- 
tion. But those changes have now been 
put on hold." But he refuses to elaborate 
what those changes or reorganisation 
will be about, and said "nothing can be 
said until the board meeting is over". 
Sources close to Malik and the com- 
pany, however, say that he had put in his 
papers two months ago and that he is 
currently serving his three-month no- 
tice period. A senior manager told BW 
that the management is looking for Ma- 
lik’s replacement. According to one ac- 
count, Achyut Reddy, head of the Sri 
Lanka operations of Fonterra Co-opera- 
tive Group of New Zealand, was being 
considered as a replacement. Appar- 
ently he was recently in Bangalore for a 


the company, has also participated in 
this round of funding. CEO Ananda Muk- 
erji declined to divulge details of the 
transaction, but said that the money 
would be used to acquire capabilities in 
areas like collections and research back 
office. The company is looking at acqui- 
sitions both in India and overseas. At 
$40 million, the price-to-sales ratio on 


Valuation of pure plays 





($ million) 






day to understand the role and respon- 
sibilities, but that he declined the job. 

Britannia diversified into dairy busi- 
ness in 1997. In March 2002, it trans- 
ferred the dairy business to a joint ven- 
ture with Fonterra. Since Britannia New 
Zealand Foods is an unlisted company, 
it's difficult to get numbers for it. But 
Malik puts its turnover at Rs 200 crore. 

When asked whether the business 
was profitable, Malik said: "There were 
pressures last year on operating mar- 
gins due to high overheads and increase 
in prices of milk on account of a drought 
last year. But this year the supply of milk 
has been restored and things look bet- 
ter." Malik also says that there will be 
product rationalisation. In July this year, 
Britannia pulled out its branded fresh 
milk from some markets. 

A few managers from Malik's team 
have also moved out, one to the com- 
panys bakery business. El 

MITU JAYASHANKAR 





this deal works out to 0.9. -OneSource 
reported $42 million in revenues for 
2003-04. 

Both these deals show that valua- 
tions in the BPO have undergone a real- 
ity check since the blockbuster IBM- 
Daksh deal in April this year. IBM 
acquired Delhi-based Daksh eServices 
for $ 160 million at a price-to-sales ratio 
of 2.90. Daksh was clocking 
$55 million in revenues at the 
time of the acquisition. How- 
ever, industry experts say the 
Daksh deal was an aberration 
as it was driven by IBM's ur- 
gency to scale up in India. “IBM 
just decided to go after the 
biggest player in the market and 
was willing to pay a premium,” 
Says an industry source. Experts 
say valuation rates have settled 
down to the 1.5-1.6 price-to- 
sales ratio range over the last 
12 months and future deals will 
reflect the trend. »* 

SNIGDHA SENGUPTA 





REACH 


"With extensive reach within India and 
overseas, Sify was best poised to help me 
enter new markets" 


Your ERP system can enhance efficiency & 
productivity only if all the dispersed 
constituents of your business ecosystem 
can connect to it. Sify's 
connects the vast expanse of India and key 
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ERE we go again. Just when 

it looked like DTH (direct- 

to-home broadcasting) will 

finally take off, the informa- 
tion and broadcasting ministry has de- 
cided to review the guidelines. Coming 
as it does almost a year after Zee's Dish 
TV went on air and three months before 
Space TV (the 80:20 Tata-Star joint ven- 
ture) was supposed to start operations, 
the decision makes you sigh with con- 
sternation. After chopping and chang- 
ingthe DTH policy over almost 10 years, 
why is the government going into a loop 
again? This is the sort of thing that 
makes investors wary of India. 

The ostensible reason for setting up 
the review committee is the public in- 
terest litigation (PIL) filed in the Delhi 
High Court by N. Bhaskara Rao of the 
Centre for Media Studies. The PIL de- 
mands a review because of the alleged 
> access DTH offers to pornography and 
also for national security reasons. If that 
is the problem, then DTH operators can 
solve it themselves. All they have to do is 
improve set-top-box security to prevent 
hacking. Why the policy review? 

The other reason apparently is the 


-= reluctance of broadcasters to be on 


DTH platforms owned by competition. 
So, Star Plus refuses to be on Zee's Dish 
TV. The thinking in the ministry is that it 





| 
DTH POLICY 


Flip here, flop there 


should be mandatory for broadcasters 
to offer their channels, at a price, to 
competing platforms. That makes no 
sense. It defeats the idea of launching a 
platform like DTH — to offer exclusive 
channels and get higher subscription 
revenues. If all channels are available on 
all platforms, then that would not be 
possible. Nowhere in the world is a 
must-carry mandatory on DTH, except 
in the Philippines. If it makes sense to be 
on more than one platform, broadcast- 
ers happily hop on. If they make more 
money by being exclusive, they stay put 





onone. So US-based Echostar's 
Dish Network, for example, of- 
fers 152 channels, which are 
common with competitor Di- 
recTV. But 32 other channels 
like Doordarshan and Sony are 
exclusive to Dish Network. 
The real reason, say insid- 
ers, is that the ministry wants 
tar to clean up its radio opera- 
ion before it touches DTH. 
Star operates Radiocity on be- 
half of Pramod Mittal's Music 
Broadcast as it cannot directly 
invest in radio. This back door entry 
bugs the ministry, say sources. But we 
must admit all this is speculation. What 
gives it credence is the fact that the 
Rs 1,600-crore Space TV is yet to get the 
final approval from the ministry. All the 
other clearances were through in April 
this year. For the estimated Rs 1,400- 
crore Star there must be a sense of deja 
vu here. I&B minister Jaipal Reddy was 
the one who banned the Ku-band (the 
one used for DTH) back in 1997. Is he 
headed that way again? E 
VANITA KOHLI-KHANDEKAR 
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NISSAN 


Indian debut, finally 


OR how long could Japans resur- 
F gent automaker Nissan continue 

to ignore India? Last week, it 
rolled out its successful SUV X-Trail in 
Chennai, it was a sure sign that India is 


present in Nissan's president and CEO 
Carlos Ghosns plans. That's no surprise 















as the latest three-year business plan — 
Nissan Value-up (which will end in 


| March 2008) — unveiled by Ghosn en- 


visages "a strategy of significant geo- 
graphic expansion’. 

Ghosns previous business plan, 
Nissan 180 (to end in March 2005), 
which had successfully turned around 
the company, had focused on the core 
markets — Japan, US and Europe. 
Ghosn is confident of achiev- 
ing additional sales 
of one million 

units by March 
2005 from these 
regions. But Nis- 
san Value-up en- 
visages sales of 4.2 mil- 
lion units by 2007-08. 
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That has to come from newer markets. 

That is why in the last twelve 
months, Nissan has unveiled key initia- 
tives in China, Thailand, and Egypt. It 
advanced its Chinese operations 
through a joint venture with DongFeng 
Motor Corporation. Last year, Nissan 
sold 101,000 vehicles in China, mostly 
the new locally-made Sunny. It an- 
nounced a $250-million investment in 
Thailand and a new business strategy 
for the country. It also acquired an as- 
sembly line in Egypt, announced a $60- 
million investment and said that the 
country will be the production hub for 
the Middle East. It plans to launch 20 
new models there. 

Considering the nature of Nissan's 
plans in those countries, its entry strat- 
egy for India seems rather tame. Surely, 
Nissan's new and profitable philosophy 
of region-centric product development 
should have India on the radar. & 

| M. ANAND 


Can you spot 
the musical instrument 
in the picture? 


Just in case you didn’t get it, it’s the set of steps adjoining the first structure on the right of 
the picture. These steps give off musical swaras (sounds) when tapped. What purpose it served 
no one knows for sure, but that it’s an engineering work of art isn’t in doubt. For more 


works of genius, visit the temple. It's in Dharasuram, Thanjavur District, Tamilnadu; 
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For details on TTDC's attractive package tours with excellent accommodation and transport facilities, please contact: 
TTDC, Tamilnadu Tourism Complex, Wallajah Road, Chennai - 600 002, Tamilnadu, India. Ph: 91-044-25388785 / 25361640. 
Fax: 91-044-25382772. E-mail: ttdc (à) md3.vsnl.net.in Website: www.tamilnadutourism.org For online bookings: www.ttdconline.com 


Call: Chennai 91-044-25389857, 25383333 New Delhi 91-011-23745427 Mumbai 91-022-24110118 Goa 91-0832-2226390 
Bangalore 91-080-22286181 Hyderabad 91-040-27667492 Kolkata 91-033-22437432 













RELIANCE'S PRICE CUT 


Sparking off the 
next round 


VER the 
past few 
months, 


|; the GSM-based 
| cellular operators 
Reliance te sadualy 
| Infocomm | hiked tariffs. But, 
mmm, a day before 
Independence 
Day, Reliance Infocomm simply 
spoilt their party by slashing the 
tariff for pre-paid users by 60 per 


cent. It dropped local call tariffs 
on its Reliance India Mobile (RIM) 
from Rs 2.49 a minute to 99 
paise a minute. 

Industry sources say this is 
part of Reliance's strategy to 
reduce its bad debts. Over the last 
few months, it has been grappling 
with subscribers who refuse to pay 
up. Initially, all post-paid 
subscribers with unpaid bills of up 
to Rs 25,000 and facing problems 
with paying back were allowed to 
shift to the pre-paid segment. So 
is this move another way to 
reduce the bad debts? In pre- 
paid, the cash is there up front 
and Reliance officials say that bad 
debts are now under control. It 
has problems with only about 10- 
15 per cent of its subscribers. 

The other reason is that over 
the past few months, the increase 
in the subscriber numbers has not 
been as fast as expected. Since 
March, Reliance has been adding 
an average 2.6 lakh subscribers a 
month. In comparison, Bharti has 
been adding well over 3 lakh. 

In response to Reliance's price 
cut, Bharti Tele-Ventures has 
lowered the entry cost for pre-paid 
subscribers with a Rs 199 starter 
kit in Delhi as opposed to Rs 299 
earlier. In all probability, the state- 
owned Bharat Sanchar Nigam Ltd 
(BSNL) will be the next to follow. 
So the next round of price cuts 
is truly on. D 

ANUP JAYARAM 





MUMBAI 


Yes, chief minister! 


HERE'S nothing quite like an | 


election to cut the haze and 

clear the cobwebs from politi- 

cians' minds. The impending 
elections in Maharashtra have probably 
done that to state chief minister Sushil 
Kumar Shinde. Last week he cleared 
projects worth Rs 1,800 crore — Rs 30 
crore for sprucing up Marine Drive, 
Rs 600 crore to revive the pending Ban- 
dra-Worli sea link, and Rs 1,178 crore for 
an elevated rail project for Mumbai city. 
Stunt or not Mumbai has nothing to 
complain about. With Bangalores infra- 
structure under stress, this is the ideal 
opportunity to present a spiffy look to 
IT, BPO and other services industries. So 


what if the state is struggling under | 


Rs 93,000 crore of debt? 


Light Rail Project 
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A 15 km elevated rail stretch to connect 
Mumbai's east-west corridor, when 
completed it will cut the travel time be- 
tween the two points from 60 to 17 min- 
utes. The proposed stretch of LRT will 
have 13 stations and the fare for travel- 
ling a kilometre will work out to Rs 6-10. 
Status: Going by the number of compa- 
nies that responded to the request for 
tenders (24, including 
biggies like Siemens, 
Gammon India and 
HCC), its going to be an 
interesting match. The 
project will be awarded 
by December and the 
construction will begin 
in 2005. "We have ap- 
proached the Centre to 
pick up a 13 per cent eq- 
uity in the project, just 
like it did for Delhi 


SANJITKUNDU 


BUSINESSWORLD 18 30 AUGUST 2004 




















Metro,” says T.M. Chandrashekhar, joint 
metropolitan commisoner, MMRDA. 


Worli-Bandra Sea Link 





HEMANT MISHRA 


The eight-lane, 5 km bridge connecting 
suburban Bandra to Worli in central 
Mumbai was supposed to be the city’s 
answer to San Fransisco's Golden Gate 
Bridge. Instead it became the bridge to 
nowhere. Differences between the gov- 
ernment and the contractor has almost 
doubled the cost of the project from 
Rs 660 crore to Rs 1,330 crore. 

Status: On Thursday, the state cabinet 
sub-committee headed by Shinde ap- 
proved a fresh Rs 600 crore for a slew of 
design changes. “HCC will have to con- 
tinue with the work, we are waiting for a 
state guarantee so that we can go and 
raise the money from the markets," says 
Anil Lakhina, CEO, MSRDC. 


Marine Drive 


Arguably the most famous promenade 
in the country. 
Status: The Queen's Necklace is looking 
more like junk bracelet these days. The 
beautification plans for Marine Drive 
include smart paving stones, wall seat- 
ing, subways, palm trees outlining the 
entire stretch, a 'Free- 
dom Park with statues of 
national heroes, an Art 
Deco precinct, a ramp 
leading to the Marine 
Tourism Spot and me- 
chanical sea-water foun- 
tains. The bid for imple- 
menting this project 
went to ARC-CGL and 
the work is expected to 
start by December. W 
SUPRIYA KURANE 


A political event can have an effect on the economy 
and the stock market. NDTV 24X7 brings you the 
best of news and the best of business, Monday 


to Friday from 9 a.m. to 4 p.m. It'll be your 


It's all you'll want to know w. P 
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EXPERIENCE. TRUTH FIRST. 





POLITICS 


The North-east crisis 


Is the recent unrest in the area a result of the quiet in the J&K valley? 


NDEPENDENCE Day this year 


was marked by an unexpected | 
| tern of the strikes in J&K. 


shift in the violence graph. The 
trouble-prone state of Jammu & 
Kashmir was virtually free of inci- 
dent. Instead, violence erupted in the 
^ North-east. In Assam, an explosion, for 
which ULFA later claimed responsibil- 


ity, killed 16 schoolchildren and women, | 


while in neighbouring Manipur, the on- 
going agitation took a turn for the worse 
" with a student leader setting himself on 
fire. The student died the next day. 








gust blast is more in the mould of a clas- 
sic terrorist attack and follows the pat- 


Highly placed sources in the govern- 
ment pointed out that many insurgent 
groups in the North-east have links to 
Pakistan's ISI, which has managed to in- 
filtrate into the jungles of neighbouring 
Bangladesh and Myanmar, where In- 
dian militants often seek shelter. The is- 
sue has been taken up time and again 
with these two governments and they 
have been presented with evidence col- 


Protesters demand the withdrawal of the Armed 
Forces Special Powers Act from Manipur 


The change in pattern has set off the 
alarm in the government. Are the spon- 
sors of terrorist violence in J&K shifting 


their attention to the insurgency-hit | 


North-east? New Delhi suspects so. 
What seems to lend credence to the 
government' suspicions is the unusual 
nature of the ULFA attack in Assam. The 
banned militant group, for the first time, 
killed innocent children and women. In 
the past, their targets have been the se- 
. curity forces and other symbols of state 
authority. Else they have abducted busi- 
nessmen for ransom. This year's 15 Au- 








lected by Indian security forces and in- 
telligence agencies. To no avail. 
The timing of the eruptions in the 


North-east is significant. They ve come | 


when militant groups in J&K are under 
orders to lie low while India and Pak- 
istan are talking. The government sus- 
pects that the sudden escalation of un- 
rest in the North-east could be an 
attempt by the ISI to open a parallel 
front to keep the pressure up on India. 
Of course, the ISI can only stoke fires 
that are burning. Trouble has been 
brewing in Manipur for along time, ever 
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since the Centre admitted it was negoti- 
ating with the Naga insurgents. Worried 


| that they may lose part of their territory 


to the Nagas, the Manipuris have been 
on the warpath for the past two years. 
The rape and death of a woman at the 
hands of the Assam Rifles on 11 July this 
year provided the necessary spark. 

What's surprised the government is 
the scale of the agitation. The Centre 
suspects the flames are being fanned by 
agents from across the border. So much 
so, that the Congress-led government in 
Imphal, much to the embarrassment of 
the Congress-led government at the 
Centre, has been forced to go along with 
the demands of the agitators. But New 
Delhi cannot withdraw the Armed For- 
ces Special Powers Act, as Manipur is 
demanding, even if it wanted to. More 
so after the Independence Day blast in 
Assam, where the Act is also in force. 

In fact, the fat is really in the fire now. 
The blast has raised the spectre of an- 
other North-eastern state being en- 
gulfed by violence. Although the ULFA 
was badly mauled by the anti-terrorist 
clean-up operations in Bhutan last De- 
cember, the 15 August strike suggests it 
is regrouping. Worse, it signals that the 
ULFA may take to J&K-style terrorism. 

With events spiralling out of control 
in Manipur, the Centre is weighing its 
options carefully. One possibility is that 
the Congress may replace the chief min- 
ister. Another is that the Centre may 
withdraw the offending Assam Rifles. 
But there is a growing realisation that 
neither of these moves may actually 
solve the problem. In fact, ultimately, 
the Congress may have to swallow the 
embarrassment of dismissing its own 
government in Imphal and resorting to 
President's rule. 

Unfortunately, even this may not 
stem the tide. Fears are mounting in 
New Delhi that the North-east, where 
insurgency-related violence had come 
down in recent years, may once again 
become a troubled zone. 

ARATI R. JERATH 
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E businesses large and small. 


Not surprisingly, we are. the pielen itelétom | 
|. partner to more than two thousand -corporate 
-| "houses of India, helping. them. harness new 
| opportunities be | 


If you too are an e-entrepreneur looking for the right 
opportunity, you sir, are looking at the right place. . 





n he n Qualification: 


- Science Graduate with an ‘engineering degree. 
Alternatively, certifications in courses like CCNA, 
CCNE, PG Diploma in Telecom or 1T. 


Experience: 

You should be a Network Specialist with 2 years of 
experience in the area applied for. You should also 
be acquainted with the buying behaviours o 
various segments. 


Turnover and Manpower: | 
Your undertaking should have a turnover of Rs. 50 
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first we will make'y you undetstaned vici vid the 
products. Which. is why we will be taking you 








So to make most of this opportunity email 
your business profile to Rajesh Makwana àt 
rajesh.makwanaGvsnl.co.in or fax it on: | 
022-56669038. 





Tata indicom Enterprise Business Unit, 

Tower C, Lokmanya Videsh Sanchar Bhavan, 
Kashinath Dhuru Marg, Prabhadevi, Mumbai 1-400 025, 
Telephone: 022 - 5652 6400 Fax: 022 - 5652 6407. 
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DELOITTE-A.F. FERGUSON 


Biggest of the four? 


HE entry of A.E Ferguson & 
Company (AFF) into the De- 
loitte Haskins & Sells (DHS) 
fold has created, on a number 


/X' of counts, the top audit firm in India. 
- V Apart from DHS, AFF is the fifth com- 

; pany under DHS umbrella after S.B. Bil- 
.... limoria & Company, C.C. Chokshi & 


Company, Fraser & Ross, and PC. Han- 


2 sotia & Company. Together they audit 
: 215 of the companies listed on the BSE. 


The PricewaterhouseCoopers (PwC) 
and Lovelock & Lewes combine has 124. 
(Comprehensive data on private firms 


-, and non-audit services is not available.) 


DHS is tops on other counts too. It 
audits 45 of the public companies with 


_ net profit of Rs 50 crore or more (See 


= 36. In fact, DHS companies have a vir- | 


‘The big client stakes’). PwC is next with 


tual monopoly over the Tata group — 


(7 they audit 39 of the 86 companies in the 


M . CMIE database, including most of the 


top companies. (See "Trust of the Tatas’). 
After AFF's entry, DHS' already big 
family has grown bigger. With the addi- 


(7 tion of 30 AFF partners, the total num- 
"  berisalmost 100 now. PwC has about 60 


while Ernst & Young makes do with 52. 


` And the number of employees in the 


combined firm stands at about 2,000. 
For DHS, 'arrangements' with other 

audit firms to bring them under the 

DHS umbrella has been the way for- 


= ward. All of them continue with their 


own identities. So, while DHS and S.B. 


- Billimoria joined up in 1999, they still 


are separate firms with different pay 


" structures. The attraction of being asso- 





|. ciatedwitha global brand like Deloitteis : 


that it becomes easier to attract and re- 
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tain clients. And with Indian 
companies expanding 
abroad and foreign ones do- 
ing the samehere, it doesn't 
hurt to have auditors with 
global expertise. Besides, a 
DHS member company can 
handle audit while another 
can offer other services. So 
business does not have to be 
passed up because of conflict 
of interest. 

Holding the firms toget- 
her are common partners. Some of the 
partners of the member firms join DHS 
as partner. The main partnership is akin 
to a board of directors. They elect a 
managing partner and chairman. Such 
arrangements avoid some of the prob- 
lems of traditional mergers. 

But they can also lead to situations 
similar to an oversized cabinet ministry. 
In the combined Deloitte setup, there 
are three joint managing partners at 
DHS — Dileep Choksi from C.C. Chok- 
shi, Udayan Sen from S.B. Billimoria 
and Mukund Dharmadhikari from AFE 
Then there are two positions for non- 
executive co-chairman of DHS — N.P. 


| Sarda from DHS and A.K. Mahindra 


Graphics: NEERAJ TIWARI 


from AFF But then that might just be the 
way to make the ‘arrangement’ work! Bi 
ASHISH AGGARWAL 


Trust of the Tatas | 


A.F. Ferguson & Company 


Tata Sons 

Tata Motors 

Tata Tata tron & Steel Company 
Power Company 

Tata Investment Corporation 






.B. Bilimoria & Compam 
Tata Consultancy Services 
Videsh Sanchar Nigam 
Rallis india 
Tata Petrodyne 
CMC 
Voltas 
Tata Sponge iron 

C.C.Chokshi & Company 

Tata Telecom 


e $ S0 0 0 09 0 O6 99 986 


| 








Note: This is a partial list. AF. Ferguson & MODE 
1 S.B. Bilimoria & Company and C.C. Choksi & Company 


are ali Deloitte member firms 
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“Martin operates in the state a atpre- ae 
sent. Earlier, DSS schemes were 


sold mostly through post offices. o 
` Martin is the biggest: seller of lot- | 


$ . teries in india. Says Usman Fayaz, | 
CEO of Martin’: s online lottery fim 
x Best & Co.: "We havea network of | 
~ terminals. We want to use this tocre- 
ate a new revenue stream." Asacor . 
t. porate agent, Martin would eam 1. 
per cent commission, 30 peri cent of 
__ Which he would retain. The Maha- | 
E rashtra market for DSS schemes is 
.. Rs 21,000 crore a year. Martin Is tar- 
| “geting 40 per cent of that. If he suc- 

" ceeds, he would earn Rs 6 crore a. 

- yearfor very little investment. | 


- Next in line, facilities to recharge : 


-of mobile phone cards andpaymo- — 
x ie phone bilis s online, SS 


“RAMU IBARIAR, t 


Mus LARGEST SELLING 
BUSINESS MAGAZINE 


_ India’s best B-Schools - in a ranking shoot-out. 


: Management placements, faculty expertise, ‘infrastructure, all the rankings i if you 
A were > looking for an informed tour of India's busi ness schools. it's here. With 
up with COSMODE - a quasi government agency, which i the pioneer 


in B-school surveys in India, it contains useful information on \ 


the top schools from those on the second rung. | Businessworl 
The Businessworld B-School special, on stands August 30. pj ay | 1 
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HE inflation beast has 
stirred again. You are 
painfully reminded of this 
every time you drive into a 
petrol pump. Domestic 
fuel prices are already up by more than 
10 per cent over last year. Meanwhile, 
price pressures are building up in other 
corners of the economy as well — steel, 
iron ore and edible oils, for example. 
The headline inflation rate rose to 7.61 
per cent at the end of July; it was a mod- 
est 4.51 per cent at the beginning of the 
financial year. 

Businessmen, economists, bond 
traders and politicians now openly fret 
about higher inflation. Interest rates 
have climbed by over 1 per cent in the 
money market, and could go further up. 
The yield curve has become steeper. 
This means the difference between 
short-term and long-term interest rates 
has increased, an indication of higher 
inflationary expectations. The equity 
markets too have been spooked by the 
threat of high inflation. 

But there is one group that seems to 
. have been left unscathed: consumers. 
^ */ In bazaars and malls across India, con- 

= / sumers have been spared the worst — 
^. till now, at least. Consumer prices are 
rising at less than 3 per cent a year. This 
June, the Consumer Price Index for farm 
labourers, the poorest of the poor, was 
actually 1.2 per cent lower than its June 
2003 level. The prices of goods bought 
by industrial workers were just 3 per 
cent more. So ordinary citizens have not 
borne the brunt of this quarter's infla- 
~- tionary fury Why? And how much 
v longer will consumers continue to be 
w= protected against higher prices? 
































THE ECONOMY 


Inflation: So why 
.. jsntit hurting: 


/ Acompetitive economy is forcing firms to absorb higher input 
| prices. But how long can this last: 


has been lost on many observers. Red- 
hot steel prices have lit equally hot polit- 
ical fires. A fortnight ago, some of the 
country's most powerful steel barons 
were in New Delhi to meet Ram Vilas 
Paswan, the minister of steel and mines. 
China's seemingly insatiable appetite 
for steel has pushed up prices of steel 
(and many other commodities) across 
the world. India is no exception. But 
Paswan seems to believe that domestic 
steel prices should have no link to global 
prices. Hehas beenleaning on domestic 


There is a good reason why higher | 
wholesale prices havent percolated | 
down to consumer prices. Consider | 
steel, a commodity whose price has so- | 
ared to the stratosphere: prices have | 
gone up by a third since April. One in- 
dustry insider says, in defence, that it is 
only the prices of long products that 
have risen fast. The rise in the prices of 
flats (the main output of most Indian 
steel plants) has been relatively modest 
over the past three months. 

Yet, this is an industry subtlety that 


Data M EAS ina a rir a iS area aa iaaa eile 


Consumer prices remain muted... 
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Consumer Price Index for industrial workers (figures in per cent) 


...despite a sharp rise in wholesale prices 
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Source: CMIE 
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Wholesale Price Index for 2004 (figures in per cent) Source: CMIE 
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steel companies to cut their prices. They 
have been politely telling him: “No.” 
Insiders say that some major indus- 
tries using steel (such as automobiles, 
consumer durables and construction) 
have been lobbying with the govern- 
ment to get steel prices down again. 
They wouldn't have in the bad old days 
of protected markets and almost limit- 
less pricing power. Higher input costs 
would merely have been passed on to 
consumers. But it can't be done that eas- 
ily in today's competitive markets. It is 
the companies that are being forced to 
absorb higher costs. The result: price 
tags on cars, washing machines and re- 
frigerators have not risen, despite a 30 
per cent rise in steel prices. Wholesale 
and consumer prices have diverged. 
Mahesh Was, MD of research house 
Centre For Monitoring Indian Economy 
(CMIE), believes this is because of 
greater competition. "It seems that 
companies haven't been able to pass on 





higher input costs to consumers. It's a 
victory of market forces," he says. The 
obvious question: does this mean com- 
panies will have to live with lower mar- 
gins till either commodity prices cool off 
or consumer prices are increased? "It's 
not so simple and linear," says Vyas. 
"Higher productivity and lower interest 
costs can help reduce the effects of ris- 
ing input costs on corporate margins." 
The loss of corporate pricing power 
has helped consumers. But Rajeev 


Varma, an economist with investment 


bank DSP Merrill Lynch, says pricing 
power may gradually improve over the 
next few months because of strong de- 
mand and capacity constraints in the 
Indian industry. “Prices of manufac- 
tured goods will start rising over the next 
12 months," he predicts. In fact, he be- 
lieves that oil prices will soften by the 
end of this financial year. So, though the 
headline inflation rate will come down 
in a few months, core inflation (which 
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does not take volatile food and fuel 
prices into account) may move higher 
in the coming months. His forecast is 
that wholesale inflation in March 2005 
will be 5.6 per cent, 30 per cent lower 
than the expected peak of 7.9 per cent. 

In short, the headline inflation rate 
(now well above 7.5 per cent) will go a bit 
further up in the coming weeks before 
falling back towards 5 per cent. What'll 
this mean for consumers? One ofthe re- 
asons why Varma expects wholesale pri- 
ces to drop is the anticipated decline in 
global crude prices. But if prices of man- 
ufactured goods continue to rise, then 
consumers may soon feel the pinch. 

It could be only a matter of time be- 
fore higher inflation hits household 
budgets. It all depends on how soon 
firms regain pricing power. In the mean- 
time, a poor harvest due to a badly- 
timed monsoon could push up food 
prices. Sugar prices, for instance, went 
up 16 per cent in June. Higher food 
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prices are especially bad for poorer 
households as they spend a major 
chunk oftheir income on food. 

What can be done? A lot depends on 
the nature of today's inflation. Econo- 
mists often talk about two types of infla- 
tion — cost-push and demand-pull. In 
the former, supply problems in a few 
important commodities push up their 
prices. While, the latter arises when gal- 
loping demand in the economy feeds 
inflation. The policies to tackle the two 
types of inflation are radically different 
from one another. The consensus is that 
the current round of inflation is due to 
supply problems. It is of the cost-push 
type. And the best way to tackle it is to 
cut taxes on commodities whose prices 
are rising. The government has already 
cut import duties on crude oil by 5 per 
cent. This should take some pressure off 
domestic fuel prices. CMIE believes that 
supply problems are building up in two 
other commodities — sugar and edible 
oils — because of the late monsoon. A 


y , jumpin their prices ahead of the festive 


season could turn out to be a political 
embarrassment for the government. 
But if these measures prove inade- 


^ quate, then the authorities may have to 


consider the next option — a set of 
monetary measures to kill excess dem- 
and and bring down inflation. (These 
include cutting money supply, increas- 
ing interest rates and letting the rupee 
appreciate.) A senior banker, however, 
says that there is no need for this set of 
options to be used right away. Money 
supply growth is still under control. But 
it has been inching up over the past few 
months. M3 — the measure of broad 
money — grew by 15.5 per cent this July, 
compared to 11.25 per cent in July 2003 
and 12.13 per cent in January 2004. 
Though there is little doubt that the cur- 
rent bout of inflation is a result of higher 
prices in a few commodities (which can 
be controlled with a cut in import du- 
ties), the banker says that the Reserve 
Bank of India (RBD has to keep an eyeon 
the monetary aggregates. If they keep 
growing, then it may be time to gently 
apply the brakes before we end up with 
even higher inflation rates. 

Alot depends on how RBI governor 


os Norns 


BENNETT UU D SE 


Y.V. Reddy and his men assess the situa- — 
tion. The RBI, fornowatleast, continues | 


to stick to its inflation estimate of 5 per 
cent. Most economists believe that in- 


flation will come down to that level by 
the end of this financíal year. Outside 
the monetary temple, however, bond 
market traders believe that interest rates 
will be gradually nudged up in the 
months ahead. But by how much? We 
are not likely to see a repeat of 1995, 
when the RBI controversially applied 
the brakes with savage commitment. 
M3 growth, which was running at over 
18 per cent, was brought down to 12 per 
cent. Interest rates shot through the 
roof. The prime lending rate even 
touched 17 per cent at one point. Infla- 
tion was brought to heel, but industry 
toppled over into a five-year recession. 
The current inflation is far more be- 
nign. Also, unlike 1995, industry is today 
on the recovery path rather than in the 
midst of a three-year boom. The econ- 
omy has not over-heated. Business in- 
vestments are also looking up after 
more than a decade. Given this, say RBI 
observers, it is very unlikely that the 


central bank will slam the brakes right | 


away. Current inflation trends do not - 
| has gone up sharply this year. 


warrant such extreme steps. 
But even if inflation does dip in the 
months ahead (though a lot depends on 


what happens to global oil prices), con- | 
sumers may not be protected forlong. | 
| tion to the global rule. Inflation is back 


Manufacturing plants in many indus- 


tries arerunning at full capacity. Newin- | 


vestments have been planned, but it will 
be some time before fresh supply comes 
into the market to ease price pressures. 
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Companies are likely to regain some of 
their lost purchasing power. And short- 
ages in sugar and edible oils will hurt 
family budgets directly. 

It would not be fair to lay all the 
blame at the government's door. The in- 
flation cycle has turned around the 
world. The global economy saw more 
than a decade of low inflation. Now, 
price rises could be the rule. 

Take China. Around two years ago, 
the International Monetary Fund (IMF) 
was worried that deflation would wreck 
some economies. It said that China was 
close to deflation. Prices were declining 
at around 1 per cent a year. Now China 
has an inflation rate that it has not seen 
in years — 5.1 per cent, and this is con- 
sumer price inflation. It's much the 
same story in other economies. Infla- 
tion in the US has moved up from 2.1 
per cent to 3.3 per cent over the past 
year. The flood of liquidity released by 
central banks since 2001, the global oil 
shock and Chinas blistering growth are 
some ofthe reasons why global inflation 


India's economy can no longer be in- 
sulated from global trends. Whatever 
ministers like Paswan may enthusiasti- 
cally believe, India cannot be an excep- 


— and perhaps it is here to stay. It'll be 
an entirely new game now — for com- 
panies, investors and consumers. W 

NIRANJAN RAJADHYAKSHA 
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Dear Mr Speaker, 
With the monsoon session having begun, I 
write to you as a common citizen who is con- 
cerned about the way our Parliament has dete- 
riorated over the years. In doing so, I speak for 
thousands — nay, hundreds of thousands — of 
us who are deeply troubled by the behaviour of 
many of our elected representatives in a sacred 
institution that is supposed to conduct debate 
and carry out legislative business in an ordered 
and civilised manner. 

Having been a 10-time member of Lok 


Sabha since 1971 andawinner ofthe Outstand- | 


ing Parliamentarian Award, you must be sad- 
dened at the alarming descent not just of the 


level of debate, but by the poor attendance and | 


conduct of people who storm the well of the 
House or boycott proceedings at the slightest 


| pretext. One would have thought that the BJP 


would have been different, given that when 


| they sat on the Treasury benches they railed 





Itistime | 
people 
got to see © 
TV replays | 
of the | 
unsavoury 
conduct | 
of our 
MPs in 
the House 








against the behaviour of an ‘unprincipled’ 
Opposition. But to no avail. It seems the mantra 








of any party in the Opposition is to waste tax- | 


payers money by preventing the conduct of 

legislative business on the flimsiest pretext. 
Since leopards are not known to change 

their spots, especially many of our elected rep- 


resentatives who believe that they are law unto | 
themselves, may I make a few suggestions so | 


that the people of India get a more complete 
sense of their leaders' conduct? 
@ First, all right-thinking people wholly en- 


dorse your suggestion that the Zero Hour in | 


Parliament should be televised live. Moreover, 
the more unsavoury episodes that frequently 
occur during that time ought to be re-telecast 
in major national channels during prime time. 

ll Second, when Parliament is in session, let us 


have the weekly data on air fares spent on our | 


representatives in both the Houses. It would be 
instructive to know how many fly in from their 
constituencies to Delhi every week but don't 
bother attending the House. 

W Third, can we have the daily attendance 
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record of all members of the Lok Sabha and the 
Rajya Sabha during any session of Parliament? 
We would love to know how many sign the reg- 
ister for the daily allowance, and then disap- 
pear to conduct other business. 

lil Fourth, can you instruct the Parliament staff 
to conduct three daily head counts in the Lok 
Sabha during each session — an hour before 
and an hour after lunch, as well as sometime in 
the evening? It will be revealing to match the 
headcounts with the attendance register. 

B Fifth, the dominant image of the Speaker is 
that of someone requesting parliamentarians 
to behave. Can we get data on how much time 
is lost by your cajoling the members to speak in 
turn, to keep quiet and to return to their seats? 
We can then estimate how much time is taken 
away from constructive business. 

@ Sixth, can we also get an estimate of how 
much legislative work is actually conducted in 
each session of Parliament? For instance, we 
could compare the number of Bills that were to 
be taken up with those that were actually intro- 
duced, piloted and passed or concluded. 

ll Seventh, just as the speed of every cricket de- 
livery is measured, so too can we have a 'Storm- 
ing-the-Well-of-the- House Stopwatch’? It sho- 
uld start as soon as MPs storm the well, and 
stop only after they have returned to their seats. 

You may face considerable opposition in 
trying to introduce any of these. After all, 
nobody likes being put under public glare, least 
of all the unruly. So if these suggestions don't 
gather sufficient support, as I suspect they 
shall not, may I request that you ask your many 
friends in the Press to get such data and make it 
a point to publicise them everyday? 

Frankly speaking, if any of us mere mortals 
behaved like some of our parliamentarians, we 
would have been sacked forthwith. And with 
good reason. I realise that MPs can't be sacked 
for misbehaviour, absence and dereliction of 
duty. But, by publicising the data, at least we 
will know how many are sackable. That would 
be asmall step in the right direction. * 

















A customer gets oil therapy at 
Hindustan Lever's newly-opened 

. AS 
India's best known FMCG 
company tries to kick-start 
growth again, such forays into 
services will have an important 
role to play. So far, Ayush is 
faring well. This parlour in Khar, 
Mumbai, gets about 1,000 
customers every month. It 
posted operating break-even in 
just 90 days 
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ALL ita case of shock therapy. On August 13, a Fri- 
- day, Hindustan Lever's share price on the Bombay 
Stock Exchange touched Rs 110.5 — its lowest in 
the past seven years, The worst was yet to come. 









opened after its weekend break, the scrip contin- 
ued plunging — and touched an intra-day low of 
, an 11-year low, before recovering to Rs 107, Some 
market men predict that the stock has not reached bottom yet. 
This is easily one of the most trying periods i in HLLs 73- 
year history. After growing at a scorching pace all through the 
1990s, Indias most admired FMCG company simply stopped 
rud rowing four years ago. Since then, under chairman M.S. 
3 Banga: sleadership, it has tried everything it could to kick-start 
growth — to no avail. It has slimmed down, and focused on 30 














ets; it has made a foray into several new businesses; and 
.. it has even gone in for drastic organisational restructuring, all 
~~ in search of that elusive growth. 

—*- Buttill last year, it at least had one consolation. All those 
changes were helping profits grow though revenues remained 
stagnant. Unfortunately, when it declared its second quarter 
results, even that piece of good news was gone. Lever's bot- 
tomline plunged by 43 per cent as it had to slash prices to 


Watch out. After being do 


out for four years, there are finally 
Signs that Hindustan Lever is 
beginning to wake up 
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r' brands out ofthe 110 in its portfolio to expand to new - 


On Monday, August 16, when the stock exchange | 


vaunted talent pool — a large number of managers have ¢ 


Lever still boasts robust finances, Its depti n 


match price warriors, in its mainstay detergents business. r 
. None ofthe new businesses-— including the much- -hyped i 

foray into water — have displayed sufficient traction. Now, the 
growth problem has also caused cracks in Levers mu 





ited the company. to. 
-Has the FMCG giant lost its competitive edge? Or is 
market merely writing off the company toos 






the future: to bt m beset ompe 
The process has taken time; will itevent pi : 








ofthe growth rut? Lever's top team insists it will. irector. 
finance, D: Sundaram: “A transformation of this ‘kind requires 
time. We realise that we have to now show growth. We know 
society will give us a tick mark only if we deliver growth.” 

That's really the moot point. BW spent several hours with 
Levers new top team — and with a number of former HLL 
managers, and CEOs of other consumer product companies 


id 











QV -. | —. — S. M — 


— to figure out if it had built a new set of capabilities Two, competition always brings out the best 
that will drive stronger growth and profits. in Hindustan Lever. This time, stung by P&G's 
The picture that emerges is of a company that price war, Lever has finally begun addressing its 
was, perhaps, overwhelmed by change. But, p. other bugbear: a high margin structure. It is no 
more importantly, there are signs that the bad longer waiting for competition to force it into restruc- 
spell may be finally coming to an end. turing its margins. Instead, it is proactively reducing 
For one, the drastic slimming down of the prices in categories like shampoos. 
brand portfolio — which threw up huge prob- Three, Lever is also recognising that size needn't be its 
lems in execution — is now over. Lever managers biggest enemy, provided it is able to build an organisation that 
say they can now concentrate on growing all the 30 power | isfar more nimble footed — and backed by the power of scale. 
brands. Their confidence stems from the experience inturn- | Not many understand how Lever's new structure will help it 
ing around mega brands like Lifebuoy and Fair & Lovelyinthe | add more muscle in bargaining with the retail trade and the 
last four years. rest of its supply chain partners. But if its initial moves are any 
That confidence is reflected in the way HLLupped promo- | evidence, Lever could well end up pushing its strength in dis- 
tional spends for its brands by a whopping 30 per cent in the tribution and supply chain several notches higher. Few of its 
second quarter of this financial year. "My sense is that they . rivals will be able to go that distance. “It takes a supertanker 
have finally bitten the bullet. To push through a price cut along | time to turn around. We are slowly but surely getting there," 
with a huge hike in advertising in such a bad quarterisclear | aversa senior manager, on condition of anonymity. 
indication that someone inside is thinking more deeply about | But none of these changes are likely to bear fruit immedi- 
the long-term business need,” says a former Lever manager. | ately. For the next six months to a year, experts say, Lever may 
still have its back to the wall, as it battles P&G for control of the 
detergent market. “You have to wait for Part II of the battle. You 







v Vindi Banga, Non-executive chairman haven't seen us work out our innovations in the laundry mar- 
NO one IS Sure of his role. Prime task: help HLL ket as yet," says Arun Adhikari, managing director, HPC 
survive the P&G onslaught. Problem area: Face (Home & Personal Care). 

up to P&G as HLL moves to a new structure Whether these changes will put HLL back on the growth 


path is still not clear. And it will be a long time before the com- 
pany can glimpse the blinding growth of the early 1990s. 

But first, why did it slide into a rut in the first place? 

Late in 2000, co-chairman Niall Fitzgerald kicked off a 
massive reorganisation at Unilever, under the ‘path to growth 
strategy. The Anglo-Dutch giant began rationalising its brand 
portfolio, slashing it to 400 key brands from 1,100, lifting prof- 
itabilityin the process. At Hindustan Lever, Banga proposed to 
do the same. 

The reasons were clear. The personal products division 
(PPD) was a casein point. Internal analysis revealed that while 
PPD had 21 brands, 85-90 per cent of revenues came from just 
nine brands. Lever was not supporting its core brands as well 
as it could. The company decided to whittle its brands down 





HEMANT MISHRA 


« Adhikari 
.MD, HPC 


The transition to 
the power brand 


4 Sundaram 
Director, Finance 
Insists detergent 
price war is not 


sustainable. portfolio is 
Prime task: to almost over. 
invest in core Prime task: 
businesses and expand 
dispose of non- innovation 





core ones. beyond a few 
Problem area: select brands. 
finding funds for Problem area: 
long-term tackle P&G's 
growth without detergent price 
depressing war and kick- 
margins further start growth 
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HLL 


from 110 to 36, over the next three years. This would cometo | and they slowly died. And, at that time, 30-40 per cent of 
be known as HLL's Power Brand strategy. To identify these | Lever's beverage business came from such brands! A manager 
power brands, managers were asked to consider their growth | estimatesthat, between them, the small brands accounted for 
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potential, profit delivery and the size of the opportunity. And | about 30,000 tons. 
to ensure that Lever would not lose sales, it was decided to mi- But volumes was not the only reason why these brands 
grate these brand users to the designated power brands. were important. When these brands vanished, they pulled 


In practice, things worked out differently. Take beverages. | down HLL5 distribution network. Despite being local, brands 
After the Brooke Bond- Lipton merger, the companysteadivi- | like these were very powerful. A former manager estimates 
sion alone had clocked in an impressive 135,000 tonnes. To- | that brands like Ruby Dust would account for as much as 70- 
day, itis down to 75,000 tonnes (Lever deliberately shed 30,000 | 80 per cent of Lever's beverage business in a state like Maha- 
tonnes of the low-end A1 brand as it was unprofitable). rashtra, something that Lever capitalised on. Says the man- 

Asthe company began focusing on profit growth, its foods ager: "Since we knew retailers would buy these brands from 
business (which includes beverages) came under pressure to | us, our other products used to piggyback on that distribution 
generate similar margins as HPC. Beverages had a margin of | chain. These were the carrier brands.” 





around 10 per cent while HPC enjoyed around 30 per cent. At Next, to up margins on the remaining tea brands, the com- 
the same time, the perception began to build inside the Foods pany hiked prices. Recalls the former manager: “They would 
division that to be successful, one had to be say that if we can get a 20 per cent margin on a cake of soap, 







in HPC. And the first of the senior managers eras why cannot they do that at foods? That was laudable 
began to move out. At the same time, senior jobs ENS. thinking, but we knew that things did not work like 
in beverages began to go to managers from HPC. 

These managers came in with a very different 


mindset. Says a former manager in the foods business: But the moment that rose to 17-18 per cent, sales 


xe that.” Take Red Label. “It did well as long as its mark- 
E up over the other brands did not go over 14 per cent. 


"Something like tea was a commodity-based business. would begin to come down. And then, it would be 
There was lot of local competition, and our prices had to re- | hard to get them back." 
flect their prices." In contrast, HPC was much more brash. Its By then, there was a lot of pressure to meet profit targets. 


mindset had evolved in a business that wasn't linked to com- | Recallsa manager: "The people heading the division were not 
modities at all. The new managers approached the beverage willing to cut prices even when we told them that volumes 
business in a similar way, as though it was independent of | were falling." Things then settled into a strange pattern. The 





commodity prices. company took the first price hike, profits went up, volumes 
From the very start, comments a former employee, there | fell. The next year, to grow profits despite smaller volumes, the 
was confusion on what had to be done with these brands — | managers had no choice but to raise the prices again. Nor did 


were customers to be migrated? How would that be done? | ithelp that commodity prices were falling. Consumers began 
Eventually, the company began axing smaller, less profitable | toexit HLL brands. 
brands. This, he says, was not carried out well. There was no The same story was repeated at HPC. Migrating marginal 
migration of all the brands into the power brands. brandslike501 and OK to Wheel wasn't easy. So HPC ended up 
Take tea dust brands like Ruby Dust and Super Dust. These | milking many ofthe marginal brands like Rexona and Jai while 
were big brands in terms of volume. Super Dust used to do | strongbrands like Liril and Hamam did not receive enough at- 
10,000 tonnes a year while Ruby Dust was a 6,000-tonne | tention. Agrees Adhikari: “We did end up milking some of the 
brand. Initially, these brands stopped getting any above-the- | small and unviable brands, instead of merging or migrating 
line support, only below the line. Then even that was stopped, | them to the power brands. It did cost us growth." 








4 Sehgal 4 Ravindranath 
ED, New Ventures MD, Foods 

Only two Believes that the 
ventures have new organisation 
scaled up: HLL structure will help 
Network & HLL leverage 
Project Shakti scale economies 
Prime task: across the value 
focus on the chain. Prime 
water business. task: expand 
Problem area: Brooke Bond 

has to expand brand. Problem 
distribution of area: has to find 
confectionery ways to revive the 
business to struggling staple 
paan shops foods business 
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story 


The beverages category remains a good case study on | 
what went wrong. "At HLL, life was all about margin expecta- 
tions," says a former employee. These were supposed to be 
mass-market, high-volume brands. But the margins were far | 
above what they should have been, and yet managers were | 
scared to bring them down. | 

At the same time, because of the short-term pressure to 
deliver numbers, investments in brand building and advertis- 
ing fell. This happened because the company always had high 
margin expectations. When the topline failed to budge, man- 
agers cut back on all costs to keep margins intact. 

Now, after four years of chasing profits, Lever has finally 
decided that its strategy needs to change. Also, except for a few | 
small cases (like Denim merging with Axe), the process of 
brand migration is over. "We now need to focus entirely on 
spreading innovation from just a few power brands like 
Lifebuoy, Lux and Fair & Lovely to the rest of the portfolio." 

It is pertinent to mention here that even Unilever's 
path to growth strategy has not worked. Fitzgerald is on 
his way out and will be replaced by Patrick Cescau. Will 
this give more breathing room to the Indian business? 
That is not clear yet. 


Leveraging The Brand Portfolio: The New Way 


In hindsight, Arun Adhikari agrees that he ought to have | 
played a slightly different game. "For instance, on shampoos | 
we should have reacted quicker and deeper. Instead of re- | 
sponding with our lead brands, we launched Lux shampoo. 
With the benefit of hindsight, it would have been better to use 
Sunsilk and Clinic, since they have meaning for the con- 
sumer," says Adhikari. 

According to him, these learnings have helped Lever push 


By using self-help 
groups, HLL has 
pushed its products 
down into the 
country. Into vil- 

| lages where people 
|| cannot spend more 
|. than Rs 20-25 on 
| FMCGs in a month 
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through a big shift in its brand strategy. He says: "Earlier, like in 
the shampoo business, we would have tried to shield the main 
brands from price competition. As a result, we would willy- 
nilly create two businesses. One, which took on local competi- 
tion and the other operating in a different world. We will now 
stretch brands, not by tiering the brand (as in one for low-end 
and the other for high-end) but by making it accessible at dif- 
ferent price points," 

This strategy is already evident in the manner in which 
Lever is selling Sunsilk and Clinic. At the same time, brand 
identities are being sharpened. For instance, Surf Blue has 
been integrated under the Surf Excel brand umbrella. The 
same learning has now been extended to Brooke Bond um- 
brella brand, by launching a low unit pack at Rs 10 and also 

straddling other convenient price points. 
There is a strong reason why HLL is changing tack. 
Plaving the tiered game is getting harder as all brands 
go through the same media and trade channels. 
On foods, Lever is on a sticky wicket, though. The An- 


gm ..... brand has not delivered growth. Lever tried 


building a viable atta business, but achieved traction only in 
the south (which is a marginal market, anyway). It couldn't 
evolve a differentiator from the chakki-fresh atta in the north. 
“We are withdrawing the brand from the northern regions," 
admits Ravindranath. 


Growth Business: Pushing For Critical Mass 


In 1999, even before Banga committed himself to growing the 
core business, McKinsey & Co and a set of Lever managers had 
identified new growth opportunities, under Project Millen- 
nium. They selected 167 ideas of which nine were shortlisted, 
based on Lever's existing capabilities or its ability to build 
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them over time. 
In early 2000, the New Ventures team, under executive 
director Dalip Sehgal, was told to decide which ideas to. 
back. Three of those ideas were channel-linked. The... 
Millennium team had suggested a rural distribu- — ge 
tion system riding on self-help groups, entering 


hearted. "We had to operate on a shoestring bud- 
get," declares a former business leader of a new 
venture. He estimates that in 2000, all of new busi- 
nesses received a funding of not more than Rs 
10 crore, and observes, “It was as if the mind knew it 
" should invest in new businesses, but the heart was un- 
into retailing (and e-tailing) and ramping up the exis | willing.” Sehgal denies this, saying: “Never in the last four years 
rect selling business under Aviance. : | havewe been starved of funds or resources by the board." 
Also under consideration was a forayi into orc fiéslthcde | But take confectionary brand Max. Says a former member 
confectionery, water, alcohol, milk and a portal for women. | of the new ventures team, “This is a Rs 2,500-crore market. In 
“We didn't see a fit with a category like alcohol and milk. But | the old days, we would have told the board that given enough 
the others were fine,” says Sehgal. | resources and three years, we would capture 25 per cent of the 
In each of the businesses, a three- to four-member cross- | market.” But now, the board gave Max just 11 months! By their 
functional team consisting of a finance, technological and very nature, new businesses will always be a gamble. It was a 
marketing person, and headed by a business manager, was | case of short-term pressures to acheive profit growth scoring 
set up. In the first year, much of the focus was on conceptualis- | over longer term interests. In the process, the confectionery 
ing the entry strategy and testing it out in the market. If the | business itself got hamstrung. The team’s focus shifted from 
plan met the action standards, it would then be scaled up. capturing as large a wedge of the market as possible to becom- 
Even so, the new businesses have been slow to take off. ing self-supporting really fast. Today, Max is hovering between 
Former HLL managers who had worked in these ventures in- | Rs 40crore- 50 crore. 
sist that the support from the corporate centre was half- On the other hand, a brand like Ayush, which got sus- 
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tained support, failed to set the 
cash counters on fire. The rea- 
son: it wasn't easy to educate 
consumers about the concept 
through mass media. Besides, 
launching a large product range 
— shampoos, oil, hair products, 
roll-ons, soaps — under a new 
umbrella brand wasn't a work- 
able idea. "The differentiator 
wasn't clear, unless consumers 
were in a position to experience 
the product," says Sehgal. 

Lever also delayed launch of 
the Ayush Therapy Centres 
(ATCS) as it was never quite sure 
about the service business, be- 
fore finally taking the plunge last 
year. Set up in technical collabo- 
ration with the Arya Vaidya Phar- 
macy in Coimbatore, the ATCs 
offer the full range of ayurvedic 
care under one roof. 

So far, 12 centres have been 
opened across the country un- 
der the franchisee model. Lever is paid a brand fee and a roy- 






new, improved 
cal overhaul, HLL's 


foray is now second 
only to Amway 





alty. The initial response has been good — and the plan is to | 
scale up to 100 centres by the end of next year. While admitting | 


that Ayush hasn't delivered results yet, Sehgal emphasises HLL 
has built all the relevant capabilities and supported the busi- 


ness right through. So far, two new businesses, Project Shakti | 


and HLL Network, have reached critical mass. "We've had 
considerable success with the channel-related businesses. 
But the consumer-related businesses have been slow to build 
up,” says Sehgal. 

That is perhaps because Lever managers understand lo- 
gistics costs and redistribution stockists better than most oth- 





HLL Network — The 
Aviance. After a radi- 


multi-level marketing 
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ers. Project Shakti, which uses self-help groups (SHGs) to sell 


Lever products in villages with a population below 2,000 | 


(Lever's distribution business cannot cost-effectively reach 
such places on its own), is among the first pan-Indian models 
ofits kind. It will have 12,500 women enrolled by the end of the 
year, covering 52,000 villages. By next year, it would be up at 
25,000 agents, directly servicing100 million people. 

Yet, initially when Lever started the pilots in Andhra 
Pradesh, the dropout rate among the women wasas high as 50 
per cent. Intensive training of the largely illiterate women has 
helped bring it down to just 10 per cent. In the process, the | 
company has reaped an unexpected benefit: not only does 
Project Shakti work as a distribution channel, it has also | 
proved to be a very effective communication medium. “The | 
women selling the products are also educating the people | 
about them, changing attitudes about hygiene, especially in 
these media-dark villages,” says Sehgal. Besides, there are 
entry barriers that make HLL’ position strong here. For 
one, itisnt easy forother companiesto getin touch with 
SHGs. And no other company has the kind of portfolio 
that Lever does. 

Project Shakti's success has interesting parallels 
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with the HLL Network business 
as well. When Lever's new busi- 
ness team took over Aviance's 
personal care portfolio, the busi- 
ness was barely Rs 3 crore-4 
crore. Today, HLL Network (re- 
named to leverage source credi- 
bility has a turnover of more 
than Rs 100 crore and is likely to 
be double that by next year 
(which places it at the No.2 posi- 
tion, behind Amway' Rs 534- 
crore turnover). 

As a late entrant, HLL Net- 
work's strategy hinges on a num- 
ber of planks: an aggressive new 
compensation plan (other com- 
petitors are already locked into 
an old plan), a large portfolio of 
products covering home and 
personal care, Indus Valley 
foods, Denim mens range and 
Ayush spa range, expanded 
reach in 300 towns (unlike about 
50 top towns for Amway and 
others), a new model of consultant centres in every town (so 
that consultants can pick up products and don't lose time 
waiting for couriers) and a very intensive training programme. 
"This business reached the tipping point last year. We are now 
likely to grow at a very fast clip," avers Sehgal. 

Meanwhile, after proceeding slowly on its telephone 
shopping venture (fearing a possible channel conflict with its 
regular trade), HLL has finally scaled up Sangam Direct across 
Mumbai city. It has about 35,000 consumers transacting every 
month — the more the shoppers use the service, the better 
deals they get. Once it saturates Mumbai, chances are that 
Sangam might explore Bangalore or Pune. However, the size 
ofthe business is still too small to make a difference. 

On the other hand, the Surf laundry business has been put 
on the backburner. ^We realised we did not have a differentia- 
torin that business either in the quality of cleaning or the price 
at which we can offer the service. We will have to now rethink 
the business and come at it differently." 

The same applies to the water business. Back in 1999, 
McKinsey had concluded that this was an opportunity bigger 
than foods. There was a large consumer need. There were no 
large players in the market and the company had the best dis- 
tribution muscle in the country. So, the first question was 
whether the company should make or buy a brand. Lever 
spoke to Bisleri, but the company asked for a very high price 
— between Rs 500 crore-600 crore. And there were questions 
about whether bottled water was too urbane an idea. 

So HLL began to look at purification devices. Research 

went on for six to nine months. The idea was to 

look for devices that did not need running water to 
function. Eventually some products were tested, but 
they did not make the mark. So it was back to bottled 
water. But by then, Pepsi and Coke had begun estab- 
lishing themselves in that segment. And Unilever was 
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. . devising differ- 


- As new retail 
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not too keen on water since they saw it as another low ge sourcing, sales and distribution. HLL is already com- 
margin, high volume business like atta. “My feeling is bining its scale advantage to offer retailers a bigger bas- 
that we studied the opportunity to death,” says a for- aud ket of products and better service. Instead of different 


mer new ventures manager. rd Sales teams servicing the same retailer, the company has 
For the last four years, Lever has been running integrated both HPC and Foods portfolios for modern trade 


tests for its water business in Chennai. “We have placed 






chains like Margin Free. Once again, its large portfolio range 
the product in households. We are exploring a combination of helps Lever to use the power of customer relationships to cor- 
a new way of selling and a new kind of product,” says Sehgal. | ner greater shelf space and a disproportionately higher share 
He expects the product to debut in less than six months. of the branded segment. 
f YR / Modern trade, it reckons, is already growing at 15-20 per 
Tapping Organisational Synergies: The New Model | cent and will continue that way for a long time. By bulking up 
The new businesses won't make much difference to Lever's | the businesses, it is possible for Lever to service these modern 
topline for another five years. In the meantime, its bigweapon | trade outlets on a daily business. As a result, these retailers do 
is its scale and the size of its product portfolio. “Yet, how our | nothave to maintain high inventory levels. 
new organisational model will help leverage scale is not fully On the other hand, Lever is working on a pilot project to 
get similar scale economies 
(again, Foods and HPC portfo- 
lios will be combined) to extend 
its direct coverage to villages 
with less than a population of 
2,000. So while Project Shakti will 
expand the distribution cover 
bottom-up, the rural project will 
be top-down. “This will be a 
huge competitive advantage for 
Lever. The costs of expanding 
into these villages will be too 
high for most companies, which 
don't have a portfolio spanning 
teas to detergents,” reckons the 
CEO of a consumer product 
multinational. 
: Once Lever gains direct cov- 
Distribution — 4 a Be ig erage, it will be able to garner far 
: | ; better merchandising and visi- 
bility at the point of sale. Besides, 
as Ravindranath points out, it 
will then become easier for indi- 
vidual HLL brands to gain from 
on-the-ground brand promo- 
tions. “So while Lever’s individ- 
ual brands cannot do it on their 
own, a single large brand like 
understood by the market,” says S. Ravindranath, MD, Foods. | Brooke Bond can invest in wall painting and haats.” Even van 
Here is how it will work. Instead of each business being run | promotions can be done in turn for each brand like Anna- 
separately, Lever has now integrated all businesses undertwo | purnaand Kissan at regular intervals. So far, Lever is fine-tun- 
major divisions: Home & Personal Care (HPC) and Foods. So | ingthe model, given that it entails selecting and retaining spe- 
theentire foods portfolio, including Knorr, Annapurna, Kissan | cific distributors and winnowing out the sales staff as well. 
and tea/coffee, will report to Ravindranath. Similarly, Adhikari A lot also depends on whether HLL can restore the sheen 
will head all of soaps, detergents and personal care. to its culture. Over the past few years, sparked by the harsh 
Ravindranath believes huge scale advantages will accrue | pressure to perform and deliver, HLI's culture has taken a 
from this new structure. For one, there will be one shared ser- | beating. Now, the company says it is working to arrest that 
vice structure for foods in Bangalore, which will look after ac- | trend. Exercises on leadership development and team build- 
counting, planning and payment for all the businesses. “We | ing have been started, for one. However, it remains to be seen 
will now be ina position to invest in better manpower (maybe | ifthis is just tokenism, or something more. 
more CAs) and technology, which may not have been possible Watch out as the giant begins to dance! * 
for a smaller business," he says. | 


Then, there is a common sales and distribution system for : "app: 
foods. The idea is to look for synergies in manufacturing, Ld pene www.businessworldindia.com 
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The seeds of 
collapse were 
sown even 
before GIB 
opened its 


doors. 
By Avinash Celestine 
& Vikas Dhoot 


N the whole sorry saga of | 
the Global Trust Bank (GTB) | 


collapse, one theme emerges 


constantly: that the bank ran | 


smoothly without any prob- 





lems for the first few years, | 
| cauldron further is Ketan Parekh, one of 


after it began in 1994. 
Ask Jayant Madhab, one of the 
bank's founders, and he'll tell you: "We 


were doing fine till 2000." L.N. Sharma, | 
an accountant whose firm was one of | 





the first auditors of GTB and who wason | 


the bank's board between 1997 and Sep- 
tember 2001, also makes the same 
claim: "The bank was running ex- 
tremely well in the first few years. It had 


| 


NPAs, of course, but they were few in | 


volume and well provided for." Former 


chairman Ramesh Gelli, and Sudhakar | 


Gande, the man who was picked to run 
GTB in March 2002, have been giving 


RISE AND FALL OF GTB 





a 
Oct 1994 


€ GTB opens its doors after a 
hugely-successful IPO, over- 
subscribed by over 60 times. 


e Raises Rs 100-crore deposits 
on day one. 





ANAND SINHA 





1997-2000 





the same story in various press inter- 
views: it was the weight of huge capital 
market exposures in 1999-2000 that 
brought the bank tumbling down. 


Flashback. It's the late 1990s. The | 


markets are bubbling again. Stirring the 


GTB'sbiggest clients. He is the man with 
the magic touch. His scrips soar in value 
and GTB keeps shovelling more money 
his way. At one time, the bank had lent 
almost Rs 175 crore to him. 

Then, the tech meltdown in early 
2000. Shares plunge. By March 2001, Ke- 
tan Parekh's game is up — he is arrested 
by the CBI and defaults on his loans to 
GTB. Because ofits huge exposure to the 
market in general and to Parekh in par- 
ticular, GTB has to book heavy losses 


and NPAs. The story of the next couple | 


of years till its merger with Oriental 











Bank of Commerce in July this year is 
one of a bank desperately trying to re- 
cover from its huge losses due to its 
NPAs, and of its attempts to find in- 
vestors willing to put in capital. 

This is a neat story. It serves Gelli 
well. He stepped down as chief execu- 
tive in 1999 and handed over the reins to 
Sridhar Subasri, his trusted lieutenant 
whom he had first met in the late 
seventies at the Andhra Pradesh State 
Financial Corporation. So by claiming 
that the problems began after he 
handed over the reins, Gelli absolves 
himself of the blame. 

Actually, GTB's problems began 
right from the inception and continued 
(even worsened) through the 1990s. 
GTB was set up in 1994. It was one ofthe 
eight new private sector banks that were 
given licences in the early days after lib- 





6e GTB eyes capital-market business 
as the tech boom begins; bids 
successfully for Ketan Parekh's busi- 
ness. 


March 1999 


€ Gelli steps down, takes over as 
non-executive chairman and plans to 
focus on the insurance venture. 


e Sridhar Subasri takes over as de 
facto chief of the bank in April 2000. 


Oct-Dec 2000 


e GTB rules out insurance foray, 
identifies UTI Bank as potential 
partner for merger. 


ag UTI BANK 
Oct 2000-March 2001 


® Share price spurts from a low of 
Rs 70 to a high of Rs 120 — there 
is widespread speculation of rigging 
in GTB stock ahead of the merger. 


e vene called off; Gelli is asked by 
the RBI to step down from the board. 


March 2001 


€ R.S. Hugar, ex-chairman of Corpo- 
ration Bank, is new GTB head. He 
begins a clean-up, finds 30% of lo- 
ans are made to the capital market. 
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eralisation. GTB's problems lay with the 
way it sought to raise capital, with the 
way it dealt with borrowers and with in- 
competent and often inexperienced 
middle and senior management. Top 
executives like Gelli and Subasri were 
well aware of these problems, and 
through inaction (and sometimes delib- 
erate action) contributed to them. 
GTB’s first problem was its heritage 
— it had none. Its other new-generation 
competitors in the private sector — 
ICICI Bank, HDFC Bank, UTI Bank and 


Centurion were all promoted by large | 


financial institutions or NBFCs with 
deep pockets. Even Times Bank and In- 
dusind had large corporate groups as 
promoters behind them. GTB was the 
only bank whose promoters were indi- 
viduals — albeit wealthy and well-con- 
nected ones. 


€ The bank makes heavy provisions 
in its accounts. 


Dec 2001 


€ Hugar steps down; an interim 
committee of the boa- 
rd manages GTB. 


March 2002 


e Sudhakar Gande 
brought in as MD; 
he begins to look for ~ 
a buyer or an investor 
willing to put in capital. 


End-2002 


@ RBI inspec- 
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“Raising the initial capital was diffi- 


TRIBHUWAN SHARMA 


cult,” says Madhab. “The biggest prob- | 


lem was to raise the capital, and at the 
same time maintain control.” When 
Madhab and Gelli applied to the RBI for 
a banking licence, in 1993, they were 


told that as promoters they could holda | 


maximum of 40 per cent and had to di- 
vest 60 per cent to the public. “We ar- 
gued with them and managed to get 


them to change those terms,” says Mad- | 


hab. The RBI agreed to allow promoters 
to hold 75 per cent with the public hold- 
ing the remaining 25 per cent. 

Madhab, a career man with the 


Asian Development Bank (ADB)in | 
Manila (where he first met Gelli in the | 


early seventies when the latter was 


studying for a management degree at | 


the Asian Institute of Management), 


. used his connections and managed to 








tions discover problems in the way 
GTB accounted for NPLs of Ketan 
Parekh. RBI complains to ICAI about 
Lovelock & Lewes, the firm that 
audited GTB’s FY2002 accounts. 


Jan 2003 


€ Investment banks Lazard, JM 
Morgan Stanley and Ambit, 
appointed to hunt for buyers. 


Mid- 2003 


€ Newbridge Capital emerges as 
potential buyer; GTB books a loss of 
Rs 270 crore for March 2003. 


€ GTB's new auditor, PwC, heavily 
qualifies the balance sheet. 


THE GTB COLLAPSE 


get the ADB and the International Fina- 
nce Corporation to invest in the bank. 
Gelli tapped his sources of funds, and 
the bankalso went in for an initial public 
offering for Rs 25 crore in late 1994, even 
before it had opened its doors. 

The IPO was oversubscribed by over 
60 times. Again, the impression is that 
the success of the IPO was due to the 
public image of Gelli, a Padma Shri 
awardee and a man who was outstand- 
ingly successful in his 10-year stint as 
chief executive of Vysya Bank. (That 
Vysya had been implicated in the 1992 
securities scam seemed to have been 
forgotten by eager investors.) The good- 
will he built up there, so the story goes, 
was responsible for the overwhelming 
response to the IPO and in attracting 
customers to the new bank. "At the end 
of day one (when the bank opened for 
business), we had raised over Rs 100 
crore of deposits," says Gelli. "At the end 
of year one, we had Rs 1,000 crore." 

Gelli's image was certainly a plus 
point. Many of the shareholders and 
customers in the new bank were in- 
vestors and depositors in Vysya. He had 
a huge cachet, especially among the 
Vysya community of whom Gelli was a 
part. But this is not the full story. Sources 
say that apart from Gelli's reputation, 


, what induced investors to buy GTB 


stock were the informal but definite 


| promises of loans from the new bank. 


"This arrangement was widespread and 
the RBI was well aware of it," says an ex- 
ecutive who dealt with many of the in- 
vestors who later turned up at the door 
of the bank as borrowers, and then as 
defaulters. The true extent of such 





Dec 2003-Jan 2004 


e RBI inspection teams report that 
GTB's net worth is negative, and 
that bad loans are understated. 


July 2004 


e GTB makes proposal to RBI ab- 
out capital infusion by Newbridge. 


® RBI rejects Newbridge 
imposes moratorium on 
on 24 July. 


roposal, 
eposits 


€ Merger with Oriental Bank of 
Commerce announced 2 days later. 


14 Aug 2004 


e Moratorium lifted. 
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What about the 
shareholders? 


EPOSITORS and employ- 
I) ees of GTB may be happy 
after the OBC merger, but 

shareholders are aggrieved. To see 
why, we need to go back to Dece- 
mber 2002 when the JPC asked 
Sebi to inspect the role of banks in 
the Ketan Parekh (KP) market 
scam. Sebi soon passed an interim 
order banning 50 entities from de- 
aling in GTB shares, including the 
bank's promoters and KP entities. 

In March 2004, Sebi confirmed 
the order against the promoter 
group entities citing personal 
complicity in price manipulation. 
But it inexplicably restricted the 
ban to 18 months starting from 
December 2002. The promoters 
appealed to SAT, which heard 
Gelli's appeal on 5 May 2004 and 
passed an interim order staying 
Sebi's order for four weeks. The 
matter was to be called again on 
2 June, but the SAT was on vacati- 
on then. On 12 June, Sebi with- 
drew its interim order against 14 
other entities, including Ashok 
Mittal. Intriguingly, while it relea- 
sed this order on the BSE website 
on 18 June, it was made public on 
its website in August. On 21 June, 
Sebi withdrew its interim order 
against five more entities. 

Leading up to the moratorium 
on 24 July, volumes in the GTB 
stock spurted and the price crash- 
ed. When shareholders learned of 
the merger terms with OBC, there 
was an outcry, and Sebi began 
investigating possible insider tra- 
ding. Sources say Sebi has sent a 
preliminary report to the finance 
ministry, in which it indicated that 
most of the stock was sold in July 
and not in June, when the orders 
against the banned entities were 
lifted. From 27 August, sharehold- 
ers wont even be able to trade in 
the stock, but may have to wait for 
12 years to derive any value. E 


VIKAS DHOOT 





promises is not known. “Many of the 
bad loans were made to these investors, 
and proper procedures weren't followed 
while giving loans to them,” according 
to the executive. Gelli denies this, and 
says no such arrangement existed. 

The lack of deep pockets and a stro- 
ng parent affected the bank in other 
ways too. To fund its initial growth, a 
bank needs to aggressively tap large 
depositors like companies and high net 
worth individuals who will provide a 
larger volume of deposits in a shorter 
time. Building retail deposits takes a lot 
of time and money because a bank has 
to invest in ATMs and a branch network, 
as well as in technology. Again, in raising 
large deposits, GTB was at a disadvan- 
tage — competitors like HDFC and UTI 
Bank could rely on the brand names of 
their parents to approach companies. 

So to remain competitive, GTB 
adopted the simple expedient of offer- 
ing high deposit rates to investors. Be- 
tween 1996 and 1999, GTB’s cost of de- 
posits varied from a minimum of 7.5 per 
centto as high as 11 percent, with an av- 
erage of 9.43 per cent. In contrast, over 
the same period the average cost of de- 
posits for ICICI Bank and HDFC Bank 
was just around 6.76 per cent and 6.24 
per cent. And between the three banks, 
GTB was the only bank whose cost of 
deposits actually rose by a percentage 
point (though it fluctuated substan- 
tially between 1996 and 2001. Both 
ICICI Bankand HDFC Bank managed to 
reduce their deposit costs over the years. 

"There was tremendous pressure on 
branch managers to raise deposits in 
those early years," says the executive. In 
many cases, when potential borrowers 
approached a GTB branch manager, the 
manager asked them to also bring in de- 
posit business. The borrower, in turn, 
would tap certain brokers who 
specialised in raising large- 
scale deposits for a com- 
mission. "These bro- 
kers are largely found 
in Mumbai. As long 
as the borrower 
brought in these 
deposits, there was 
very little rigorous 
appraisal of the 
loan." 

In these cases, loans 
would be given mainly on the 
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What strikes you in the first 10 
minutes of speaking to Ramesh 
Gelli, former chief executive of 
Global Trust Bank (GTB), is his 
extraordinary memory — he 
recalls dates and financials of the 
bank going back years with ease. 
In the 10 years of GTB's existence, 
no one was identified more with 
the bank than Gelli, though he 
stepped down from the helm of 
affairs in 2001. BW spoke to him 
about the controversies around 
him and the bank. Excerpts. 


E There have been allegations from 
many quarters that you controlled 
the board by appointing people who 
supported you, even after you step- 
ped down in 2001. Comment. 

B Thats completely untrue. The 
new people on the board in the last 
few years have been very eminent 
men — former chairmen of institu- 
tions like Canara Bank, Corporation 
Bank, Nabard and Sidbi. Moreover, 
the RBI had a major say in appoint- 
ing the CMD and MD of the bank. 
Directors on the board of the bank 
were appointed after the RBI's 


basis of a personal guarantee. “Other 
banks also accept personal guarantees 
when making loans, but they are always 
backed up by solid collateral," says the 
executive. "You never ever make a loan 
just on the basis of such guarantees." 
But in GTB such a practice was fairly 
common. However, it's not clear if either 
Gelli or Subasri was aware of this 
practice. 

Because GTB offered higher deposit 
rates than its competitors, it had to earn 
higher returns on its loans to earn 
the same spread (i.e. the dif- 
ference between the 

cost offunds and the 
returns on loans). A 
Reliance or a Tata 
group company 
would be unlikely to 
+ borrow at high rates 
of interest. So right 

y from the start, GTB's 
strategy was to make 
loans to small and 
medium companies which 





"| have not 
done anything 
Wrong..." 


approval These are not people who 
you can influence just like that. They 
have strong professional standing. 

The only person connected to me 
who was appointed to the board was 
my sister. Are you seriously saying that 
one person can influence the entire 
board? After my stepping down, there 
have been two new CEOs, two differ- 
ent audit firms and many new mem- 
bers on the board. 


W it has been said that your links with 
Chandrababu Naidu and your other 
political contacts helped you survive 
this long. That it helped you to be 
exonerated by the Joint Parliamentary 
Committee, for instance... 

E I have not done anything wrong 
during my entire career. What has 
happened should not reflect my 
competence or capability. During my 


could be charged at higher rates of inter- 
est. Again, this was because they could- 
nt leverage a large parent's brand name 
as their competitors could. Between 
1996 and 1999, the average return 
earned on loans by GTB was 14.67 per 
cent. In comparison, over the same 
period, the return on loans earned by 
HDFC Bank and ICICI Bank was 12.83 
per cent and 12.75 per cent respectively. 
The downside, of course, was the fact 
that higher interest rates on loans also 
came with higher risk. 

"There was strong competition to 
give loans to the high-end corporates," 
says Gelli. "So we decided to focus on 
SMEs. We also decided to focus, within 
that segment, on export sectors like 
garments, IT, diamonds and pharma- 
ceuticals." Gelli says that at the end of 
the second year of operations, about 75 
per cent of the total credit was to the ex- 
port sector, mainly to companies in 
these four industries and to commodi- 
ties exporters. 

The other problem was the person- 





MUSTAFA QUREISHI 


Ramesh Gelli, former chief executive, 
Global Trust Bank 


chairmanship of GTB, all my interac- 
tions with Naidu were on a purely 
professional basis. After March 2001, I 
met him, at the most, twice — both in 
public forums. 


E How many shares did you sell after 
Sebi lifted the ban, in June, on the vari- 
ous entities which held GTB shares? 


ality cult. GTB was essentially a two- | 
man show run by Gelli and Subasri. Bor- | 
rowers realised that being close to sen- | 
ior management could get them aloan | 
| branches comes from funding stock- 
According to sources, Ketan Parekh | 
| crores of business every day. Most banks 


with few questions asked. 


found it convenient to deal with GTB 
because of this factor and this is why, 
despite the strong competition for his 
business, GTB managed to hold onto 
him as a customer. “All he had to do 
was pick up the phone, call a certain 
senior executive and the loan would be 


| his. The documentation was secon- 
| dary,” says an executive. Many of these 


loans went to builders, stockbrokers 
and diamond merchants. 

Poor decisions like these weren't 
limited only to loan disbursement. Dis- 
astrous hiring decisions were also 


| made. A case in point was GTB’s stock- 





market business. One of the most im- 
portant branches for any bank is the one 
it has in South Mumbai. Crammed in 
the narrow alleys and streets of the Fort 


THE GTB COLLAPSE 


lil My family sold a total of around 

3 lakh shares between June and July 
when the moratorium was imposed. 
We had earlier gone to the SAT 
(Securities Appellate Tribunal), and 
had applied for the lifting of the ban 
on trading in GTB shares as my son 
needed money to fund a business he 
was starting. 


B Zell me about your relationship 
with Mr Subasri. It seems to have 
soured in recent years... 

W | first met Subasri in 1977 at the AP 
State Financial Corporation where he 
joined as an executive trainee. He 
joined me in Vysya in 1986. His repu- 
tation within the bank was so good 
that he was named as one of the can- 
didates for chairmanship of Vysya 
Bank when I left for Global Trust. But 
he decided to join me instead. He has 
played a very positive role in building 
the bank. He is very strong on 
planning and execution, and is very 
dependable. 


E How often do you communicate 
these days? 
E We speak when we need to. 


Stock Exchange building, are branches 
of almost every single bank in the coun- 
try — private, public or foreign-owned. 


A huge chunk of the business for these 
brokers. They transact hundreds of 


post only senior managers with decades 
of experience in credit appraisal to head 
these branches because of the risks as- 
sociated with lending to stock brokers 
and because of the high volumes of 
daily transactions. 

In the case of GTB, its branch man- 
ager who handled this business had 
previously worked in a Grameen bank 


| where the biggest loan he had made was 


| area, around the towers of the Bombay | 
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for Rs 5,000. In other cases, managers 
who had never handled or made credit 
decisions were deputed, and put in 
charge of making large value loans. 
Most of those loans turned sour, 
marking the beginning of the end for 
Global Trust Bank. a 


With reports from Abhijit Mitra 
















- IDADI — 48 km from Banga- 
lore, just off the Mysore high- 


location of the "Qualis fac- 
tory" since Toyota Kirloskar 
Motors began manufacturing 
the sports utility vehicle (SUV) in this 
barren land in 1999. Bidadi has little else 
but Toyota, Toyota's suppliers and the 
suppliers' suppliers over 1,100 acres of 
rocks and red soil. 

But don't be surprised if a few years 
down the line this industrial suburb is 
remembered as the location from where 
Indian manufacturing, particularly 
auto component manufacturing, took 
off. On 3 August, Toyota Kirloskar Auto 
Parts (TKAP), a 90:10 joint venture be- 
tween Toyota and Kirloskar, rolled out 
R-150 type manual transmissions (gear 
boxes) from the Bidadi plant. TKAP will 
export its entire production 
of 1.68 lakh units to be in- 
stalled in Toyota's Innova- 
tive Multiutility Vehicles 
(vans, SUVs and small 
trucks on a common platform) being 
produced in nine countries (including 
Thailand, the Philippines, South Africa 
and some Latin American countries). 

The project would have gone unno- 
ticed, but for its enormous implication. 
TKAP's transmissions project is the 
most significant Tier I project ever out- 
sourced to India — although companies 
like Hyundai (5,000 a month) and 
Maruti (3,000 a month) are already ex- 
porting fully built cars from their Indian 
plants. TKAP's Rs 250-crore investment 
will deliver Rs 350 crore ($76 million) in 
annual revenues, the highest ever by an 
Indian company from full-module Tier I 
manufacturing. India’s largest auto 
component exporter Bharat Forge had 
export revenues of Rs 333 crore in 2003- 
04 (and not all from Tier I supplies). 
Finance minister P Chidambaram, who 
inaugurated the Bidadi plant, stressed 
the need to pause and absorb the im- 
portance of the project. “Few under- 
stand the significance of what we are be- 
ginning today... It's a tribute that Toyota 
has placed such faith on the manage- 
ment and workers of this plant,” he said. 

Worldwide, auto component sup- 
plies have evolved into tier-wise manu- 





facturing because of the need for super- | 


specialisation in different areas of 
automobile manufacturing. Of these, 


way — has been known as the 


WHAT 
INDIAN 


ETIE EE E EERE 


Tier I, the closest to the vehicle maker, 
has emerged as the most crucial link in 
the supply chain because it is responsi- 
ble for supplying the larger modules like 
engine, transmission, wheel assem- 
blies, dashboard assemblies and steer- 
ing systems directly to auto companies. 
Importantly, the Tier I supplier has to 
have the capability to design, develop 
and manufacture the entire module on 
its own because automakers are begin- 
ning to involve them as early as the con- 


cept stage of vehicle development. Tier | 
| IImanufacturers are those who supply | 
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Toyotas call to 
put India on its 
Tier I map is 
more than just 
an act of faith. 
It could herald 


a new era 

for Indian 
manufacturing. 
By Rajeev Dubey 


Tier IH supply to Tier H manufacturers. 


IER I manufacturing is crucial for 

india. One, it helps us make a quan- 
tum jump from $2 million-8 million 
projects into the big league of $100-mil- 
lion-plus projects. Two, it sends out a 
signal to the $1-trillion global auto com- 
ponent industry that India is ready for 
critical component manufacturing. 

Its important to note that TKAP is 90 
per cent owned by Toyota and will sup- 
ply to Toyota's subsidiaries only. Also, 


TKAP vice-chairman Vikram Kirloskar 
with Toyota Motor senior MD Akiyo 
Toyoda: Their partnership is the 
result of a seven-year courtship 


Toyota, and not TKAB has developed the 
product to be made in India. It's also 
true that India has never been trusted 
with anything this serious before — not 
by any other global automaker. Though 
two other automakers among the top 
four have already outsourced manufac- 
turing to India, Toyota (the fourth one) 
has shown more confidence. Of the 
other two, Ford exports semi-knocked 
down kits of the Ikon to Latin America 
and General Motors affiliate Delphi out- 
sources components such as wiring 
harnesses and forgings from India. 








There is, however, no dearth of Tier II 
outsourcing contracts to India. The do- 
mestic auto component industry's or- 
der books are filled with several small 
contracts (of $2 million-8 million annu- 
ally. For instance, Gurgaon-based 
Omax Auto has an order to supply pis- 
ton rods to Delphi, and another order to 


supply bar pins to the largest damper 


assembly maker, Tenneco Automotive. 
The Delhi-based Anand group sup- 
plies manual brake adjusters (used in 
air-brake systems) to Sweden's Haldex. 
MICO exports fuel injection pumps to 
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parent Bosch, Gurgaon-based Ric! 
Auto has contracts with Ford to suppl 
about 15 components for the upcoming 
models of Jaguar and Land Rowt 
Bharat Forge supplies front axles to se 
eral North American truck makers ii 
cluding Volvo and DaimlerChryslei 
Chennai-based CG Igarshi Motors e» 
ports DC motors to Tier I vendors 

[here are more to come: Gurgaon 
based Krishna Maruti is in the final 
stages of negotiating a $50-million-a 
year deal to export headrests to a Euro- 
pean carmaker. And Bharat Forge has 
just bagged two contracts for heavy 
duty diesel engine crankshafts. 

Yet, none of the 300-plus exporters 
can claim to be Tier I vendors, in the wa 
Tier I is understood internationally. In : 
very small way, the only companies that 
vould make this 
Sona Koyo Steering Systems and the 


! 


class are Delhi-based 


Chennai-based Rane group. Sona has 
just received a $35-million order to sup 
ply manual steerings to partner Koyo s 
US plant for five years. Sona also has 
three other contracts, together worth 
$10 million, to supply steerings. These 
will be supplied over five years to a Euro 
pean racing carmaker, a Korean com 
pany and a tractor maker in the US. The 
Rane group has orders totalling $33 mil 
lion to supply steering assemblies and 
engine valves to DaimlerChrysler in the 
US, Volkswagen in Europe, and Siapa 
and Iran Khodro up to 2005-06. 

But through TKAP for the first time 
India will supply a Tier I module in the 
early lifecycle of a vehicle. Given that a 
platform typically has a lifecycle of 5-7 
years, a model change near the end of it 
could extend the component lifecycle to 
as much as 10-15 years. Thus compo 
nent makers who get involved in the 
early lifecycle are able to extract bette! 
returns than those who start in the late 
lifecycle. Falling margins on late-life 
cle vehicles squeeze the margins of the 
component makers too 

tis with this backdrop that the TKAP 
project has come. As the first consign 
ment is being tested in Indonesia, | KAP 
vice-chairman Vikram Kirloskar is kee] 
ing his fingers crossed. He hopes his 
seven-year struggle to bring Toyota into 
India will put the country firmly on To: 
ota’s global manufacturing map. The in 
dustry hopes this is the beginning ot an 
era of Tier I outsourcing to India. 
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the most DI omising 
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more resources where the market 
exists. Since the Chinese market is 
growing, we have invested heavily in it. 
But... you may get an impression that 
we are putting more or too much in the 
Chinese market; but in reality, it is as 
per our philosophy. 

India is one of the most promising 
markets in the 21st century. Therefore, 
India has great potential for our invest- 
ment. I have visited our operations at 
Toyota Kirloskar Motors, TKAP and 
some of our dealers. From the manu- 
facturing point of view, it's amazing and 
very impressive that within a short 
time, we have made dramatic progress. 
Lots of resources were put into training 
of personnel. The human resources are 
responding to the expectations we had. 
Therefore, we truly feel that there is a 
great potential in this country. 





E Has this project given you the confi- 
dence to outsource more to India? 
E An auto assembly requires so many 





is one of 


markets of the 


AS SENIOR MANAGING DIRECTOR 
at Toyota Motor Corporation (TMC), 
AKIO TOYODA has a say over the 
world's third largest automobile 
manufacturer's investment 
decisions in two of the world's fastest 
growing economies — India and 
China. Toyoda is also tipped to head 
TMC after its current president Fujio 
Cho. On his first visit to India, 
Toyoda, 48, personally took stock of 
the operations of Toyota Kirloskar 
Motors and Toyota Kirloskar Auto 
Parts (TKAP). BW met Toyoda for an 
exclusive interview. Excerpts: 


E As the head of Toyotas Asian opera- 
tions, your focus has so far been on 
China. In that context, what's your first 
impression of Indian manufacturing? 
Bi Our philosophy is that we place 





21St century" 


parts. Transmission is a very sophisti- 
cated and complicated product. Unless 
that transmission is actually installed in 
the vehicle, we would not know 
whether it would really function as we 
hoped. Of what I have seen, I think they 
(TKAP) have greater potential. 


ll When you are growing so fast global- 
ly, what kind of opportunities exist for 
component suppliers to be a part of the 
Toyota supplier base? 

lll For components, we select the man- 
ufacturing base in accordance with 
Toyotas global strategy. One base 
should produce the maximum compo- 
nents of one type. Engine and transmis- 
sion, however, are core components. 
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Therefore, we would prefer to manufac- 
ture these parts either in-house or 
close to in-house (joint ventures). TKAP 
is the chosen manufacturing base for 
core parts in India. In the future, we 
also expect further improvement in 
quality by TKAP 


li How do you see India as a potential 
investment destination for Toyota? 
E We see it as one of the most promis- 
ing investment targets. Its attractions 
include a population of more than one 
billion, a high rate of economic growth, 
a liberal economic policy; and well- 
developed human resources typified by 
the high level ofIT [expertise]. However, 
in order to realise this potential, the 
government needs to make efforts in 
areas such as elimination of truck and 
dock strikes; enhancement of electric 
power, water, roads, railways and other 
elements of infrastructure; creation of a 
transparent and consistent liberalisa- 
tion policy; and reduction of the high 
rate of tax on automobiles. 


E Where does India fall on 
Toyota Motors global manu- 
facturing map? 

@ For the time being, our 
automobile production in 
India is only sufficient to 
meet the increased Indian 
domestic demand and we 
are not considering export. 
As for transmissions, plans 
call for all production to be 
exported for use in pickup 
trucks and multi-purpose 
vehicles produced in South- 
east Asia, South America and South 
Africa. Whether India can become an 
export base will depend on quality and 
cost competitiveness. 

Toyotas approach is to produce 
where the demand is. This means that 
from now on we will continue to 
increase vehicle production outside 
Japan. For parts as well, we will be shift- 
ing from concentration on Japan as the 
single centre towards multi sourcing. 
Within this context, we look to India to 
fulfil the role of a global supply base for 
manual transmissions. ie 


For the full text of the interview 
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And then Volkswagen had a car. 
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HEN Vikram Kirloskar 
first approached Toyota 
Motor Corporation(TMC) 
seven years ago for a 
transmission project, he 
immediately got a 
thumbs down. At that time, he had pro- 
posed assembly, not even manufactur- 
ing, of G-50 transmissions for Toyota's 
sports utility vehicle in India, the Qualis. 

But TMC was obsessed with China. 
In June 1997, it was just starting there 
with a steering part and propeller shaft 
project. But it had made up its mind to 
invest on 11 other projects (cars and 
sports utility vehicles, engines and en- 
gine parts, sheet metal parts, plastic 
parts, axles, steering columns and pro- 
peller shafts) in China over the next 
seven years. The investments added up 
to more than $600 million. During this 
period, Toyota started just four new pro- 
jects in the US, its second largest market. 
India got just Rs 700 crore ($152 million) 
on the Qualis and Corolla (the Camry is 
imported completely built-up). 

Today, Toyota is still obsessed with 
China. In February this year, Toyota and 
the Guangzhou Automobile Group set 
up a new joint venture — Guangqi Toy- 
ota Engine Company — to produce 3 
lakh 2.4-litre gasoline engines and en- 
gine parts by 2005. Again, in March, Toy- 
ota and China's FAW Group formed a 
$120-million joint venture — FAW Toy- 








ota Changchun Engine Company — to 
produce 1.3 lakh 3-litre V6 gasoline en- 
gines. In contrast, it plans to launch a 
small car and a new sports utility vehicle 
in India with an investment of $130 mil- 
lion (gathered from internal accruals). 

Toyota Kirloskar Auto Parts (TKAP) 
wasn't really on the horizon even three 
years ago. The project may as well have 
gone to Thailand, Poland or the Philip- 
pines — three countries where Toyota 
already manufactures manual trans- 
missions. “Within Toyota, they had al- 
ready benchmarked Thailand and the 
Philippines. Then came India in the 
consideration set," says TKAP manag- 
ing director K. Ito. 

Toyota representatives weighed cost 
parameters, the opportunity of sourcing 
components from the local market, and 
country risk. At least 30 Toyota teams 
visited Indian machine and auto com- 
ponent manufacturers to study their 
processes and manufacturing costs. Fi- 
nally, it was a toss-up between India and 
the Philippines. The biggest disadvan- 
tage for the Philippines was that its do- 
mestic market was only at 80,000 units 
per annum. Given that Toyota operates 
on the global philosophy of "building 
where sold", the Philippines export de- 
pendence didn't go in its favour. 

On the other hand, Indias fast-grow- 
ing auto component industry was at- 
tractive. And eventually, India's evolved 
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THE CHALLENGE OF 
TIER | 


India won the project 
after intense debate. But 
product cost remains a concern | 







The R-150: It needs 600 parts from 
13 Tier Il and 45 Tier Ill suppliers 


machinery industry won the project for 
the country (abundant engineering tal- 
ent and cheap labour were the other 
factors that went in India's favour). The 
cost of Indian machines was half that of 
Japanese machines. "Both these places 
(Thailand and the Philippines) didnt 
have machine vendors... . They thought 
India was the only place where the cost 
target could be achieved," says Ito. So 40 
per cent of the 220 machines needed for 
the TKAP plant was planned to be 
sourced locally. Hence the 1.68-lakh- 
transmissions plant cost TMC just $54 
million (Rs 250 crore). 

Compare this with Toyota's Polish 
plant (capacity: 3 lakh transmissions 
and 2.5 lakh engines), which was set up 
ata cost of A300 million (Rs 1,700 crore). 
One of the reasons for such a high cost 
was that the entire machinery for the 
plant was imported from Japan. Lower 
capital costs, says TKAP vice-chairman 
Vikram Kirloskar, have halved the pro- 
ject’s breakeven period to 2-3 years. 


UT sourcing local machines was 
fraught with danger, as TKAP learnt 
soon after putting them into produc- 
tion. Though only primary operations 
were being done on Indian machines, 
they still had 60 per cent more break- 
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downs than the imported Japanese ma- 
chines, on which all critical operations 
were running. The upside was that the 
Indian machines, made by the likes of 
HMT (Pinjore and Hyderabad), PMT 
(Pune) and Mahindra Gujarat Tractor 
(Delhi), had almost the same up-time 
(97-98 per cent). But they had many mi- 
nor breakdowns. "With Japanese ma- 
chines, you don't get so many minor 
stoppages. But we learnt to handle the 
Indian machines better," says Kirloskar. 

Aftertheteethingtroubles, TKAP put 
in place a stricter preventive mainte- 
nance regime. As opposed to half-yearly 
or annual preventive maintenance 
checks done on Japanese machines, 
TKAP began inspecting Indian ma- 
chines every three months. "Indian ma- 
chines are still not customer-friendly. 
Our intention is to grow together with 
the machine makers... . The next time, 
they can produce better machines," 
says Ito patiently. 

The hurdles didn't end with just the 
machines. In fact, before the machines 
arrived, TKAP learnt a lesson in operat- 
ing in India. The machinery suppliers 


This line will make 550 gear boxes 
a day, or one every 102 seconds 
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were repeatedly failing in adhering to 
the development schedules. So TKAP 
fell out with almost all ofthe 13 machine 
vendors it had originally identified. 
Eventually, it stationed its own engi- 
neers with the new machine makers to 


monitor development and supply plans | 


and meet project schedules. 

Soon after, TKAP was to have a logis- 
tical nightmare. Between September 
and December 2002, when construc- 
tion of the building began, there was a 
truckstrike in Bangalore. In March 2003, 
when it had just started receiving ma- 
chines for the plant, there was a nation- 
wide truckers' strike. The problem was 
in moving machines from the local ven- 
dors as well as the imported machines 
from ports. Fortunately, one set of ma- 
chines arrived ahead of schedule. So 
TKAP engineers installed those while 
waiting for the remaining ones. ^We just 
scraped through," says Ito. 

A machine arriving from Pinjore in 
Haryana remained untraceable for 17 
days until a TKAP team went back-trac- 
ingtheroute. After that the project man- 
agement team ensured that as soon as 


machines were ready, TKAP took charge | 


of them at the vendor's gate and brought 
them to its Bidadi plant. 

Such experiences have forced 
TKAP the sole supplier of these 
transmissions to nine TMC 
plants worldwide, into develop- 
ing its own disaster management 
plan to make sure that no assem- 
bly line is stopped because of its 
inability to supply in time. After 
all, it needs to produce 550 trans- 
missions a day. 

To fight such eventualities, 
TKAP has created a 400-plus page 
disaster management docket 
that has envisaged all kinds of 
things that can go wrong — from 
suppliers not delivering in time 
to parts not arriving from Japan, 
transporters strike and port 
strike, to labour trouble at suppli- 
ers end. For every such scenario, 
TKAP has plan A, B and C worked 
out, each of which will get trig- 
gered by either a specific time 
lapse or parts shortfall, depend- 
ingon the type of component. 

Even now, when the first con- 
signment exported by it is under- 
going trials in Indonesia, TKAP is 
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busy grappling with another critical is- 
sue that TMC is not going to compro- 
mise on. TKAP has overshot the targeted 
per unit production cost by 5-10 per 
cent in the first lot. This is despite the 
fact that the Indian plant started with a 
local content of 70 per cent, which is 
high even by TMC’s experience. TKAP 
sources 70 per cent (by value) of its 600 
parts for the R-150 transmissions locally 
through a network of 13 Tier II suppliers 
and 45 Tier III suppliers. But Ito reasons 
that this didnt happen because of 
higher manufacturing costs, but due to 
unexpectedly high steel prices. 

Getting the production cost down is 
high on Kirloskar's priority list. Future 
projects from TMC depend on this. Says 
Ito: "This is the first time we are out- 
sourcing transmissions at this scale. If 
we are successful, more [outsourcing] 


| should happen. Other products that can 


be looked [at] are engines. Both China 
and Thailand have engine plants." 

But Toyota does not consider shift- 
ingoutsourcing to a new location unless 
itis convinced that the costs are going to 
be at least 10 per cent lesser than its ex- 
isting production costs. It must be noted 
here that TKAP's experience can be 
compared to Aishin of Japan, which 
makes 2 lakh units of similar transmis- 
sions at a higher cost. 

But convincing TMC on relocating 
outsourcing of any of these projects will 
depend on TKAPS success with the cost 
control measures. After all, though the 
Qualis is 78 per cent indigenous, its G-50 
transmission continues to be imported 
from Thailand. 

A blessingto the project has come in 
the form of the Indo-Thai free trade 
agreement (Thailand is one of the 
places where TKAP's transmission will 
be used). Besides, Toyota in Thailand 
manufactures over 2 lakh vehicles. As 
the first step, the FTA has already listed 
transmissions as one of the products in 
the early-harvest scheme. That leaves 
scope for products like engines, forgings 


| and propeller shafts to be sourced from 


India for Toyota Thailand. The import 
duty in Thailand (after a 50 percent con- 
cession) is 10 per cent. It is scheduled to 
go down to zero in three years. Maybe 
Akio Toyoda has already noticed the 
Thai advantage. " 
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A burning oil well in the Rumaila 
oilfields (Mary R. Xenikakis/US 
Marine Corps/The New York Times) 


RAQ has an immense amount of 
oil, but no one knows in detail just 
how much is there under its 
deserts, not even the country’s 
oil ministry. 

So the ministry is undertaking the 





first comprehensive evaluation in | 
| serves could also help calm turbulent 


decades of the two biggest fields now in 


production, at Rumaila in the south and | 
at Kirkuk in the north. And it has invited | 
dozens of foreign energy companies to | 


compete for the job of sizing them up. 
Atleast 16 companies, some of them 
giant oil producers and others indepen- 
dent engineering contractors, are 
preparing bids, according to executives 


at two of the companies. The contracts | 


are expected to be awarded in October. 
The projects will be the first applica- 
tion of state-of-the-art oil exploration 
technology to Iraq's resources since be- 
fore the Iran-Iraq war of the 1980s. 
"These are our oldest fields," said 
Falah K. Khawaja, the oil ministry's 
director-general for management, hu- 
man relations and government, speak- 


ing of the Kirkuk region, where produc- | 
tion began in the 1920s. "It is high time | 


that they are investigated." 
Though the contracts will be rela- 


tively small, worth perhaps $10 million | 
| volvement in Iraqi oilfields, the French 
| company Total will not be bidding, a 


each, their effect could be great, both for 
Iraq and for world energy markets, offi- 
cials and independent experts said. De- 


| 





termining how much oilisinthe ground | 
and how it can best be recovered are es- | 


sential steps in rebuilding and mod- 


| 
| 





More reliable data on Iraq's oil re- 


commodity markets, where futures 
prices have soared to new records, in 


part on fears of supply shortages and 
| disruptions from terrorism. | 


Recent events illustrated how skit- 


| tish the markets have become. When 


Purnomo Yusgiantoro, president of the 
Organisation of the Petroleum Export- 
ing Countries, said the member nations 


| had no spare capacity and could not 


quickly increase output, the price of a 


barrel oflow-sulphur crude oil for deliv- | 
ery next month soared to more than $44 | 
in London trading, easing when Saudi | 
| Arabian officials issued a more opti- 


mistic statement. Later, oil settled on 
the New York Mercantile Exchange at 


| $44.15, up 33 cents. 


BP and Royal Dutch/Shell are 
among the major producers that are 
considering bidding on the contracts, 


according to spokesmen for each com- | 


pany. Despite France's long history of in- 


spokeswoman said; neither will Statoil 
of Norway. 

Wayne Kelley, managing director of 
the RSK Group, an independent oil en- 


ernising the Iraqi oil industry, theysaid. | gineering firm, is preparing a bid in 
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partnership with Ryder Scott Petroleum 
Consultants of Houston. Tigris Petro- 
leum, an Australian consulting firm 
with experience in Iraq, also plans to bid 
for the contracts. 

It is not clear if US-based Hallibur- 
ton, the construction and oilfield ser- 
vices company, was invited by the oil 


Iraq is moving to 
size up its oil 
reserves for the 
first time since 


the 1980s. [his 
Will calm turbu- 


lent oil prices by 
providing more 


reliable data. 


By Heather Timmons 
and James Gianz 
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ministry to bid. The company, formerly 
run by vice president Dick Cheney, was 
hired by the Bush administration to re- 
pair pipelines and other oil facilities in 
Iraq after the invasion. 

A spokeswoman for the company, 
Cathy Gist, said in an email response to 
questions that Halliburton ^would com- 
ply with a bid request if we determined 
the opportunity was a good business 
decision." She did not indicate if Hal- 
liburton had in fact been invited to bid. 
Khawaja of the oil ministry also 
declined to say whether Halliburton 
had been invited to bid. "All I can say is 
the performance was way below our ex- 
pectations" he said, on Halliburton's 
repair contract. 

A spokeswoman for Schlumberger, 
Halliburton' chief rival in oilfield ser- 
vices, declined to say if it had been in- 
vited to bid or if it planned to take part. 

Another company regarded as a 
plausible bidder is Lukoil of Russia, 
which has been working closely with 
Iraqs oil ministry in recent months, and 
is training 100 Iraqi technicians in west- 
ern Siberia. Lukoil has said it still hopes 
that the Iraqi government will honour a 
1997 contract to develop the country's 
West Qurna-2 field, though Iraqi offi- 
cials say that deal is void. Lukoil did not 
return a call seeking comment. 


m. f 





A spokeswoman for ExxonMobil 
declined to comment on the bidding; a 
spokesman for ChevronTexaco had no 
immediate comment. 

Iraq's potential oil resources are a 
matter of uncertainty. Its existing fields 
are estimated to contain reserves of 
about 115 billion barrels of oil, just less 
than half those of the world's largest 
producer, Saudi Arabia. But three wars 
since 1980 and more than a decade of 
sanctions and isolation have left Iraq 
with old, dilapidated infrastructure and 
imperfect knowledge ofthe condition of 
its oilfields. Analysts say Iraq's problems 
have been compounded by poor man- 
agement ofthe fields, including discred- 
ited Soviet-era practices like injecting 
water and crude oil into wells to bring 
new oil to the surface. 

Potential participants and Iraqi offi- 
cials said that most or all of the engi- 
neering work in the oilfield assessments 
could be performed outside the country 
and away from security hazards. 

Ronnie Chappell, a spokesman for 
BP, said that if his company won the 
contracts, “there would be no need for 
any of our staff to be in-country until 


security improves.” E 
Copyright©2004 New York Times 
News Service 
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We often 
identity 
change- 
drivers 
pretty 
well, but 
don' fully 
gauge the 
different 
kinds of 
changes 
they can 
bring 








Y only child moved out of 
home to go to college, and I 
learnt how seemingly inno- 
cuous events can create Sw- 
eeping changes in the struc- 
ture of markets. I expected our household to 
structurally be the same, but with 33 per cent 
less activity! But, surprise, surprise, our behav- 
iour changed totally, with our release from 18 
years of timing tyranny that good parenting de- 
mands. We planned less, travelled more, and 
came home whenever we felt like. This was the 
first level ofthe change ripple. Now for the seco- 
nd level. The dhobi figured that folks who came 
home late changed clothes less often, and ask- 
ed for his compensation structure to be chan- 
ged from a piece rate to fixed monthly income. 
The market structure of food purchases 
changed drastically too. The kirana shop fig- 
ured it out before we did. With his sophistica- 
ted, ‘all in the head’ CRM system, he rang to ask 
why we hadn't bought ketchup, cheese, nood- 
les and chocolate syrup in a few months. The 
fact was all this stuff was bought in the child's 
name, and the rest of us ended up consuming 
it. Without the excuse, the consumption van- 
ished. Our inventory management went hay- 
wire too because of all the impulse eating-out. 
When developing strategy, we identify the 
change-drivers pretty well, but do not always 
acknowledge the magnitude and the many di- 
mensions of resultant change. Neither do we 
rigorously model the entire chain of change. 
Take the case of a tyre company whose large 
turnover comes from selling truck tyres, mostly 
replacement, mostly in the north (which is the 
overloading market), and mostly for the load- 
bearing tyre of the truck. If the Supreme Court 
does to overloading what it did to scrapping of 
old taxis and enforcing CNG, the market struc- 
ture for truck tyres would change at one shot 
and the company could be in real trouble. Fol- 
lowing on from there, its product, product de- 
velopment skills and distribution system wou- 
ld need to change completely for the new 
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market structure. The present ‘champion-of-a 
segment' marketing mindset and skills would 
have to totally change for the new marketing 
task of ‘one of the pack, no USP’. If serious road 
building were to continue, would roadside me- 
chanics then find it hard to make a living? And 
would the structure of the aftercare market fi- 
nally change in favour of large auto companies, 
because of greater breakdown predictability? 

What is interesting and often counter-intui- 
tive is to model what a market's consumer pro- 
file (market structure in terms of consumers) 
will be five years from now, and then derive the 
product market structure. Projecting product 
segment trend shifts from the past or from 
other-country analogies is a popular method. 
But then you miss the gut understanding of 
future structural shifts. I once did this analysis 
for the two-wheeler market, and it was a lesson 
in humility! Future penetration trends pointed 
to a decrease of two-wheelers in higher-in- 
come groups due to saturation and shift to cars, 
and an increase in lower-income groups. How- 
ever, five years later, the consumer market 
structure would still largely be upper-income 
buyers, with a considerable urban component, 
because demographic growth of the higher-in- 
come growth was the fastest. Yet, the product 
structure story showed more popular-priced 
bikes than premium-priced bikes, because up- 
per income buyers would buy less expensive 
bikes as they would be graduating to cars soon, 
or were already using it alongside cars. 

The coming of age of the liberalisation gen- 
eration in 2010 will alter market structures 
across several categories, as their priorities are 
different from the generation before. The shift 
away from agriculture in rural areas of progres- 
sive states, and the increased urban education 
of the new generation of rural people will cause 
a change ripple along many dimensions. For 
sure, the market structure for rural apparel 
could change dramatically, and maybe the 
denim-isation of rural India is imminent, if 
there is supply! " 





Is market research (MR) 
effective? Brand manager 
Neha feels that today's glut 
of meaningless ads come 
from ineffective MR 


MEERA SETH 


Grasp the subject, the words will follow. 
— Cato the Elder 


EHA Walia was simmering. Meyko India, 
where she was a brand manager in the 
washing machine division (WM), had 
approved a storyboard for an ad cam- 
paign, which showed the archetypal 
‘woman in control’. Neha was shocked, 
especially since a similar campaign had 
flopped for their competitor. For their part, the market re- 
search (MR) agency showed Neha assorted graphs and fig- 
ures, all of which did not bring about any definite conclusions. 
When Neha showed the ‘woman in control’ ad to some re- 
spondents during her market visits, the women smirked. 

Simmering over this, she met her friends Jai Gupta and 
Kabir Sethi for lunch. Jai, a brand manager too, was able to 
empathise with Nehas5 tirade against MR. He said: “MR has no 
structured mechanism for consumer identification; it’s still 
about ‘people who bought a music system in the last 
six months, salary over Rs 10,000; must have a two-wheeler.' 
Completely demographic, and situational!" 

Frowning, Neha said: "Dur MR agency simply tries to fit in 
the findings into some amazing models that they have devel- 
oped or borrowed. And what you get is slotted findings that 
don't make sense to me as the owner of the brand! Just today, 
they showed me eight pictures of random women and said: 
“This is your consumer profile." Really? How do you then look 
at overlaps? There is a thin line between aspiration and alien- 
ation... is my brand aspirational or alienating when it uses 
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CASE STUDY 


these boxed profiles? Does MR bother with those overlaps? 

“Jai, today the whole country is in the throes of this 
‘woman in control’ role model. It's about a woman with a wish 
list; so you get a smart woman on phone with her friends, a 
cool mom letting her kids have fun with paint, a fit mom wear- 
ing low cut jeans. Why didn't the ads work? It came out of MR, 
no? The problem is that in the fine line between aspiration and 
alienation, the ads cross over to alienation. The biggest bur- 
den for a woman is this: Intentions vs. Reality. She thinks: I in- 
tend to do everything on the wish list, but have been unable to, 
so an ad that shows me a woman who has done all of it makes 
me feel that, T am not like that woman! So the ‘woman in con- 
trol’ lady is very alienating, and not aspirational.” 

Kabir, in charge of MR at Remedius, an ad agency, asked: 
“Have you seen the Wheel ad? Dhobi comes asking for kapda; 
husband hands over heavy chaddar. Wife says: ‘Main kar 
loongi.' Dhobi says: ‘Nahin, kamar toot jayegi. The next shot 
shows wife drying the clean chaddar and playing with her kid 
while dhobi looks baffled. See Neha? Same proposition, same 
ingredients: independent woman in control, kid-friendly. 
Why did it work? It depends on how you interpret your con- 
sumers needs, your product's positioning and how well you 
know your brand!” 

Neha sat up and said: “It worked because it showed 
women their strength, instead of asking her to champion in- 
dependence. Equally, this ad won't work for a WM — same 
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lady, same dhobi, and cut to the lady washing sheets in a WM, 
it won't work! In the Wheel ad we see the lady's sense of wis- 
dom, knowledge, knowing one detergent better than another, 
and her own skills. Whereas using durables does not imply 
your existing skills. In fact, this is one reason why ready-to- 
make cake mixes (Betty Crocker, etc.) took a long time to take 
off. Women feel their skill lies in the doing, not in assembling, 
not in turning knobs or switches on! Wheel put its faith in the 
‘hands on’ woman and used it! That's why the ad worked!” 
Kabir said: ^Fair. Now go behind the scenes. In any cam- 
paign idea, there is MR, the creative, client management and 
the brand managers. If, as you say, MR’s research is wrong, 
how come brand management bought it? Remedius abounds 


with young folk with fanciful heads who, I do think, have no | 


clue where the real India resides. I have myself seen how client 
management in ad agencies skid between MR findings and ad 
creation. Ultimately, the call lies with brand management, the 
real brand owner." 

Jai agreed, but said: "Real life rarely achieves the ideal, 
Kabir!” Then prodding Neha, Jai said: “So howis the ‘woman in 
control’ alienating?” 


EHA replied: “That ad depicts a picture-perfect 

house/ food/ husband as a function of a picture- 

perfect ‘woman in control’! That is surreal, please. 

Thus, you are also saying: buy this durable and, 
bingo, life in control! Did MR look at intention and reality? MR 
has to be done on the spot: within the lives and inside the head 
of the consumer, and then it must decipher what her inten- 
tion, desire, ambition is. Look at most ads today, is this what 
research produces? Take the Vanilla Coke ad. Taste tests have 
shown the flavor to be successful with kids and tweens. So 
there is Vivek Oberoi in a retro setting with a Jimmy Neutron 
hairstyle shouting 'Vakao' How can kids even relate to retro? 
So, is it the creative brief? Is it the research? Or is it the brand 
manager's fantasies? The examples are endless Kabir, take 
Cadburys Temptations. The skimpily clad lady asks, ‘Darling, 
where is the Temptations?’ No clarity on who it is targeted at; 
are these the personal fantasies of the creative or brand man- 
ager? Or the new Ford Ikon ad: lady lazing under tree, two pi- 
geons on a branch, guy rushes in his Ikon, buys straw hat and 
tosses it on lady’s head just before the pigeon droppings hit 
her! Oh my God! Is some brand manager wondering why 
these ads are not working in spite of MR throwing up positive 
results during the ad testing?” 

When they finished lunch, Kabir said: “OK, so there is a 
‘woman in control’ ad that your company might put on air. 
What have you done aboutit, Neha, apart from grit your teeth, 
complain and pass the buck? Instead you should call a halt, 
put it in the context of your consumers, apply your market 
and consumer behaviour knowledge, and ask: ‘Why will this 
alienate my consumer segment?" 

Neha felt compelled by Kabir's persuasion. Back at work, 
she sent an email to her friend Meera Vasudevan in New York. 
Vasudevan was an accomplished market researcher in India 
before she moved to food marketing in the US. Neha wrote: 
"Recent take by most brands has been this 'woman in control, 
independent woman' nonsense. Works for some, does not for 
others. feel this whole theory is misplaced. Or not interpreted 








effectively. The ads show a woman in control, looking good 
and picture-perfect thanks to using brand X. A respondent, 
Pushpa Ghaitonde from Indore scoffs at this ad and says: 'Buy- 
ing aWM does not make my home look like something out of 
Griha Shobha. My kids yell, the house is untidy and my hus- 
band growls.’ Ghaitonde is now miffed because, when ads 
show picture-perfect women, she can see that she is not any- 
thing like that. Alienation. 

“The beauty is Wheel. It shows a woman yanking chaddar 
off dhobi’s hands, uses Wheel and bingo, chaddar is wonderful 
and dhobi baffled. Woman in control, but skillful and hands 
on; woman not undermined, woman not promised a rose gar- 
den, but made to see how good her judgement is. Ad respects 
woman. Acceptance.... Now tell me what is Ghaitonde saying 
that I am not hearing?” 

Vasudevan replied: “Personally, I am bored by the woman 
in control ads for a simple reason — I don't buy durables to feel 
in control as a woman, they are commodities, they do the 
job, bing-bang-boom, I'm done with«my check list. 
Woman can do it, man can do it; perhaps 
Ghaitonde is alienated by the ads for a more 
fundamental reason. It's always this woman 
with a perfect manicure, light little laugh, 
enjoying herself with soiled laundry! Re- 
ally? (Tell me, what Ghaitonde does a 
light little laugh during laundry time?) 

"This seems to be the classic 
‘emerging market for durables adver- 
tising. In the 1950s in the US, when 
these gadgets were first introduced, 
ads showed the same things — 
woman who has arrived, woman in 
control, this prototype woman 'ro- 
mancing’ durables! This years hit ^. 
movie Mona Lisa Smile, starring Julia ` 
Roberts, depicts this—howwomeninthe  — 
1950s displayed their new washing ma- WC 
chines as part ofheightened selfimage.Today, — 
they have moved on and are no longer wide-eyed ~ 
about durables. In fact, marketers soon found that 
initial excitement lasted only as long as the next basket of 
laundry. Betty Boop was not partying with admiring friends, 
she was at home dealing with the spin cycle.” 

Neha brooded some more over Ghaitonde’s annoyance. 
Then she wrote back to Vasudevan: “The women in 
Ghaitonde's neighborhood say they can't identify with the 
‘woman in control’, They can't imagine a married woman with 
kids/husband/housekeeping up with her wish list. Their lives 
are full of compromises and sacrifices and wish lists they 
could never keep. And what do they have to show for it? A 
messy house, buttons missing on uniforms and shirts, limp 
hair and perpetual frowns. So the ‘woman in control is totally 
alienating; she is all that they are not and what they can never 
be. So for ads to imply that a woman in control should ‘look 
like this’ is alienating and harassing.” 

And Vasudevan replied: “The issue you raise goes to the 
heart ofa woman's identity and self image, and how marketing 
taps into that understanding and reflects it. 

“So, your Ghaitonde has articulated her annoyance with 









BUSINESSWORLD 54 30 AUGUST 2004 


EN MM ————— auarus Li 


the manicured 'item' in these ads, has she? I went through 
some ads here in the US — the one for a cleaning liquid uses a 


‘big mamma’, who looks homey and no-nonsense, and yet ex- 
udes so much humour, you want to listen to her. She sounds 
smart and yet looks like Ghaitonde. Fact is this product is be- 
ing used by almost everyone, yet the client chose to use the big 
mamma and not the usual blonde doll. 

‘And this is where I come to how you use and interpret MR 
findings. The cleaning liquid client, too, read MR data and 
picked the segment he wanted to depict. He could have 
picked any segment, but look what he did... Likewise, you 
need to read data in MR reports and not just their creative rec- 
ommendations. You should use the cold data and get your cre- 
ative team to reflect what you knowas pure truth. But for that, 
you have to know that truth, Neha... don't you? 

"So it raises questions about what kind of aspira- 
tion/icon/role models women want to see. How far do they 

want to steer away from reality and into hope and aspira- 
tion? Are there some products where reality is more 
important than aspiration? Is reality more im- 
portant in detergents and washing ma- 
chines vs lipstick, anti-wrinkle formula...? 
"Its a hard line to walk — get down 
and dirty and Ghaitonde will baulk at 













TV is her only form of entertain- 
ment, other than her Bablu's baby 
talk, then she ‘wants’ to be enter- 
tained. If, however, ads veer into 
these saccharine women who set 
your teeth on edge because they 
are so squeaky clean and shiny and 
$0000 perfect, she baulks again. 
How do you win? 

"Maybe ads need to get Ghaitonde 
into this secret: 'Here's this gal selling 
you our product, but she got dressed for 
this ad, and look — she forgot to do her eye- 
brows, just like you do! And listen, she has a 
sense of humor about her life, like you do.' 
Ghaitondes are quite full of a certain whimsy and hu- 
mour too. Yet, what I've noticed in focus groups is that Indian 
housewives do desire some aspiration role models on TV. 
They forget their surroundings for that one hour and watch 
and get sucked in. And then when it's over, they sigh, slap 
Bablu and pick up the dirty laundry... All soap operas on TV 
survive only because of this willing suspension of disbelief. 

"Maybe, what is most important is what the model says 
about the real benefit to the consumer. It cannot become this 
magic wand that will remove all of Ghaitonde's drudgery. She 
already knows it does not. Truth is, Ghaitonde has gone past 
that nanosecond-long ‘wooing’ phase in durables marketing, 
whereas companies haven't noticed that. She's been there, 
done that, bought the WM. So stop romancing her in overall 
lifestyle change terms! Talk machine, fine, but don't ‘talk me- 
chanic! A number of ads in India mouth verbiage like 'fuzzy 
logic’, ‘computer programmed doodah inside’, etc. She uses 
the machine, she does not take it apart for engineering jollies! 
Does it get clothes clean without too many wrinkles? Great. 


having to look at a drudge on TV. If 
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Does it use Windows Version 5 to do so? Like heck she cares! 

"So stop using Mrs Batty Lashes who gets it all perfect. 
Consider Mrs Charming (persona, attitude, appearance) who 
dishes to Ghaitonde about how the WM really helped her; 
simple little details like: ‘I get all the sheets done and my elec- 
tricity bill is cheaper than using the dry cleaners; I don't panic 
as much if the maid takes leave.’ (Now, here is true control) All 
the while getting in little digs at life, little tips on life. That's how 
women really dish to each other... they don't show off their 
perfect homes, nails and kids. That's so uncool!" 

The next day at lunch Neha remained thoughtful, but Jai 
brought up the previous day's debate. “OK,” he said, "Neha, 
I've got it! That ^woman in control' is alienating because she is 
not just fictional, but fantastic. As in fantasy. Your ad has to be 
entertaining, yes, but not exaggerating! Your role model has to 
fit into the realm of possibilities for me!” 

A very ponderous Neha now said: “I have no conclusions, 
Jai. But I am also thinking about the positioning adopted by 
the category. WM's are no longer aspirational buys. Yet why 
does MR offer lifestyle change? Do we know who we are tar- 
geting? Is it the Vasant Vihar rich or Ms Ghaitonde who does 
her own laundry? Can we say that MR did not research a 
woman deep enough to know what, in fact, her self-image is?” 

Jai said: “MR seeks to be extraordinary. But they don't look 
hard enough, and end up creating extraordinariness with 
inane observations! So what happens is someone at the client 
or agency already has an agenda, is clear how he wants to sell 
this product, works backwards, fits his proposition into the re- 
search and tries to get an endorsement that his idea was right 
to start with. And research falls in line with that. 








F many ads are failing, it's because MR thinks about 
brand management and not the consumer. Recently, our 
MR reported: '50 per cent of the consumers said they 
used pastel colours. Of these, 13 per cent said because it 
makes the house look spacious, 20 per cent said they used the 
same colour as last time and 18 per cent said they did not like 
bright colours.' I have no idea what the insight in that finding 
was. They use home-grown pyramids and models to measure 
consumer needs! Do they make any sense at all? Fixed models 
plug brands into fixed slots. Can such a brand grow, evolve?" 
Kabir tapped the table with his fork to emphasise his dis- 
agreement. “Jai,” he said, “first of all, the nature of quantitative 
MR is to provide data rather than do deep interpretation. 
Some folks interpret it for the client, some don't. But, the client 
has to interpret it too — after all you know your market and 
consumer well! The classic model is to do the ‘quanti’ and use 
‘quali’ to dig into some aspects ofthe data. Or, do ‘quali’ to gen- 
erate concepts/trends/ideas, and use 'quanti' to quantify 
them. If you try to save time or money and don't do this fully, 
you get half-baked stuff. Sadly, I've met enough of these dull- 
witted clients too. And then they go around blaming MR! 
“Then again, often the client does not know what to ask 
from MR. Because he is not clear why he's using research! For 
most people in brand management — be it agency or client — 
MRis that magic wand that reveals a storehouse of informa- 
tion; but, at what stage, and who at that stage, will convert in- 
formation into wisdom? And much before that, if you don't 
know what to ask MR, then MR has to make some assump- 
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tions of what the client wants. The result is crossed-communi- 
cation. Add to this an enthusiastic, opinionated ad agency and 
you have breakdown in communication. And you know what? 
Not one of them even knows this is happening." 

"And what about faulty segmentation and building up of 
wrong stereotypes?" asked Jai. "So what is our segmentation 
all about? SEC classification? Does it have a classification for 
the high school pass shop owner who rakes in millions but de- 
clares his income as 2K per month? It's necessary for us to have 
a psychographic segmentation/life stage segmentation in In- 
dia. Else, research makes no sense. That is how we get adver- 
tising that is identical — all beauty cream ads have pink and 
satin, every mom with a microwave oven is a trouser clad su- 
per mom, every shampoo depicts artificially straightened 
hair, every dandruff shampoo talks of embarrassment!" 

Now a suitably annoyed Neha said: "MR should define the 
Indian consumer more finely. As Vasudevan says: “Talk to her 
and not at her. Probe. Where does she want reality to go away 
and live in a dream, where does she stomp her foot if reality 
goes away? Good MR will define the womans aspirations and 
icons clearly, it will provide a good guide to creative to depict 
the icons right. If you don't get the icons right, you get this 
woman that sets many teeth on edge. " 

“Precisely!” said Kabir. “And she is saying that to you Neha! 
That prescription is for you, the brand manager, the brand 
owner, not for MR! So you talk to your consumer, not at her! 





You probe where your consumer wants fantasy and where she 
wants reality. Probe into the MR data that said the WM woman 
is a‘woman in control’. Maybe that was just one attribute of 
automated washing, but it surely does not mean that ‘a 
woman who buys aWM is a woman in control’. But your brand 
management has chosen to give that interpretation, or at least 
you, Neha, have chosen to sit on it and do nothing! 

“And Neha, MR does not own your brand. You own it. You 
understand the market, the category and the consumer. Put 
these together and convert it into wisdom, and then apply MR 
to fine tune." 

Neha now raised a new protest: "I am a student of psychol- 
ogy, Jai. Psychologists have always looked at researching sub- 
jects with the minimum of interference. A subject is first ob- 
served for days, then interviewed in his natural environment 
with minimum interference, so as not to dilute findings. 
Group studies are done always with control groups as com- 
parison points. Instead, how are subjects studied by MR? First 
ofall, you have only focus groups (FGs) , then you pull the sub- 
ject out of her natural environment, put her in a room full of 
people and intimidate her into group submission — where is 
the validity of this kind of research?" 

Jai laughed and said: "What focus groups, Neha? In every 
FG, I find at least three fudged entries — pre-coached partici- 
pants, participants who do not fit the profile but have been 
force-fitted or participants who have attended an FG in the 
same category less than a year back! What about that?" 


ABIR remained unruffled; he said: "Jai, your agita- 
tion appears to be more over what you experienced 
than what actually happened. But let me say this 
Neha, there are research firms and research firms, 
just as there are washing machines and washing machines. So 
it's likely you have a research firm that is unable to make the 
marketing leap in terms of defining the target consumer. Fact 
is, MR does not create the ads! I have sat through agency brief- 
ings and groaned as clients provided us two alternative posi- 
tioning concepts to be tested, and MR had to 'select-the-win- 
ner concept’ from between them! A few good researchers have 
the courage to question both concepts and suggest a third. 
Annoyed clients will nit pick and condemn all MR. Neha, I 
come back to my original point: creating the right communi- 
cation requires the joint wisdom of MR, brand owners, cre- 
atives and ad agencies. Each of these have to work with the 
vast knowledge they possess about the category, the market 
and the consumer, which comes from their respective varied 
interactions with these constituents. 

“Holding all these together is you Neha, so take ownership 
of your responsibility first. Go back and sit quietly and study 
the MR data; interpret it, don't leave it to MR and ad agencies 
to interpret it for you. If you feel the ‘woman in control’ 
ad for your product does not depict your consumer, call a 
halt to the agency, go there and understand your consumer 
yourself too. Then go write a superb brief for MR. You will get 
a good report. Write a good brief for the ad agency; you will 
get sensitive advertising. 

“For heavens sake, you are the brand owner!” @ 





You can email Meera Seth at casestudymeera@yahoo.com. 
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NOWING what consumers 

want and how they will re- 

spond to the marketers’ offer 

is important for optimising 
the marketing mix and risk reduction. 
Good market research (MR) will always 
help marketers get the best out of mar- 
keting investments. But bad MR is a def- 
inite prescription for disaster. 

In this context, the real questions to 
address seem to be: are Neha's woes due 
to bad MR? Ifso, what should Neha do to 
ensure ‘good’ MR for her brands? To find 
out, let's first look at what the brand 
needs for succesful advertising. 

The communication needs for 
the brand — what should be stated 
in order to accomplish the end 
goals — should match the in- 
tended communication — what 
the ad is trying to communicate. 

Based on this criteria, there are 
three stages in communication 
development that should follow. 
Each has some related MR projects 
for risk reduction. 

The first stage is identifying the com- 
munication needs for the brand. At this 
stage you should ask: what do we want 


to say? The relevant MR projects include 
mapping brand-image strengths and 
weaknesses vis-à-vis competition, and 
identifying motivators and deterrents to 
buying. The second stage is defining the 
intended communication for the cam- 
paign to the agency. You must ask: what 
do we tell and how do we tell it? The 
third stage is evaluating the final com- 
munication in terms of how it is re- 
ceived and how effectively it is received. 
At this stage, MR should pre-test a form 
of the ad such as an animatic or a rough. 

Seen in this framework, Meyko's use 
of MR for washing machine communi- 
cation development falls far short of 
good MR practices. First, they haven't 
started right in terms of communica- 
tion needs. The brand bundle consists 
of product features (looks, ease of use, 
service, price, etc.), end benefits (wash 
quality, price, economy in use) and im- 
ageries. A comprehensive study of 
brand image should have been done. 
Instead, they have jumped to the 
'woman in control imagery as the 
prime communication requirement for 
the brand. They have missed out on 
other purchase-influencing messages 
such as the ‘fill it, shut it, forget it’ conve- 
nience of automatic operation. 

They have also not used good MR to 
translate the communication need 
identified (archetypal ‘woman in con- 
trol' imagery) into a powerful execution. 
The squeaky clean woman may not be 
the ‘woman in control’. Good MR would 
have clearly highlighted that consumers 
see her as an alienating show-off 

Lastly, the pre-testing MR was faulty. 
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The problem is never with research 
models. All good research models are 
analytical constructs based on proven 
theories and validated in practice. In 
essence, these models allow ordinary 
researchers to reach expert standards. 
The inability of Neha's research firm to 
provide a clean verdict is not due to 
models, but sloppy researchers and bad 
research practices. 

All of this is further compounded by 
poor data collection practices of their 
MR firm ( such as fudging attendance, 
pre-conditioned groups, purposively 
chosen respondents who are friends or 
neighbours, wrong target group defini- 
tion, etc.) That's downright bad MR. 

We can blame Meyko for not de- 
manding a scientific approach and not 
setting exacting standards for their MR 
agency. But the MR firm must stand up 
and take the responsibility for bad MR 
too. The task ahead for Meyko is to 
choose a good research firm in the begi- 
nning and then put in place best prac- 
tices at the brand's end as well. Meyko 
should look for an MR firm that has: 

ll National infrastructure for data col- 
lection with a transparent and audited 
quality assurance programme. 

ll Best research practices and method- 
ologies/models that are proven in India 
and abroad. 

ll Time commitment of senior expert 
researchers to help go beyond raw data 
and bland information. 

On their part, Meyko should put in 
place the following best practices: 

E Invest senior marketing profession- 
als’ time in defining real issues for 
research and in setting relevant choice 
criteria and action standards. 
lil Give MR value that is commensurate 
with the cost of decision and risk reduc- 
tion, and not as a commodity bought 
on a cost per focus group basis. 
(There is no free lunch — when 
you buy it as commodity you will 
get commodified information 
and not insightful wisdom!) 
@ Actively partner with the MR 
firm and treat them as stakehold- 
ers, not third party suppliers. 
Lastly, the marketer should act 
upon the research findings. I have 
seen many brands fail because the 
client did not have the 'eyesight' to see 
the insight (often found by the res- 
earcher) and then act accordingly. W 
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S MR becoming a new ‘whipping 

boy’ for marketers? Neha Walia is 

certainly not unique. As brand man- 

ager (BM), she creates and manages 
relationships between consumers and 
her brand. Yet, she transfers the respon- 
sibility of ‘consumer identification’ to an 
MR agency. Has Meyko then produced a 
washing machine not knowing who its 
consumer is or why she will buy it? This 
is tail wagging the dog. 

For most marketers, consumers are 
statistics, based on which market seg- 
mentation is done, demand potentials 
calculated, investments made, products 
manufactured. But the big question is: 
‘Why will I (the consumer) buy your 
brand’. BMs are left to create a reason, be 
it rational or emotional, and find that 
they do not know enough to answer it! 

Enter the MR agency. It first tries to 
create some homogeneity from a het- 
erogeneous mass of consumers. MR too 
is afflicted by fashionable technologies. 
The age of Carl Jung is upon us. Arche- 
types is the new buzzword, ‘need states 
is MR’s new mantra. Based on ‘need 
states,’ MR creates consumer typing, de- 
termines consumer motivations, maps 
behaviour and identifies the most vul- 
nerable consumer groups for the brand. 
Based on this, the ad agency connects 


the brand to consumers’ ‘need state’ 

through communication. Perfectly logi- 
cal on paper; yet, why does Neha have a 
problem with her MR or her advertising? 
Is it the technique, fidelity of the process, 
or something else? 

To answer that, let’s step away from 
the problem; what do we see? The tech- 
nology cycle is coming to an end. We are 
in an era of product equality in all cate- 
gories; an era of instant information 
transmission and high consumer aware- 
ness. In this era, marketers are seeking to 
create minuscule differences in prod- 
ucts/services. While they grope and 
croak, consumers protest about price 
and aver they can't see the differences. 
Result? Free offers, loyalty bonuses, etc. 

Whatever happened to brand? From 
value addition, brand has now become 
value reduction. The age of commoditi- 
sation is here. Our ability, knowledge and 
expertise grew in an era where there 
were real differences in products. First 
mover advantage created giants. Mar- 
kets were monopolistic/duopolistic. Ac- 
cess to material, manpower, money and 
distribution channels were controlled by 
a few. Marketing theories and classroom 
education both reflected the age of dif- 
ferences. Advertising thrived on the 'er 
factor: better, brighter and stronger. We 
taught consumers to play the 'mine is 
betterthan yours' game, based on the ex- 
hibition of rational or derived emotional 
differences. Suddenly, with the 21st cen- 
tury, we seem to have entered the era of 
plenty. The ‘er’ has disappeared. We have 
to learn to survive again. 

This is the world of Neha Walia. If she 
knew that her brand has an ‘er’ factor 
that would change the consumer's life, 
why would she need MR ? Her advertis- 
ing brief would extol the virtues of her 
product, and then the ad agency would 
communicate that magic. Unfortu- 
nately, Neha is deprived of such a magic. 
She has to start from the beginning: who 
is the consumer? 

So, what did the MR agency do? It 
created a zoo, stuffed consumers into 
cages with labels and took Neha around 
to explain those labels. Neha soon dis- 
covered the truth: she began to see those 
cages over and over again! 

How often have marketers come up 
with exactly the same information from 
different agencies year after year, and 
taken decisions which have cost compa- 
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nies crores of rupees? If MR tools across 
agencies are almost the same and their 
method of finding the information for 
marketers is exactly the same, the data 
that they collect is, therefore, rarely dif- 
ferent! The only difference is the individ- 
ual researcher's interpretation of the 
data, which is more about intellectual 
prowess than interesting discoveries. 

The fact is, all marketers have basi- 
cally the same information, similar 
products, and make the same mistakes. 
Since this information is used to create/ 
evaluate communication, the advertis- 
ing also looks the same. 

Take the ‘women in control’ model. 
Meyko and its competition use this 
model. Were women ever out of control? 
If they were, our societies would have 
disintegrated. Women are taking differ- 
ent kinds of decisions that life demands! 
So what do researchers do? Put them in a 
box! The ‘women in control’ model is yet 
another cage. Other marketers selling to 
women have access to exactly the same 
model. In such a situation, does MR un- 
earth any new insight ? If yes, then why 
should Neha have a problem or why 
should the advertising look similar? The 
real problem is putting consumers in 
cages and trying to understand behav- 
iour. If everything around us keeps 
changing, if our expectations from life 
keeps changing, then MR techniques 
must be dynamic enough to spot those 
trends and changes: ‘to learn about the 
tiger, go to the jungle, not the zoo!’ 

However, MR agencies thrive on 
logic. In the era of similarity, logic 
can't create differentiation; it’s magic 
that creates desire and differentiation. 
It's the way we feel about brands that 
creates differentiation. But MR is about 
what ‘is’. And what ‘is’ is irrelevant in cre- 
ating magic! Love is not about what ‘is’; 
it's about what can be — imagination, 
ideas, innovations. Can the MR agency 
lead her there? 

Imagination lies in that part of the 
mind which 'knows not that it knows 
not’. To get there, just empty the mind 
and observe life! That's where ideas 
arrive. These ideas create feelings. And 
feelings differentiate brands. Will re- 
search help Neha create love between 
her brand and its consumers? How will 
she get her consumers to say ‘I love you’? 

Is love logic? Who needs logicians 
in this era? i 
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The use 
of mobile 
phones 
has 
boomed 
but the 
corporate 
etiquette 
that 
needs to 
go with it 
just hasn't 











F you are in a conference room full of 
people, what are the chances that every 
person there has a mobile? One hundred 
per cent. What are the further chances 
that each one ofthose mobiles will go off 
one after another — with disconcerting results 
forsome poor speaker. Also a hundred per cent. 

The handy-dandy mobile is now every- 
where, and in an organisation it has penetrated 
all levels — from top to bottom — making it 
miraculously easy to keep in touch and get 
things done. But what hasn't kept pace with the 
technology is the corporate etiquette that 
needs to go with it. 

The other day I caught one of our peons 
with the loudest ring in recorded history and 
ticked him off good for startling the entire floor 
with his phone. He was most apologetic and 
immediately punched a few keys on his mobile. 
About an hour later, I discovered hed only 
changed the ringtone, so I couldn't identify it as 
his. And the volume wasn' even a notch lower. 

But forget him. Everyone else, cultured, 
educated, top of the pops — all do much the 
same thing. Whether it's a call from the wife to 
kindly remember to collect groceries on the 
way home or a friend texting a snippet of gos- 
sip, it seems to take priority over meetings and 
work related face-to-face interaction. Sensitiv- 
ity to how other people feel is at an all-time low, 
especially when they're cut off mid-sentence by 
that all-important beeping gadget. Or distract- 
ed by loud jaunty ring tones when they're trying 
to give all their attention to work. 

Ifyou stop to think about it, relationships do 
begin to get affected by the changed priorities 
that our preoccupation with mobiles seem to 
signal. I just had four little meetings, all of 
which were duly and predictably interrupted 
by loud mobile calls. I confronted all these peo- 
ple (taking them aback considerably) and un- 
covered the weakest possible reasons for these 
interruptions. All of them agreed their reasons 
werent good enough, but went on to say that 
they were usually very careful — hardly like 








everyone else around. None of them had even 
given a thought to the fact that a mobile re- 
tained the calling number and that it was en- 
tirely possible to return the call once the meet- 
ing was over. Incredibly, even a candidate I was 
interviewing recently hadn't bothered to silent- 
mode his phone. One subtle key press is all it 
takes. And yet very few will bother. 

Repeated requests at events and confer- 
ences make no difference to the number of 
phones that will ring — and how loud they'll 
ring. Senior people, who require other people 
to turn down their phones, rarely lead by exam- 
ple and freely take calls. Everyone else obvi- 
ously feels free to do the same. I once asked a 
sales exec why he willingly let himself be inter- 
rupted mid-persuasion with a client, and he 
said: "Let him see how I have other clients, no?" 
I presume that's better than letting him know 
how valued a client he is. 

Afew guidelines by companies could do the 
trick provided they're enforced, but just like 
traffic rules they will end up in the 'chalta hai' 
category. Outside of the workplace, the situa- 
tion is worse. You'll find a dark movie hall dot- 
ted with lights from SMSing mobiles, or inten- 
sely personal calls in public places being 
conducted in loud surround-sound voices. 

The result is an insidious change in interac- 
tions between co-corkers and in the work envi- 
ronment too. In the US, mobile bad manners 
have got to the point where they now have a 
cellphone courtesy month' to draw attention 
to the problem. Smarter people are promptly 
cashing in and making a tidy packet as corpo- 
rate etiquette consultants. Some companies 
just use jammers. Rather extreme, but it depe- 
nds on the impact in different work situations. 

Its interesting that a few years ago no one 
had these phones, so nothing was quite that 
urgent. Today it's very much a part of the big 
city culture of instant gratification, here and 
now. Perhaps mobile companies should take 
up the cause of mobile corporate etiquette, and 
gain some goodwill with customers. X 
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RISHNA usually takes a day 
Off to recover from a drinking 
binge, but today he is at work 
at 3 a.m. sharp — with a han- 
gover though. "Why should I 
take the day off when all I 
have to do is report to work, and sleep 
for the rest of the day?" he asks, as he 
settles down in the driver's seat of his 
Ashok Leyland truck. He revs up the 
engine, shifts to second gear, and drives 
100 metres through a muddy road to the 
railway checkpoint. 

Krishna's life has changed over the 
last one month. And it has much to do 
with the Roll-On Roll-Off (Ro-Ro) trains, 
a Konkan Railway service that was re- 
cently extended to Suratkal near Man- 
galore. For the first time in his 20-year 
career, Krishna gets to sleep on duty and 
is paid for it too. He doesn't worry too 
much about drinking on duty, though 
his wife, back home in Junagarh, Gu- 
jarat, does worry about it. But she is glad 
he doesn't reach home bleary-eyed and 
dog-tired anymore. 

Even at this unearthly hour, there is a 
long line oftrucks ahead. When Krishna 
reaches the checkpoint, he is assigned a 
number: 22. That is a two-hour wait, 
and then a test of his agility. He will have 
to gingerly steer his truck past an 11-feet 
high gate. It is a bit like high jump: a 
brush against the bar and you are disqu- 
alified. "This ensures that the height of 
the loaded trucks on the train will not be 
more than the height of the tunnels 
along the ghats," explains a security offi- 
cer, whose job is to ensure that only the 
right-sized trucks move to the next level. 

Truck number 21 doesn't make it — 
itis an inch too high. The driver, exaspe- 
rated, pleads to be allowed in. After all, 
he has been waiting for two days. "Dont 









Trucking on 





worry. Just deflate the tyres a little, and 
the height of the truck will come down. 
Not like you have to drive for the next 
few hours," suggests Chandrakant Gala, 
partner, Manish Transport, the private 
agency that operates Ro-Ro trains to 
Mangalore. This is how Ro-Ro works — 
loaded trucks roll onto rail wagons at 
Kolad station, about 150 km south of 
Mumbai, and piggyback their way on 
trains. Once the trains reach their desti- 
nation, the trucks roll off the wagons 
and proceed to their destinations. 
Krishna's truck makes the bar. He 
proceeds to a concrete ramp that leads 
to the loading point and rolls his truck 
onto the train. For the next 20 hours he 
plans to listen to music and catch up on 
sleep while the train clatters its way 
through the Konkan ghats to Mangalore 
— trucks, drivers, goods and all. 
Konkan Railway launched Ro-Ro 
trains from Kolad to Goa in 1999. It was 
seen as a conscious effort to woo freight 
carriers off the roads and back onto the 
railway tracks. "Our idea was to help 
transporters use the same fleet of trucks 
for more trips that would lead to a faster 
turnaround and higher profits. This 
would also help conserve diesel, decon- 
gest highways and reduce pollution," 
says B. Rajaram, MD, Konkan Railway. 
Over the last two decades, freight 
carriers have steadily moved from rails 
to roads. And as the government deve- 
loped highways and neglected railways, 
the import bill for oil soared — with 
more than 40 per cent of India's export 
paying for importing petroleum produ- 
cts alone. "The railways made no atte- 
mpt to tap into high-cost freight items 
and fast moving consumer goods. Even 
these items moved to the roads. It's high 
time we got these back onto the rail 
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tracks," says a transport expert. This is 
exactly what Ro-Ro is doing. Tiles, 
moulded plastic items, detergents, iron 
pellets, fertilisers and food grains are 
transported on Ro-Ro trains. 

The response to Ro-Ro was so over- 
whelming that Konkan Railway extend- 
ed operations up to Mangalore. But the 
service was closed down on this route 
after it failed to attract enough traffic. 
Early this year, Konkan Railway decided 
to rope in a private company to revive 
the route. Mumbai-based Manish 
Transport won the bid, and paid Rs 6.4 
crore to operate Ro-Ro for a year. 
Konkan Railway, however, still operates 
the Goa Ro-Ro, and earned Rs 7.5 crore 
from the service last year. 

It has been two months since the 
Mangalore Ro-Ro began operating ag- 
ain. On any given day, there is a winding 
line of trucks outside Kolad station. The 
demand, as the waiting lists for wagons 
suggest, has run into hundreds, and or- 
der books are overflowing. Truckers are 
fighting to get a place on the next train, 
for obvious reasons — it is cheaper, 
faster and safer to use Ro-Ro. On road, a 
truck takes 72 hours to travel the 1,000 
km from Mumbai to Mangalore; with 
Ro-Ro it is down to 18 hours. The Ro-Ro 
charges Rs 7,100 for a regular two-axle 
truck travelling between Kolad and 
Mangalore. Ifthe same truck were to run 
on the highway, the diesel costs alone 
would be worth Rs 7,500. Everything 
factored in (See ‘Ro-Ro vs The High- 


Ro-Ro is a dream 
come true for 
truckers. The 
destination for 
them is just 


a train-ride away. 
By Supriya Kurane 
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Almost 35 per cent of the truck traffic to South Karnataka has.shifted tothe Ro-Ro 


way ), including charges for drivers and 
cleaners, and minimised chances of ac- 
cidents, Ro-Ro entails a savings of close 
to 90 per cent. No wonder, truckers from 
Rajasthan and Gujarat are lining up too! 

But truckers do face a tiny hiccup: 
sales tax officers. Karnataka doesnt levy 
octroi charges and trucks on Ro-Ro 
bypass all sales tax collection points. But 
the government has now installed a 
sales tax checkpoint just outside Surat- 
kal station. "The sales tax officials are 
unhappy since truckers don't grease 
their palms anymore to get faster clear- 
ances on the highway. They harass the 
drivers who get off Ro-Ro," says a 
Konkan Railway official. But this is 
hardly a deterrent for truckers. 

Right now the demand for wagons 
far outdoes supply: a single Ro-Ro train 
can carry only 29 trucks at a time, and 
currently only one train runs to Goa and 
Mangalore everyday. From a macro per- 
spective, the number of trains will not 
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be enough. The initiative will gather 
steam only if the service is rolled out 
across the country. 

Konkan Railway has been nudging 
Indian Railways to extend Ro-Ro across 
the country, but has got a lukewarm re- 
sponse. In this years Railway Budget, 


RO-RO VS THE HIGHWAY 


What the driver saves: 
Route: Mumbai-Mangalore | 
Specification: Two-axle truck 
































NND INEME-—————- - 4200 
On the highway —— —— ——, 

Diesel 7,500 
Toll charges L NI 
a charges — 1,500 
RTO expenditure — 1,000 
Other expenses (incl. bribes) 1,000 
TOTAL 11,600 


All figures in Rs 
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however, Union railways minister Lalu 
Prasad Yadav suggested that Indian 
Railways give Ro-Ro a serious thought. 
“The Railways has initiated the process 
to develop special wagons, which will 
enable more than one truck to be car- 
ried in each wagon to optimise utilisa- 
tion of assets. The Railways will consider 
introducing this service once the wagon 
design is finalised,” he said. 

Meanwhile, traffic is steadily shifting 
from highways to Ro-Ro. Almost 35 per 
cent of trucks going to South Karnataka 
have shifted to this service. Manish 
Transport expects that to become about 
60 per cent by the year-end. It's only a 
matter of time before petrol pumps, 
dhabas and repair shops along the way 
feel the heat. Entrepreneurial hotel ow- 
ners and mechanics have already set up 
shops outside Kolad station. A liquor 
joint is being planned near the station. 
Krishna and gang are going to bring 
brisk business. * 


*On the cover price of Rs. 10/- 
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BROWSING 


S.B. Ganguly 


Chairman, Exide Industries 


Iamreading THEMONKWHO 
SOLDHIS FERRARI by Robin 
Sharma. An excellent book, fast 
paced, highly readable and credible. 
It talks about the true values of life 
and how happiness and success lie in 
living the moment, along with prac- 
tising discipline and detachment no 
matter what kind of vocation one is 
pursuing. It is basically the funda- 
mental principles applied to daily life. 
A must-read for youngsters in the 
corporate world who are bound to 
benefit from the relevant principles. 

I am also in the midst of THE 
INVISIBLE CONTINENT by Kenichi 
Ohmae. I normally choose manage- 
ment books that provide insights into 
thelatest management techniques. 
My other preference is for the 
autobiographies of famous people. Bi 


ALERT 


Unfit For Command 


By John E. O'Neill and Jerome R. Corsi 
(Regnery Publishing) 





ACCORDING to some 
Vietnam veterans, John 
Kerry tells more lies 
than Bush. (Note: they 
didn't actually serve 
under Kerry, just in his 
general vicinity.) They 
swear he lied to get his 
medals and burned a village. 
Now, though Kerry was probably 
not the perfect soldier he’s made 
out to be, at least he showed up 
for duty. (Note: Bush did not.) 
Forget love and war: all is fair in 
elections, no? 
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REVIEW 


Singing the 


ABHEEK BARUA 


HE words 'market' and 'moral- 
ity are often seen as contra- 
dictory, especially in the Ind- 
ian milieu and its history of 
left-wing influence. As one of 
the contributors to this volume 
points out: "Every ill in contemporary 
society is invariably blamed on busi- 
ness, the pursuit of private profit and 
on the institution of private ownership" 
— the three pillars of the market econo- 





my. However, the fact is that capitalism | 


and market economics have emerged 
as the dominant economic philosophy 
across the globe, and its obvious advan- 
tages over state control and socialism 
are now established. 

The central theme of 
this large collection of 
22 essays is: why does 
the market economy raise 
so many hackles and 
evoke such passionate dis- 
like? Two essays in the 
opening section address 
this issue directly while 
others explore variants of 
this theme. Israel Kirzner's 





ELL hath no fury like a man who 
has contested the IOC presi- 
dent's election — and lost nar- 
rowly. No consolation prize — 
not even being asked to head the power- 
ful anti-doping agency of the Olympic 
committee — is enough to assuage the 
blow to the ego. Result: a book that 
screams outrage and disapproval. 

Dick Pound could have written the 
definitive book on the politics, scandals 
and glory of the Olympics. He'5 been as- 
sociated with the Olympics since the 
1960s, first as a competitor (a member 
of the Canadian swimming team). After 
retiring from competition, he became 
president of the Canadian Olympic As- 
sociation (now the Canadian Olympic 
Committee), and later, a member of the 
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Morality 








‘The Ugly Market: Why Capitalism is 
Hated, Feared and Despised’ and Mur- 
ray Rothbard's ‘Ten Objections to the 
Market Economy’ offer interesting 
analyses of the misconceptions about 
the nature and role of the market. 

Ofall the reasons why people tend to 
be critical of markets, I found the Nir- 
vana Fallacy (attributable to economist 
Harry Demsetz) offers the most fasci- 
nating and, perhaps, most plausible ex- 


| planation. Demsetz explains that “those 


who adopt the Nirvana viewpoint seek 
to discover discrepancies between the 
ideal and the real, and if discrepancies 
are found, they deduce that the real is 
inefficient.” A manifestation of this Nir- 
vana attitude that is pertinent to devel- 
oping economies like In- 





MORALITY OF 
MARKETS 


Edited by Parth J. Shah 


icademic Foundation 


Centre Foi Civili Socteh 





Olympi 
International Olympic Committee . Un- 
fortunately, he lets his angst, biases and 
pomposity spoil it all. Reading the book, 
you come to the sad but inescapable 
conclusion: Dick Pound is a prig. 
Throughout the book, Pound has 
nothing good to say about anyone — 
not the chairman, not the presidents, 
not the officials of the national Olympic 
committees, not the judges, not even 
the athletes (unless they happen to be 
Canadian). All the decisions taken by 
these worthies are always wrong. Only 
Pound is ever right. 
Thus, Juan Antonio Samaranch is 


———————— 


market's virt 


dia is in income distribution. Critics of 
the market approach to growth and de- 
velopment blame it for fostering ex- 
treme skews in the distribution of in- 
comes, ignoring the fact that the market 
presupposes some initial distribution of 
resource ownership. Policymakers con- 
cerned with income distribution need 
to focus on correcting this initial pattern 
of resource ownership rather than jetti- 
soning the idea of a market economy. 

But how does one reconcile the in- 
stitution of the market with the notion 
of morality? Peter Boettke offers a suc- 
cinct reply in his essay. He claims that if 
markets are supported by other institu- 
tional factors, they tend to guide behav- 
iour in a manner consistent with indi- 
vidual liberty, honesty in dealings, etc. 

This ‘moral learning’ takes place 
passively — it is not as if individuals are 
striving to create ‘a heaven on earth’ — 
simply because the rules of the market 
reward compliance and punish devia- 
tion. Leonard Read's piece, an adjunct 
to Boettke's argument, uses the example 
of the production of a lead pencil to il- 
lustrate how markets foster cooperation 
and coordinate the synergies of diverse 
creative forces. 








PARTH J. SHAH is founder-presi- 
dent, Centre for Civil Society, an 
independent research and 
educational think-tank based in 
Delhi. His research focuses on 
private initiatives and reforms in 
the education system. Earlier, he 
taught economics at the 





Deirdre McCloskey's essay, ‘Bour- 
geois Blues’, is a lovely piece that cele- 
brates the bourgeoisie virtues that have 
merged with the rise of capitalism over 
the last two centuries. McCloskey makes 
the provocative claim that while our in- 
stinct is to cherish the values of the aris- 
tocracy, the soldier and the artist, it is the 
virtues of the merchant (politeness, risk- 
taking, enterprise, etc.) that have made 
modern civilisation possible. 

Another cluster of essays surveys the 
role of the corporation in civil society. 
Partha J. Shah's list of contributors seek 
to explore the middle ground between 
the neoclassical Friedman view that the 
“social responsibility of business is to in- 
crease profits” and the activism of the 
corporate social responsibility school. 
The essays make the point that while 
profit maximisation cannot be the sole 





power struggles 


the consummate politician with poor 
judgement, Lord Killanin is a weak, va- 
cillating man, Athens is essentially a 
bad choice as a host country, the East 
German secret police paid off judges 
to make sure that 
American boxers 
didn't do well in the 
1988 Seoul Oly- 
mpics, biased judges 
robbed the Canadian 
ice skating team of a 
sure gold in one 
competition, and 
Nadia Comaneci 





scored the perfect 10 only because the 
Russians made sure that Olga Korbut 
scored above 9.9 .... 

All these are probably true; after all, 
Pound is the one man who would know. 
But going through the 


INSIDE pages you cannot 
THE help but feeling that 
OLYMPICS Pound has too many 
By Dick axes to grind. To be 
Pound fair, there are places 
John Wiley where you may agree 
& Sons) with Pound. He 
Pages: 285; points out that a boy- 
price: $24.95 cott doesn't serve any 
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BOOKMARK 


ues 


objective of corpora- 
tions, it is also futile 
to ‘legislate’ morality 
as corporate respon- 
sibility acts often do. 
The section titled 
the ‘Immorality Of 
State Intervention’ 
deals with issues 


| such as the role of business subsidies, 


antitrust laws and state regulation. 
Though the authors take a somewhat 
extreme ideological stance, arguing 
against most forms of government in- 
tervention in the free market, the essays 


| merita careful reading. The final section 


assesses the perspective of three major 
religions — Islam, Christianity and Hin- 
duism — on free enterprise, freedom 
and profit motive. 

The book is not a breezy read even 
though some of the pieces are remark- 
ably well written and shorn of jargon. If 
there is a drawback, it is the bulk. Aslim- 
mer, more focused volume with just the 
seminal pieces would, perhaps, have 
served the purpose better. i 





Abheek Barua is senior economist, Crisil 
Centre for Economic Research 











purpose and that politicians should not 
meddle with sports. He gives the exam- 
ple of how the Canadian government 
put pressure on the Canadian Olympic 
Committee to boycott the Moscow 
Olympics even while the Canadian agri- 
cultural ministry was selling record 
quantities of wheat to the Soviet Union. 
Yet even when you agree with him, you 
do not particularly like him. 

What could have been a thrilling 
behind the scenes look at the Olympics 
ends up as a sad biography of an athlete 
who narrowly missed a medal in the 
games as a competitor, and then lost the 
only other prize he wanted — the office 
of the IOC president. LÀ 


PROSENJIT DATTA 
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This inflation is foreign 


HE finance minister has made a number of 
reassuring statements about inflation in the 
last fortnight. They would have been more 
reassuring if he had said how he would curb 
it. In the absence of action, one must be sat- 
isfied with his analysis. 

Unfortunately the analysis has also been shifting 
in the sand. The finance minister’s early view was that 
there was a seasonal rise which would be reversed as the 
monsoon progressed. This argument was repeated by the 
chief economic adviser; so it is safe to assume that the 
views of both had a common provenance. 

More recently, the finance minister has widened the 
range of factors. To the seasonal factor he has added the 
previous governments slack- 
ness with money supply, 
which had grown too fast. He 
brought in the obvious cause, 
namely, the inexorable rise in 
oil prices. And then he added 
China, which is constructing 
stadia and gymnasia like mad 
in preparation for the 2008 
Olympic games, and buying 
up all available steel for them. 
He might have added that 
China is equally greedy for all 
metals, as well as crude oil and 
many other goods. 

The approach of listing all 
possible factors counts as 
economics in India. But in 
making policy, it is necessary to 
identify the critical factor. The 
required policies differ depending on the proximate 
cause; an indiscriminate, omnibus approach can result in 
overly diffuse and misdirected policy actions. 

If the minister is convinced that seasonal factors are 
the most important cause of inflation, he should do noth- 
ing at all. He should make confident statements saying he 
will bring inflation down within seven weeks, and wait for 
for the god of seasons to help him out. 

That may have been the right strategy given his early 
stance; but it would be disastrous if the other factors he 
has brought in matter. At the moment it looks as if he 
really believes the story about his predecessor having let 
money supply rip, and is going to have the Reserve Bank 
do some monetary tightening. But it does not have all that 
much leeway. Thanks to the ministers prudent handling 
of the fisc, the Reserve Bank does not have government 
securities to unleash on the market. It could issue more 
stabilisation bonds. But that might raise interest rates and 
reduce flow of credit to industry and services, which are in 
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This inflation has come from 
abroad; the remedy for it is 
duty reduction or currency 

appreciation, or both 





the middle of aboom. Manmohan Singh did that in 1995, 
just as the glorious Congress boom was revving up. The 
tightening went too far, and the lovely industrial boom 
was brought to an unceremonious end. The industrialists 
did not thank him for it; nor did anybody else — except 
perhaps Mr Chidambaram, who became the finance 
minister in the UDF government that followed the defeat 
ofthe Congress. 

The important fact is that retail and wholesale prices 
are behaving very differently. The wholesale price index 
shows inflation to be around 7.5 per cent; cost-of-living 
indices show it to be only about 3 per cent. If he trusts the 
retail price indices, the finance minister does not have to 
worry at all, for itis the cost of living that matters to the 
consumer. And the purported 
seasonal rise in prices is a non- 
starter; it is insignificant, and 
its reversal, if it happens, will 
make little difference. 

But oil prices do matter; 
they can make life difficult for a 
finance minister. He is right to 
pinpoint the global oil short- 
age and the China factor. The 
factis that the world commod- 
ity cycle has turned up, and the 
rising commodity prices are 
causing us discomfort. 

If he recognises that the in- 
flation is global and that India 
is simply importing it, the re- 
medial action is crystal clear: 
he must act on import prices. 
There are two major ways of 
doing this. One is to reduce import duties. They may be 
duties on oil and steel; but reduction does not have to be 
confined to these commodities. It would make equally 
good sense if import duties were reduced on rice, wheat, 
vegetable oils, sugar — any ofthe consumer goods of con- 
cern to the common man. The NDA government raised 
them to unconscionable heights to please its constituen- 
cies; itis high time they were brought down. 

The other course is to appreciate the Rupee. The Re- 
serve Bank began to appreciate it in 2002. That was two 
years too early; there was no reason for it then. Although it 
was meant to slow down reserve accumulation, creeping 
appreciation actually accelerated it. And the RBI stopped 
doing it at the wrong time, just as the UPA government 
was elected and foreign capital started running away. If 
the Rupee must be appreciated, there could not be a bet- 
ter time than the present. But let it be done at one go, and 
not in a perfectly predictable, unending creep on which 
speculators can take a one-way bet. he 


ANTHONY LAWRENCE 
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The next time you 
hear ‘meeting’, 
don’t panic. 


Meetings and global client 
interactions are synonymous 
with huge costs. 

But not anymore. 




















Say hello to WebEx, the 
world leader, now in India 
with it’s futuristic 
conferencing services 


Say hello to online 

meetings at costs fractional to 
regular meetings. 

Say hello to higher profitability. 





we've got to start meeting like this 


unna wsohavindia cam 
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Now you can work online 
during the flight ... 





... or celebrate that 
/ 92nd-minute goal live. 
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SL CMT first worldwide broadband 
„ir ernet connection in the sky.. 


Thanks t * there are no more borders to your communication — 
even at 12, 000 meters: ` Qu can use your laptop to keep up with world 
affairs via the FlyNet" portal for free or get an e-mail with the latest 
presentation for your meeting. And naturally, you can follow your 
team live as they battle it out on the World Wide Web. You'll see that 
to work and surf in comfort, all you have to do is to fly. Find out more 


at www.lufthansa-india.com 


FlyNet* will be rolled out on more Lufthansa long-haul routes to Asia in 2004. 


There’s no better way to fly. MU a tate later 
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Air Canada's daily refreshment 


HP Aviation. Fuelling the only non-stop Delhi-Toronto connection. 
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A partner for life. 





Emerging sectors have a potential for high [XC 
returns. We identify and invest across these | — 
emerging sectors for optimum returns while TÉ 


containing risks. 


Go ahead, invest in MSFU- Emerging >'SBIMF a ge M, 
to 8558 


Businesses fund. y MAGNUM SECTOR FUNDS UMBRELLA 


^N ^ [EMERGING BUSINESSES FUND) 
IPO open from 23rd August to 17th September, 2004. Magnums available at face value of 
Rs 10 each for cash at par during the IPO. Plan re-opens on 11th October, 2004. 


SBIMF Investor Service Center: Ahmedabad - Ph: (079) 2550 7442. Bhopal: - Ph: (0755) 255 7341, 527 3983, 528 
8277(D). Goa - Ph: (0832) 5642475. Indore - Ph: (0731) 2541 141, 245944. Mumbai - Ph: (022) 2265 8302, 2265 8303. 
Pune - Ph: (9520) 567 0961, 567 1524. Vadodara - Ph: (0824) 2225628,2225629. Bhopal: - Ph: (0755) 255 7341, 527 
3983, 528 8277(D). Chandigarh - Ph: (0172) 2709 728, 271 1869. New Delhi - Ph: (011) 2331 5058, 2317 7262. Indore 
- Ph: (0731) 2541 141, 5045944. Jaipur - Ph: (0141) 2256 7354, 2257 4134. Ludhiana - Ph: (0161) 2449 849. Lucknow 
- Ph: (0522) 2234042,2234060. Bhubaneshwar - Ph: (0674) 240 2401. Bhilai - Ph: (0788) 501 0955,227 3261. Guwahati 
- (0361) 252 1993. Kolkata - ph: (033) 2282 1471, 2282 2816. Patna - (0612) 222 0232,222 0235. Ranchi - Ph: (0651) 
231 5212 Siliguri - Ph:(0353) 253 7065, 2534206. Bangalore - Ph: (080) 2227 2284, 2212 2507, 2212 3784(D). Chennai 
- Ph: (044) 2829 3384, 2829 3385. Coimbatore - Ph: (0422) 2303 863. Cochin - ph: (0484) 2318886, 2320107. 
Hyderabad - Ph: (040) 2475 6241, 2475 6066. Mangalore - Ph:(0824) 244 5892. Vijayawada - Ph: (0866) 257 8215, 
257 4113. SBIMF Investor Service Desks: Nagpur: (0712) 2543123. Nasik: 09823246886. Rajkot: 09825504876. 
Surat: 09879114453. Ajmer: 09829067357. Gurgaon: (0124) 5083769. Kanpur: (0512) 2331631. Kota: 9829067358. 
Moradabad: (0591) 2411411. Jamshedpur: 09835367720. Raipur : (0771) 2536372. Hubli: (0836) 2368477. Madurai: 
9843266670. Thiruvananthapuram: (0471) 2724790, (0484)3339225. Vishakapatnam: (0891) 3093018. 





* Emerging Businesses Fund is an Open-Ended Growth fund launched as the fifth sector fund in Magnum Sector Funds Umbrella 
(MSFU). Asset Management Company: SBI FUNDS MANAGEMENT PVT. LTD located at 191, Maker Towers ʻE’, 
Cuffe Parade Mumbai - 400 005. Tel: 91 22 2218 0221-27. E-mail: partnerforlife@sbimf.com. Principal Trustee: 
State Bank of India. Statutory Details: SBI Mutual Fund has been set up as a trust under Indian Trusts Act, 1882. 
Investment objective: MSFU-Emerging Businesses Fund (An Open Ended Growth Fund) will participate in the 
growth potential presented by various companies that are considered emergent & have export orientation/ 
outsourcing opportunities or globally competitive by investing in the stocks representing such companies. The 
fund may also evaluate emerging businesses with growth potential and domestic focus. Asset allocation: At 
least 9096 of the portfolio to be invested in the equity or equity related instruments including derivatives of 
companies in line with the investment objective. Upto 1096 to be invested in Money Market Instruments. Minimum 
investment - Rs. 2000 and in multiples of Rs. 500 thereafter (Growth and Dividend options available) Load: No 
entry load during IPO. CDSC of not exceeding 1% would be charged for investments upto Rs 50 lacs for exit 
within 3 months (for IPO investors only). On an ongoing basis an entry load not exceeding 2.2596 of the NAV will 
be applicable for investors. Standard Risk factors: Mutual Funds and Securities Investment are subject to market 
risks and there is no assurance or guarantee that the fund's objective will be achieved. As with any investment 
in securities, the NAV of the Magnums issued under the scheme can go up or down depending on the factors 
and forces affecting the securities market. Past performance of the sponsor/AMC/Mutual Fund does not guarantee 
the future performance of the schemes of the Mutual Fund.Magnum Sector Funds Umbrella-Emerging Businesses 
Fund (an Open Ended Growth Fund) is only the name of the scheme and does not in any manner, indicate either 
the quality of the scheme, its future prospects or returns.State Bank of India, the sponsor is not responsible or 
liable for any loss resulting from the operation of the scheme beyond the initial contribution made by it of an 
amount of Rs. 5 lacs towards setting up of the mutual fund. Scheme Specific Risk Factors: Since investments 
are proposed to be made in the stocks of companies engaged in potentially emerging businesses, a failure of 
such businesses to take off could pose a risk. Since a large part of the Emerging Businesses Fund portfolio. would 
be invested in companies which are export dependant, a slowdown in the global economy could be a risk A sharp 
appreciation of the rupee in the short term may affect the export profitability of the companies adversely. Please 
read the addendum of MSFU- Emerging Businesses Fund along with Offer Document of the scheme 
carefully before investing. Application forms are available at SBIMF corporate office, SBIMF Investor Service 
Centers/Desks, SBIMF agents and can also be downloaded from our website: www.sbimf.com. 
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G As a practicing ad professional, I 


think this cover story has com- 


pletely missed the bus. I agree that 


there is creative rejuvenation in 
the Indian ad industry, but it is 
led by the four great individuals 
featured on the front cover page. 


What happens if those individuals are absent? 









In other people-led industries like software, the boom is not 
dependent on a few individuals but the overall strength of the organis- 
ations. And yes, the ad industry's size has grown. But the margins of 
agencies are half, if not one-third, of what they were before. Your story 
has not really captured the deeper currents in the industry. 


Biju Joseph Dominic, posted on BW website 





DOUBLE STANDARD 

I'm sure if Ashok Desai wrote this same 
column about a BJP-led governmentt , 
he would have gone ballastic and used 
abusive language, even though the 
actions of the government would have 
been exactly the same. (‘Why Wait Till 
The Next Budget?’ BW, 23 August) But, 
of course, Mr Singh and Mr Chidam- 
baram are very different! 

Gopi Maliwal, posted on BW website 


REGULATION: TREADING WATER 
The issues are defined nicely in 
Niranjan Rajadhyakshas article, 
"Thoughts Over A Cup Of Coffee’ (BW, 
16 August), but it did not contain 
practical solutions. Water budgeting is 
only one element of planning. 
Changes have to be sold to citizens: 
they cannot be imposed unilaterally. 
The important changes needed are 
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| removal of restrictions on agricultural 


i 


| markets and phasing out of subsidies 
| on all inputs. This can be balanced by 


| limited price support for outputs when 
| needed. Rationing addresses the sym- 


n PR n a me: 





ptoms but not the causes: it will merely ` 
add bureaucracy, red tape and corrup- 
tion to an already faltering system. The 
market is a far more efficient regulator 
than any government authority. So, let 
the market determine the price. 

For all of this, India will need 
metering and piped delivery of water in 
rural areas. The large requirements of 
storage tanks, pipes, pumps, water and 
meters will create industrial demand 
and employment in rural areas, 

K.S. Dugal, posted on BW website 


W Since water is becoming increasing- 
ly scarce, the artificial pricing of water 
ought to be relaxed and replaced by 
market price determined by demand 
and supply. For India, it could mean 
agriculture is no longer viable. So be it. 
The government should re-train the 
population to other forms of business, 
Hasu Patel, posted on BW website 


CLARIFICATION 

In ‘Revitalising Lever’ (BW, 31 August) 
the lead photo caption identified the 
HLL business as “Ayush Beauty 
Parlour.” The business is called Ayush 
Therapy Centre. 


purian unatia tees AAAA RA AAN ii ee PP naaa anaa gaa paie AA iinn nnan 


Write in at 


| editor@bworldmail.com 


p SAIN PANNE RAVEN tore ht thane rns arannana aaar aarahi 


IT'S NOT JUST ACADEMICS AT TAPMI. IT'S WORK EXPERIEN 


Unlike other premier management institutes, TAPMI, 
Manipal grooms students to be industry-ready from day 
one. Every student imbibes the soul of the banyan - 
values, virtues and wisdom - to create wealth for the 
organisation they serve and the society they live in. 


Experience to a student at TAPMI comes from continuous 
interaction with industry, through the innovative 4-phase 
Management-in-Practice programme, the CEO Forum 
and annual events like Atharva and BrandScan. 

This experience is made possible by the dynamic and 
seasoned faculty at TAPMI, who work together with 


T.A.Pai Management Institute, Manipal - 576 104, Karnataka Ph: (0820) 257 1358/ 257 3162-3, www.tapmi.org, e-mail: director! 


industry captains to enhance the ci 
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also helps in developing case stu: 
projects that are relevant to management 


And it all adds up. TAPMI 
students' first step into the business 
world. The breeding ground 
tomorrow's business  leade! 
Helping them walk out of camp 
with two years' work experience 
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DINESH KRISHNAN 





The most objective and rigorous survey ofthe best B-schools in the country today. A look at what differ- 
entiates the top schools from the second rung; the quest for specialisation; the efforts to go global; as 
well as what needs to be changed in management education. A Cosmode-BW production. 








32 Opening Essay . 54 | Choosing The Right One 

A lot has changed in the past one year — from some of If you have not made it to the top schools, heres the crite- 
the entrants in the top 10 list, to the models that schools ria to decide on where you should apply. 

have started following. 


.58 Comparing Notes 
36 Borderless B-schools | The directors ofthe top 10 schools discuss the major is- 


Which Indian B-schools are trying to go international and sues in management education. 


the routes they are taking. 
2s ma 62 Soft On Soft Skills 
42 Specialise, Specialise | Indian B-schools aren't doing a good job of teaching the 


A number of schools are no longer content to be plain | soft skills, finds out a study. 
vanilla management institutions. They are actively | 
searching for areas and niches they can dominate. 


46 Start-up 101 


Can B-schools really ‘teach’ entrepreneurship? Some 
schools and students find out. 


66 Jeffery Pfeffer 


The professor at Stanford University’s business school on 
what ails management education today. 


74 The Toppers 


51 The Faculty Factory India’s best B-schools ranked by various parameters. 
One Hyderabad-based institution's novel quest to solve | 
the problem of teacher shortage. . Profiles 

" | Select B-schools and what they offer: IM Ahmedabad; 
52 Ranking Them IIM Bangalore; MDI Gurgaon; IIM Calcutta; XLRI 
The methodology Cosmode follows to rank schools and Jamshedpur; NITIE Mumbai; IIFT Delhi; XIM 
how they validate the claims. |. Bhubaneswar; SPJIMR Mumbai and DMS, IIT Delhi. 
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: The best of the B-schools 


OMMENT is free, but facts are sacred,” said C.P. 
Scott, former editor of the Guardian. Comment 
is also easy to get, while facts are difficult to 
gather, he could have added. Which is probably 
why most B-school rankings are based on the 
opinions of recruiters, students or an arbitrary collection of 
experts. Those opinions do have value, but Businessworld be- 
lieves that judgements based on facts rather than feelings are 
safer since what we want is a ranking that will hold value for 
the future, not just one that reflects the prejudices of the past. 





To get a real understanding of how the B-schools stack up, 
therefore, one needs to assess them across a wide range of at- 
tributes, ranging from intellectual assets to business network- 
ing to physical infrastructure. But this requires putting in 
place a strong verification mechanism so that the claims 
made by the schools can be 
checked, standardised and 
compared. A difficult task in- 
deed, but one that we accom- "Y 
plish every year with the assis- —— 
tance of Cosmode, the highly 
respected think tank headed by 


Businessworld 


eight months of work for Cos- 
mode to get the rankings done, 
but the credibility and respect 
the list commands among the 
management fraternity makes 
the effort worthwhile. 





This special issue, however, goes beyond merely listing Indias 
best B-schools. It also captures the forces that are reshaping 
management education. "There are clear signs now that the 
management education landscape is changing rapidly — 
there is greater differentiation happening between different 
schools and that is good news for both students and re- 
cruiters," says executive editor Prosenjit Datta. Prosenjit 
headed a team of three writers who worked on this project — 
correspondents Aarti Kothari and Neelima Mahajan and our 
regular contributor and IIM-A alumna, Rashmi Bansal. They 
also brought together the directors of the top 10 B-schools to 


discuss the way they see the future. That's on page 58. 


This is indeed a time of rejuvenation for B-schools, but theres 
still along way to go. When the world is looking at India as à 
global centre for service delivery, where are the management 
programmes intended to take this forward, for example? 


le 5 


TONY JOSEPH, EDITOR 


BUSINESSWORLD I 6 SEPTEMBER 2004 


STEEL PRICE CUTS 


Tisco turns up the heat 


N 23 August, B. Muthura- 

man, managing director of 

Tata Steel, brought back the 

flavour of a bygone socialist 
government era by reducing steel prices 
by Rs 2,000 a tonne in what he claimed 
to be an effort to contain inflation. "This 
is the first time in the history ofthe steel 
industry that a company has taken such 
a step in the larger interest of the na- 
tion," he said, flatly denying that the 
move had anything to do with govern- 
ment pressure. 

A more popular view is that Tata 
Steel can afford this price cut as it has 
one of the lowest cost structures in the 
world and is trying to squeeze out com- 
petition. Other steel companies like 
Steel Authority of India (SAIL), Ispat In- 
dustries, Essar Steel and JindalVijayana- 
gar Steel (JVSL) have been forced to fol- 
low Tata Steel's lead with price cuts of 
Rs 500-Rs 1,000 a ton. The steel industry 
isonly just emerging from the ravages of 
the downturn and few companies have 


the capacity to absorb this price cut. The | 
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consequent lower margins give them 
little breathing space since interest 
outgo continues to be high. 

Preliminary calculations by research 
firm CrisInfac show that the overall im- 
pact on the industry would be a 2.5-3 
per cent drop in operating margins (See 
"The Margin Squeeze’). This, in itself, is 
not a huge impact at the operating level 
(profits before interest and taxes are 
paid), but it could impact the compa- 
nies at a net profit level because many 
companies have not been able to re- 
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duce their interest outgo. Companies 
like Ispat Industries and Essar Steel have 
not made as much headway in reducing 
their large debt burdens as Jindal Vi- 
jayanagar has, for instance. 

Even the recent customs duty reduc- 
tion in scrap from 5 per cent to zero will 
help Jindal Stainless the most among 
the integrated players, and not compa- 
nies like Ispat Industries that do not use 
the electric arc furnace technology to 
make steel. In fact, Ispat Industries is 
still loss-making and the Q1 2004-05 








i-flex in a state of flux 


Flexcube became the world's 

No.1 core banking software prod- 
uct replacing arch-rival Temenos. But, 
this year the company headed by 
Rajesh Hukku has hit an air pocket. 
Growth tapered off as competitors im- 
proved their products to reduce the 
advantage Flexcube enjoyed. 

And there's trouble on 
another front too. Nearly 
150 software engineers 
from the 950-strong Flex- 
cube team have left the 
company in the last few 
months. These engineers, 
with experience of 3-5 g 
years, led implementation 2 
teams at client sites 3 
across the globe. An engi- = 


J UST last year, i-flex Solutions’ 





neer with five years’ experience who 
left to join rival Infosys Technologies 
said he moved because of working 
conditions and pay structures in i-flex. 
The engineers are prime candi- 


dates for rivals like the SAP which is 


building a general ledger product and 
has snagged over 40 engineers while 
Infosys, which is upgrading its banking 
software product Finnacle, 
has poached another 20. 
i-flex, seems to have 
recognised the problem. 
This year, for the first time, 
it has instituted an emplo- 
yee review system that will 
set targets for employees 
and evaluate performance 


systemically. b 
T. SURENDAR 
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NDIAN drug maker Lupin says it 

has discovered a new drug for tu- 

berculosis (TB). The disease kills 

1.7 million people annually, 
450,000 in India alone. Lupin says its 
drug shows promise in drastically re- 
ducing the number of months a patient 
has to be under medication. It also 
seems to work against strains of the TB 
bug that have developed resistance to 
existing medicines. 

Todays TB drugs do cure the 
dreaded disease, but they have to be 
taken for over six months in different 
combinations. Patient compliance has 
always been a big issue in the fight 
against the disease. Patients who don't 
complete the treatment also develop 
drug-resistant TB that requires 12-18 
months of further medication. It can 
even be fatal. To counter this, countries 
like India need health workers to per- 
sonally observe the patient taking the 
medicines for the duration of the treat- 
ment. A drug that improves compliance 


margin for Essar Steel is 26 per cent. 

What of the intended impact on in- 
flation? An important point to note is 
that the price reduction is only for direct 
domestic OEM users, like the automo- 
bile industry, for example. 

About 65 per cent of Tata Steel's vol- 
umes are sold directly while the rest is 
sold to the retail trade. This segment 
stays unaffected since the company 
says it is not possible to control thou- 
sands of retailers across the country to 
ensure that the price cuts are being 
passed to the end user. So a householder 
trying to buy some sheets or rods to 
build a house will not be paying less. 

Therefore, the price cuts will have 
some impact on the Wholesale Price In- 
dex (WPI) that tracks the input costs for 
industry and takes into account prices 
of goods like steel and crude oil. 

TheWPliis now at an all-time high of 
7.6. The Consumer Price Index rise has 
been relatively low since manufacturers 
have not been able to pass on the rise in 
input costs entirely to the consumer. 
Consumer prices have been rising at 3 
per cent a year. "In that sense the final 
consumer stays relatively unaffected," 
says Mahesh Vyas of the Centre for 
Monitoring the Indian Economy. Eg 

RADHIKA DHAWAN 


PATENTS BILL 
Are all the angles covered? 


lg S the government keeping the 
@ best interests of Indian citizens in 
M mind while framing laws? That, af- 
ter all, is the basis of good gover- 
nance. And by that measure alone, 
taking a decision on the Patent Am- 
endment Act, 1970, which is coming 
up for consideration in Parliament for 
the third time, should be simple. 

. The first issue, that of defining the 
scope of patents and patentability in 
black and white instead of leaving it 
ambiguous and, consequently, open 
to litigation. (See ‘Recipe For Litiga- 
tion', BW, 12 January 2004) 

It stands to reason that poly- 
morphs (some threrapeutically active 
ingredients may crystallise in diverse 
forms that may have different proper- 
ties that are significant in terms of 
their therapeutic use.), metabolites, 
improved purity or stability, isomers, 
and prodrugs of existing drugs should 
not be patentable. Innovator pharma- 
ceutical companies get exclusive mar- 
keting rights under the 20-year patent 





LUPIN'S NEW TUBERCULOSIS DRUG 


Fresh firepower 


— if priced correctly — should save the 
government money and effort. Such 
drugs are more than ever needed today 
since HIV could undo all efforts to con- 
trol TB. The disease is the most com- 
monly contracted opportunistic infec- 


Fighting Koch's 


Company 



















status ‘ ‘ 
i - vw Pace A years. Besides, no Indian 
mmunitin 3 | ess- | 
(HE2000) | Pharma, USA | Phasel company has success 
Sicha uei das fully brought a new drug 
Peptide vaccine Bini | | to the market yet. Butthe | 
Priftin | Aventis, USA — | In clinical trial | fact that a drug has come 
et "m | 2 Global PSP s this far must come as a 
recombina accine | i i 
tuberculosis vaccine) | Foundation, USA g small victory for Lupin. 
EE bona f EET Dm 2 As also for the Indian 
Se celle anl aiino oe . | government that is fund- 
Source: PHRMA website 1$ ing Lupin's TB research 





Development 


tion by HIV patients. 


The Rs 1,200-crore Lupin's drug Su- | 


doterb has been shown to work in ani- 
mals. But it has yet to be proved that it 
works in humans. Lupin chairman 
Desh Bandhu Gupta says the company 
applied for permissions 
to start human trials 
about two weeks ago. 
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| been no radically 
| new treatment for 


The trials will take several | 
| PhRMA, alobby of American drug man- 





term. In that time a pharma company 
can price its product as it deems suit- 
able. It is only when the patent ex- 
pires, however, and competition 
comes in through generics that true 
benefits reach a larger population at 
affordable costs. 

The second issue is simpler, the 
proposed amendment to Section 25 
does not allow pre-grant opposition. 
That means, if the amendment goes 
through, the patent will be granted 
without hearing any opposition. Af- 
fected companies can involve them- 
selves in litigations and fight for revo- 
cation of the patent. Why do we need 
to amend the existing law which al- 
lows pre-grant opposition? Even for 
getting married, a couple has to put 
up an application which invites objec- 
tions, if any, within a month. If the is- 
sue is that pre-grant opposition delays 
grant of a patent, it can be simplified 
by making the process transparent 
and time-bound. 4 

GINA S. KRISHNAN 


with the help of a 
low interest loan. 
There has 


TB for over two 
decades. The fo- 
cus of research in 
the developed 
world has gradu- 
ally moved away 
from infectious 
diseases to 
lifestyle-related 

diseases like diabetes and heart disease. 





SANJIT KUNDU 


Lupin’s Desh 
Bandhu Gupta 


ufacturers, says drug companies are 
working on 123 new medicines for heart 
disease and stroke. But there are in all 
185 medicines undergoing testing for all 
infectious diseases with just five of these 
dedicated to preventing or curing tu- 
berculosis (See table). Another estimate 
pegs at a more optimistic 22. 7 

GAURI KAMATH 
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LOBAL credit rating agencies fi- 

nally downgraded the likes of 
Indonesia, Thailand and South Ko- 
rea in 1997 only many weeks after 
their currencies had been ham- 
mered down and growth had plum- 
metted. The delay ensured that the 
rating agencies were no longer con- 
sidered reliable guides to financial 
turbulence. 

They have done it again, though 
in a different context. Standard & 
Poor's move last week to upgrade 
India's foreign currency outlook, to 
positive, seems awfully timed. It 
comes at a time when there are 
dark clouds on the horizon —- infla- 
tion is taking off, growth is slowing 
down and reserves have fallen a bit. 

S&P should have announced an 
upgrade a year ago, when things 
were looking much better. It did not. 
Still, it's better late than never. It'll 
be interesting to see how the first 
post-upgrade global bond offering 
from India (by the State Bank of 
India) fares. 


BS 


HE immediate economic future 
may seem a bit cloudy. But 
global research houses continue to 
believe that the long-term future 

will be a sunny one. 

Swiss Bank UBS has released a 
new report last week that says that 
“the combined purchasing power of 
China’s and India’s consumers will 
be five times greater than that of to- 
day’s United States” by the year 
2030 (in terms of purchasing power 
parity). The bank expects both 
economies to power ahead, despite 
the obvious problems: inefficient 
state industries, weak financial sys- 
tems and poor regulations. 

India will have a younger popula- 
tion than China, which means both 
a higher potential growth rate as 
well as a rising savings rate. Be- 
cause of an older population, the 
Chinese will be “devoting a larger 














| that nobody in the government 
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by Niranjan Rajadhyaksha 


proportion of their income to con- 
sumption rather than savings,” says 


_ a UBS press release. 


BS 


HE recently introduced 
education cess has met with 
little opposition because it is widely 


_ believed that it will be used to 


increase public investment in edu- 


| cation. And that is A Good Thing. 


Is it? This column has quoted 


| many recent studies by economists 


that show how money meant for 
schooling is often frittered away. 


. Harvard University's Kartik Muralid- 
| haran, for example, showed in a re- 


cent paper that 25 per cent of 


_ teachers in government schools in 
_ India were absent on any single day. 


(He surveyed 3,750 of them.) The 
need is to increase the efficiency of 
public spending on education, 


_ rather than throwing more money at 
| the problem. 


Now, Lant Pritchett of the 
Kennedy School of Government 


| makes an even more controversial 


point. He says in a new research 


| paper that more education does 


not necessarily lead to higher 


_ economic growth. He suggests 
_ three possible explanations. One, 
. schooling does not create human 


capital; there is no increase in 
either cognitive abilities or 
productivity. Two, an increase in the 
supply of educated labour when the 
demand for it is stagnant leads to a 
decline in the marginal retums on 
education. Three, national 


_ institutions are so perverse that 


educated people find themselves in 


jobs that destroy economic value. 


This fits rather well with the 
harsh reality: many African and 


| Asian countries spend similar 


portions of their GDP on education. 


| Yet, there is a huge gap in their 


growth rates. Why? It's a question 


wants to ask — forget answer. 


. FR siat 
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TRANSPORT STRIKE 
Truckers in ajam 


HE truckers’ stir, mainly against 
the 10 per cent service tax on the 
goods transportation business, 
has not been able to break the govern- 
ments resolve to bring it into the tax net. 
This business is controlled by 
100,000 agents, who book nearly 90 per 
cent of the 3.1 million trucks owned by 
individuals or small companies. While, 
the cost of hiring a truck from, say, Delhi 
tó Chandigarh is Rs 2,500 (for 260-odd 
km), agents charge consignees Rs 4-10 
per kg. Assuming a four-tonne truck 
carries an average 50 per cent load, the 
agent makes Rs 8,000-20,000. Truckers 
buy the vehicles, pay road taxes, and get 
transport permits to do business. They 
bear delivery risk and the responsibility 
of booking return loads. Agents just pay 
income tax. Truckers do that too. 





Under the new rule, the agents will 
have to collect the service tax from the 
consignee and remit it to the govern- 
ment, the same way a Hutch or a Bharti 
does. But that doesn't suit most of them. 
The Delhi-based Indian Foundation of 
Transport Research & Training (IFTRT), 
which researches the good transport 
sector, estimates the total road freight 
turnover at Rs 160,000 crore, twice the 
size of telecom services. But booking 
agents follow suspect accounting prac- 
tices. They often issue cheques for big 
amounts to transporters and recover 
part of it in cash. Sometimes they help 
companies despatch goods without 
paying excise to non-existent con- 
signees and later sell their goods for 
cash. Transparency can ruin them. 

Says IFTRT' senior fellow S.P Singh: 
“The strike was the last weapon the age- 
nts had to get the government to with- 
draw the tax and stay unaccountable.” Bil 

T. SURENDAR 
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Farmers made 
Mahindra India’s 


no. l in tractors. 


When hundreds of thousands of farmers in the heartlands of India pine for a better crop, 








we do our very best to make it happen. So much so that advanced countries like Japan have 


conferred on us the highest quality prize ever. The Deming Prize. Making us, rather 
unbelievably, the only tractor company in the world to win one. What a feeling it is to know 
that we were doing it better all along. Not just in tractors but in all our other businesses. But 


then at Mahindra we believe that when your work inspires you, recognition takes care of itself. 


experts made us 
the world's first. 


CGD Mahindra 
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POLITICS 


Advantage BJP 


Uma Bharti's resignation could compel the UPA to oust its tainted members 


FTER wal- 
lowing in 
self-pity in 
the months 
following 
its Lok Sabha defeat, the 
BJP sees a glimmer of 
hope for political revival 
in Madhya Pradesh chief 
minister Uma Bharti's res- 
ignation. The opportunity 
came out ofthe blue when 
a Karnataka court issued a 
non-bailable arrest war- 
rant against the saffron 
sanyasin in a 10-year-old 
case charging her with ar- 
son and incitement to vio- 
lence, among other things, 
when she defied a state 
government ban and tried 
to hoist the national flag at 
an Idgah maidan in Hubli, 
Karnataka. Ez 
The wheel of tit-for-tat 
politics had turned full 
circle. Having forced JMM 
leader Shibu Soren out of the Union 
cabinet after a Jharkhand court issued a 





| 


similar warrant against him in a 30- | 
year-old criminal case, the BJP had no | 


option but to make Bharti step down. 


Understandably, the United Progressive | 


Alliance (UPA), haunted by the Opposi- 
tions campaign against ‘tainted’ minis- 





ters, was euphoric at the way it had | 
| its Hindutva agenda in the guise of na- 


managed to turn the tables on the BJP 


However, the joy in the ruling coali- | 
tion may well turn out to be short-lived. | 


Forone, Bharti's prompt resignation has 
proved to be a shot in the arm for the 


BJP's dogged campaign that was threat- | 


ening to peter out in the face of the UPAS 
determination to defend the appoint- 
ment of chargesheeted ministers like 
Lalu Prasad Yadav and Taslimuddin. 


Now, with Bharti as a talisman, the | 
BJP has seized the moral high ground | 
_ They may or may not take off. But in po- 


and put the UPA on the defensive. Par- 
liament will be adjourned prematurely 
once the Finance Bill is passed — with- 








One step back to go two steps forward: Uma Bharti's prompt action 
has given BJP the high ground in the battle of the 'tainted' ministers 


out debate. Congress may blame the | 


BJP for stalling proceedings, but it can- 


not duck the responsibility of ensuring | 
that Parliament functions smoothly. A | 
| timing is right for it to jump in. 


forced early adjournment only under- 
lines the UPAS political weakness. 

But the real battle is brewing outside 
Parliament. The charges against Bharti 


have given the BJP the chance to revive | 


tionalism and, thereby, get back into the 
good books of the RSS without jeopar- 


dising its NDA coalition, which wants a_ | 


secular look. Linking the Bharti issue to 
the honour of the national flag serves 
both causes admirably. 

The success of the BJP’s manoeu- 
vres, however, will depend on the public 
response it gets to the various agitations 


it has planned — Tiranga yatra and | 
_ there is every likelihood that state com- 


Tiranga lehrao divas, among others. 





nally surcharged agita- 
tional politics are back in 
business. The Sanghs vir- 
tually defunct front orga- 
nisations like the Vishwa 
Hindu Parishad and the 
Bajrang Dal are raring to 
go in defence of Bharti, 
who built her political ca- 
reer as the most potent 
symbol of Hindutva. In 
sheer frustration at their 
forced inactivity, they had 
started sniping at the BJP 
over the past few years. 
Now, they can train their 
guns elsewhere. And if the 
vitriol Bharti has been 
spewing for the past cou- 
ple of days is any indica- 
tion, Sonia Gandhi and 
her foreign origin will be 
woven into a saffron agita- 
tion for ‘national pride. 
The BJP may choose to 
go only part of the way 
with the Sangh affiliates. 
But, like in the past, especially when the 


| Ram mandir agitation first started, the 


BJP's coyness could be strategic, a sort of 
wait-and-watch tactic till the political 


For the UPA government, all this 
could not have come at a more inoppor- 
tune time. Its hands are full with rising 
inflation and galloping oil prices. Unfor- 


| tunately, it seems to be lurching from 


one political crisis to another. What's 


| made the UPA more vulnerable on the 





tainted' ministers issue is the campaign 
from within the ranks. Lok Janashakti 
leader Ram Vilas Paswan is on the war- 
path against Lalu and he's becoming in- 
creasingly public with his antagonism. 
Paswans fight with Lalu is entirely 
rooted in Bihar politics but with assem- 
bly elections coming up early next year, 


_ pulsions will continue to pull at the frag- 


litical circles, there is little doubt that the | 


Sangh parivar and its brand of commu- 
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Sweat has 


Waiting for water tankers will no longer play on the minds of the people of 
Tirupur. À Rs. 1000 crore water project will provide relief to the city's billion 
dollar garment industry and also quench the thirst of 1.6 million parched 


$ 
throats daily. Equally refreshing is the fact that it will be India's first privately 
run water utility project. Set up in collaboration with the Govt. of Tamil 
Nadu. With Mahindra leading the consortium of companies responsible for 
executing this project. But then, Mahindra has always set out to lead by 


example in all its businesses. Only here it's inspiring a welcome change. 


leader. So has 


ood clean water. 


GD Mahindra 


inspired 
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SARAS 


Off to a 
flying start 


HE 14-seater Saras is about 

900 kilograms overweight, 

but it is the public that wor- 
ries more about this than the de- 
signers and developers. At the mo- 
ment the latter are focused on the 
next three flights. Saras has had 
seven flights so far. The first formal 
flight was on 22 August. 

The new aircraft will be groun- 
ded for two months after 10 flights 
that would have given enough data 
about all the systems in the air- 
craft — the brakes, the avionics, 
the hydraulics and so on. The 
speed, altitude and the weight of 
the aircraft will be increased grad- 
ually in the next three flights. 

National Aerospace Laborato- 
ries (NAL), which designed and de- 





veloped the aircraft, is beginning 
work on a second prototype that 
will weigh less and will have some 
design changes. 

Saras will have to fly about 500 
times to get the certification from 
the Director General of Civil Avia- 
tion (DGCA), expected by the end 
of 2006. The first commercial sale 
is likely by end-2007. The Indian 
Air Force has expressed interest in 
six aircraft. NAL can negotiate with 
the component manufacturers and 
bring down the price if it gets more 
orders from the government. Cur- 
rent estimates indicate that the 
price will be about Rs 28 crore. 
NAL is also trying to indigenise 
component manufacturing as 
much as possible. a 

P. HARI 





CLINICAL RESEARCH ORGANISATIONS 


lesting times ahead 


UROPE is tightening 
its laws on drug trials 
and the stringent new 
regulations could 
shake up Indian clinical re- 
search organisations (CROs) as 
well. They are the ones that test 
drugs developed by pharma- 
ceutical companies on volun- 
teers. The tests are mandatory 
before drugs are put on the 





India's clinical trials market 


Industry spending on services of 
clinical research organisations and 
investigation grants in 2002 





Estimated number of active 
ICH-GCP (good clinical practices) 
clinical studies conducted in 2002 


Estimated number of active 
principal investigators (in 2002) 
trained in good clinical practices 






$30 million- 
35 million 












40-50 















200-250 









market. The new laws pertain 
to trials on both new and exis- 
ting drugs. “The scope (of the 
law) includes trials that are 
both national and interna- 







Projected industry spending 
on CRO services and investigator 
grants in 2010 


Source: CenterWatch, 2003 


tional,” says Anupama Ramkumar, | 


medical director of Anmedabad-based 
CRO Lambda Therapeutic Research. 
This means that if a company planning 
to market a drug in Europe uses an In- 


dian CRO to test it, the CRO must com- | 


ply with the newrules. 


“The frequency of audits (by Euro- : 
pean regulators) might increase," says | 


Surinder Kher, senior vice-president | 


(operations), iGate Clinical Research, 
which has worked with MNCs like Pfizer 
and Eli Lilly. The new laws require CRO 


sites to be inspected at regular intervals | 


by European regulators instead of only 
when there is a marketing application 









$250 million- 
300 million 






of stringent laws governing CROs in In- 
dia, a stamp of approval from developed 
market regulators can only add to their 
credibility and make it easier for them 
when they ask for business from MNCs. 
"I would suggest that there should be 
more audits," says iGate's Kher. 
International audits also help to sep- 
arate the grain from the chaff. According 
to industry executives, CROs have mush- 
roomed in India with the backing of 
pharma companies, former profession- 
als from the industry, construction firms 
and entrepreneurial non-resident Indi- 


| ans with no domain knowledge. One 


for a drug. Also, stringent good manu- | 


facturing practices (GMP) will have to | 
be followed in the handling and storing | 
| says Satish Bhatia, president, Wellquest, 


of drug samples used in trials. The EU 


law is the latest in a number of attempts | 





to upgrade and harmonise standards 


across the developed world. 

In 2000, the US, Western Europe and 
Japan set up the International Confer- 
ence on Harmonisation, which pub- 
lished guidelines on clinical trials. In the 


US, PhRMA, a US lobby has also upda- | 


ted its guidelines to members. The aim | 


is to move towards common, higher 
standards that would protect trial par- 
ticipants on the one hand, and speed up 


the process of getting breakthrough | 
| dealing with human lives, you have to 


drugs to the market on the other. 


This is good news for the serious | 


players in the budding Indian CRO in- 
dustry. It is not a complete stranger to 
inspections and audits. In the absence 
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| 
| 


bad egg could give the entire industy a 
bad name. "The nature ofthe business is 
fragile and sensitive ... As a CRO you 
have to defend yourself constantly," 


which recently was successfully in- 
spected by UK drug regulators. 

Tighter global regulations also put 
pressure on drug companies sponsor- 
ing trials to audit and monitor their 
CROs. As a recent inspection of some 
CROs by the World Health Organisation 
showed, Indian drug companies seem 
to have been lax on this front. 

Finally, as Ramkumar of Lambda 
points out, CROs in the business for the 
long haul should be at the cutting edge 
of quality, law or no law. "When you are 


comply with quality, safety, and ethical 
standards. Directives like these only 
sensitiseonetothatfact,shesays. W 

GAURI KAMATH 
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Automartindia Ltd. 








Ma R indra IS a 
leader eve 
where there 


Actually there are many reasons why people turn to Automart when it comes to 















buying used cars. 118 to be precise. It’s the number of checks we conduct before 
we approve a car. It’s inspired trust in people and made this combined venture of 
Mahindra, HDFC and Sah & Sanghi a leader by far. Which only confirms our 


belief that you excel in business when you leave nothing to chance. 


ID Mahindra 
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MEDIA ROOM 


LL of last week | have been 

wondering why the Star Group 
bought a stake in Balaji Telefilms. 
This week, a call from a media 
analyst suddenly put things in 
perspective. We all know that the 
Rs 1,400-crore Star needs to grow 
by at least 30-40 per cent every 
year and that this growth will come 
from pay revenues and the South. 
Pay revenues are fixed because of 
the Telecom Regulatory Authority of 
India (Trai) freeze on cable prices. 
That leaves the South, which has 
almost half the television homes in 
India. There, its Tamil Star Vijay has 
had a bad time so far largely 
because of an overwhelming Sun TV 
and some disinterest from the head 
office in Mumbai. Now, as Star CEO 
Peter Mukerjea has decided that the 
South is where he wants to go, the 
finishing touches are being put to 
the business plan for that region. It 
envisages a channel in each of the 
four south Indian languages. 

That is where a stake in Balaji 
will be a huge asset. Balaji has had 
some of its biggest hits down South 
on Sun and Gemini. It understands 
the market and it has a great 
wotking relationship with Star. The 
thing to watch out for, however, is 
whether Star will £o South with Sun 
or on its own. The possibility of the 
former is not so remote because 
Sun was looking for a Hindi 
partner. But if Star goes on 
its own, will it be able to 
withstand Sun managing 
director Kalanithi Maran's 
aggression? He dominates the 
cable distribution in Andhra 
Pradesh and Tamil Nadu and a 
majority of the viewership in all 
the four states with his 10-odd 
channels. Plus he is politically 
well connected by virtue of being 
the former minister Murasoli 
Maran's son and the current 
communications minister Dayanithi 
Maran's brother. Sun TV actually 
operates out of the DMK 
headquarters on Anna Salai in 


Be Se Ie m GA 





| 











Chennai. Whatever route Star 
chooses, one thing is clear: the 
lucrative and usually low-key 
southem broadcasting market will 
see a round of action soon. 


HO would read a French 
magazine on India? Apparently 
lots of people. An NRI along with 


| three other investors have launched 


a French magazine on India in May 
this year. So Indes from Media India 
is a bi-monthly selling at 6 euros in 
France that hopes to get French- 
speaking readers in Belgium, 
Switzerland, Luxembourg, Quebec 
(Canada), among other French- 
speaking parts of the world. 

Indes has an initial print run of 
20,000 that publisher and managing 
editor Ranvir S. Nayar hopes will 
reach 25,000 soon. He also plans to 
take Indes monthly by January 
2005. The eventual plan, he says, 
is to extend the brand to other lan- 
guages — German, Spanish and, 
maybe, even English. The adver- 
tisers? Export companies and state 
tourism departments, essentially 


anybody who wants to reach 
Indophiles in these countries. F 
VANITA KOHLI-KHANDEKAR 
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BANKING 


The forex worry 


N 19 August, State Bank of India 
( ):: itwas planning to raise $250 

million-$500 million through 
bond issues in the international mar- 
kets. Earlier, the bank had already com- 
mitted to raise another $250 million 
through external commercial borrow- 
ings. The funds were to be used for 
growing its overseas businesses. 

Other banks too have been bullish 
on overseas borrowings over the last 
year as global interest rates were lower 
than in India and the rupee was appre- 
ciating. According to the CMIE data 
base, total foreign currency borrowings 
(FCBs) by 36 Indian banks (both public 
and private sector) rose by Rs 13,891 
crore to Rs 32,005 crore in 2003-04, a 76 
per cent rise compared to 10 per cent 
the year before). FCBs now comprise 
just over 2 per cent of the total liabilities 
of these banks. The biggest borrowers 
over the past year include SBI (Rs 4,335 
crore), ICICI Bank (Rs 1,882 crore), Cor- 
poration Bank (Rs 786 crore) and Union 
Bank of India (Rs 856 crore). 

This trend is bound to raise con- 
cerns at the Reserve Bank of India. In a 
report earlier this year, it said it was con- 
cerned that the international liabilities 
of Indian banks (to non-resident indi- 
viduals and institutions) were just about 
half their international assets and could 
lead to a currency mismatch. In that re- 
port, RBI had said its main worry was 
the growth in NRI deposits, which was 
like hot money as most of it could be 
withdrawn at any time. Since Decem- 
ber, that growth has slowed down. The 
growth of FCBs, though, isstillon. Wi 
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POWER GENERATION IN NANOTUBES 


Elementary, my dear 


A simple bit of innovation could open up a multibillion-dollar market for Ajay Sood 








simple that we cant help 
asking this question; why 
has nobody else thought of 
this before? All great discov- 
eries seem simple in retrospect, but this 
one is simple in a new way. It can be 
taught to high school students, using 
thesimplest of mathematics. The exper- 
iment can be performed with minimal 
equipment. And the discovery is ex- 
tremely useful commercially too. 


Ajay Sood, professor of physics at | 


the Indian Institute of Science in Banga- 
lore, and his student Shankar Ghosh 


blew a gas over a piece of wire and | 


watched it generate electric current. 
Two years ago he had blown water over 
ultra-tiny wires — carbon nanotubes — 
and watched them generate a current 
too. Carbon nanotubes are bits of exot- 
ica for the layperson; you expect them to 
behave in ways that you had not known 
before. Some of the wires in the second 
experiment (apart from the nanotubes) 
were semiconductors, not too different 
from the ones inside your the ubiqui- 
tous personal computer. They are the 
stuff of everyday life. You could build the 
device with a few thousand rupees. 
Soods first work on the phenome- 


HE idea is so disarmingly | 








non was published in 
Science. We have 
known about carbon 
nanotubes for some 
time, but no one had 
thought that water 
flowing over them 
would generate a voltage and thus a cur- 
rent. The current was feeble. To generate 
electricity commercially we needed 
more powerful currents. Which was 
what Sood found the second time. 

This time Sood passed pure com- 
pressed gases like oxygen or nitrogen 
over wires kept at an angle. The wires 
were nanotubes as well as semiconduc- 
tors with some impurities, of the kind 
physicists called ‘doped’. The wires 
again produced a current, but this time 
the effect was more powerful. If he dou- 


electric current 


bled the speed of the gas flow, the stren- | 


gth of the current increased four times. 
Even gentle human breath produced a 
measurable effect. This phenomenon 
was more useful than the first. Sood 


published this work in the journal P/tys- 


ical Review Letters last week. 

Why do the wires generate electric- 
ity? It is a combination of two laws, both 
known for close to two centuries. The 
first law is called Bernoulli's principle; 
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High school physics meets 
nanotech: Ajay Sood (R) with 
student Shankar Ghosh passed 
gases over carbon nanotube 
wires to generate measurable 











the pressure and temperature of a gas 
decreases with its speed. The second 
law is called the Seebeck Effect; a piece 
of wire with a temperature difference 
between its two ends will generate a cur- 
rent. In Sood's experiment, the wire's in- 
clination increased the speed ofthe gas, 
exactly the way an aeroplane's wings do. 
This in turn produced a difference in 
temperature between the two ends of a 
wire. A voltage was generated and a cur- 
rent flowed. High school physics. 

The Seebeck Effect was discovered 
in 1821. Bernoulli lived in the eighteenth 
century. So why did the ‘Sood Effect’ 
take so long to be discovered? “I do not 
know the answer,” says Sood, “except to 
say that this is not something that can 
be discovered through serendipity.” 
Sood found only what 
he was looking for. He 
had worked for long 
on carbon nanotubes 
and could make 
guesses about their 
behaviour. Once he 
found that the nan- 
otubes generated a voltage, he could ex- 
trapolate and try the experiment with 
gas and semiconductors. Without this 
prior knowledge, who would try to blow 
gas over a wire of semiconductor wire 
and see what happens? There are plenty 
of other ways to keep oneself busy. 

Sood's discovery can be used to gen- 
erate electricity. You could bundle sev- 
eral wires, and all of them would pro- 
duce currents that can be added up and 
transmitted. Windmills generate power 
from winds, but Sood's technique needs 
no moving parts. You can put wires 
wherever there is a gas flow, and gener- 
ate electricity. The current is propor- 
tional to the speed of the flowing gas, so 
the principle can be used to measure ve- 
locity directly. Velocity sensors form a 
multibillion dollar market. It is not out 
of place to mention that IISc has filed a 
patent application in the Patent Coop- 
eration Treaty. gi 

P. HARI 
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N 18 August there was a 
furore outside Jawaharlal 
Nehru Port (JNP). Truck- 
ers carrying containers 
threatened port authori- 
ties that they would go on strike if they 
were made to wait any longer outside 
the gate. Their anger was justified. Some 
had been waiting for five days. 

The situation aggravated when 
Nhava Sheva International Container 
Terminal (NSICT), the P&O-operated 
private terminal inside JNP shut its ex- 
port gates and refused to allow any 
trucks carrying consignments into the 
port. The irked truckers marched to 
meet the Jawaharlal Nehru Port Trust 
(JNPT) chairman to resolve this issue 
once and for all. 

To really understand the agony of 
these truckers, you only have to spend a 
few minutes outside the port. You will 
find a serpentine queue of about 250 
trucks outside the gate, their drivers 
waiting in anticipation to get past the 
customs gate and offload their luggage. 
The waiting and delay has cost them 
dearly — estimated to the tune of Rs 187 
crore till now — and there is no ray of 
hope visible in the near future. 

The condition inside the gate is no 
better. The yard, which can house 
12,000 containers, now has 17,800 
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The brimming port of woes 


Temes Bail 





stacked in that space. The situation is so 
bad that there is not even space for 
cranes. The 18 container freight stations 
outside the port are also brimming and 
have now shut their gates too. “The port 
is working at 150 per cent of its capacity, 
but so far there has been no attempt to 
upgrade the existing infrastructure. In- 
stead the authorities are trying to shift 
the blame. The only thing they seem to 
agree on is that this situation will con- 
tinue for the next few years,” says Sunil 
Vichare, member of the Maharashtra 
Interstate Container Operators’ Associ- 
ation that accounts for 80 per cent of 
traffic to and from JNP. 

Thanks to congestion, exporters 
have failed to deliver to their clients in 
the US or Europe, and have their orders 
cancelled. “We can’t quantify the losses 
in value or volumes yet, but it will have 
serious repercussions on the business 
in the long run. If we can’t honour our 
commitments, theh why would anyone 
want to do business with India?” says 
Rafeeq Ahmed, president, Federation of 
Indian Export Organisations. August is a 
critical month for exporters, when 
goods are shipped out just in time for 
the ‘back-to-school’ shopping season, 
and then the pre-Christmas shopping 
season. Many exporters seemed to have 
missed the seasons this year. 
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ort battling with conges 





On the other hand, liners and ship- 
ping companies are complaining for re- 
turning empty from the port. They are 
considering imposing a congestion sur- 
charge for the delays they face. 

The critical question is this: why is 
Indias premier port buckling? And if this 
is the state of the port that handles 60 
per cent of the country’s container traf- 
fic, what is the state of the others? “We 
are being punished for being efficient,” 
Says an exasperated Jimmy Sarbh, 
chairman and managing director, P&O 
Ports. At the time of signing the conces- 
sion agreement, NSICT had promised a 
throughput of 60,000 teus (twenty 
equivalent units), but it managed to 
handle 1.23 million teus last year. P&O 
had apparently anticipated the conges- 
tion three years ago, and had come up 
with solutions to avert it. Its proposals 
were denied, probably because no one 
else anticipated such a swell in traffic. 

First it asked for the eight hectares of 
fallow land adjoining NSICT. This was 
not released as it was not part of the 30- 
year concession between P&O and 
JNPT. "It's the classic dog in the manger 
kind of attitude. JNPT cannot access the 
land as it is on our side, but they won't 
even release it to us even after we agreed 
to pay a lease rent,” says a senior P&O of- 
ficial. But that changed after a meeting 


Photographs: SANJIT KUNDU 
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with agitating truckers last week. Says 
Vichare: “JNPT officials have promised 
that they will do something in seven 
days to ease our woes. They are going to 
release some land to P&O to build a 
makeshift container yard.” The new 
yard, ifit comes up, will take about eight 
months to build, but the truckers seem 
pacified for now. 

The other big link to the problem is 
the acute shortage of trains servicing 
ports, which is caused by a shortage of 
wagons carrying containers. Container 
Corporation of India (Concor), the sole 
provider of container wagons in the 
country, currently has a fleet of 5,000. Of 
them about 3,200 are used for exports 
and imports. Taking the growth of con- 
tainer traffic into account, itis estimated 
that there is a current shortage of about 








close to 40 per cent is scrap metal sup- | 


posed to reach the container depot in 


Ludhiana. The government has decided | 
that no import of containers containing 


HMS will be accepted at JNP from 15 
september, for the next 60 days. It has 
also asked Concor to run an extra rake 
from JNP daily to evacuate the contain- 
ers destined for Ludhiana. 

As if it wasn't enough, JNPT has 
awarded the contract to privatise its 
third container terminal to the Maersk- 


Concor consortium. Maersk, which | 


runs the world’s largest container ship- 
ping line Maersk-Sealand, will shift its 
operations from NSICT to the new ter- 
minal when it starts functioning. 
Maersk accounts for about 20 per cent 


of the box traffic handled at NSICT. | 


Though the concession agreement to 


The pile-up 


Importers refuse to pick up heavy metal scrap consignments after 
price crash 


of the 8 required 


trucks in 


but all 18 fill up in a few days 





container yard 


2,200 wagons. If Concor continues 
procuring at the existing rate of one rake 
a month, by 2006 the shortage will be to 
the tune of 4,400 wagons. “We need 
about eight trains a day to get the con- 
tainers out of the yards, but on an aver- 
age Concor supplies us with 4-5,” says 
Sarbh. The piles of containers along the 
tracks tell the story. On the day we vis- 
ited the port, nota single train came. 
The government is pointing at the 
pending heavy metal scrap (HMS) con- 
tainers lying at the port. What caused 
the congestion to go out of hand, ac- 
cording to them, is the steadily declin- 
ing prices of scrap metal over the last 5 
months. This has led to importers, who 
had ordered huge consignments, refus- 
ing to pick these up from the ports. Out 
of all the containers lying inside NSICT, 





Concor can provide only 5 trains a day to move > the containers instead 


Lt ,800 boxes pile up inside the yard, which ! has space only: for 11, 000 — 


Trucks waiting to unload containers queue up outside the port | 


NSICT shuts export - gates o on 18 August and only allows « empty _ 


Truckers unload at container freight stations (CFS) outside the port, 


On 21 August truckers agitate; meet .JNPT officials 


JNPT allocates fallow land to NSICT to use as make- shift buffer Ee. 


build and operate the third container 


terminal at JNP is in its preliminary 
stages, the consortium has expressed 
interest in starting part operations at the 
facility as soon as possible to help ease 
the congestion. Sarbh is wary that Con- 


cor, which is struggling to provide rakes : 


to existing terminals, might “unfairly 

favour the port that it holds a stake in.” 
While exporters and truckers are try- 
ing all possible solutions to minimise 
their losses, and the government is 
scratching its head trying to figure out 
ways to break the logjam, P&O has an 
appropriate answer: divert traffic to 
other ports like Mundra, Chennai and 
Kochi. Though, these ports will also face 
the heat sooner or later, for now they 
seem to be the only recourse. m 
SUPRIYA KURANE 
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TCS 


It does make 
a difference 


ATA Consultancy Services 
T (TCS) will add Rs 45,000-odd 

crore, or 4 per cent, to the 
overall market capitalisation at one 
&o. Should that make CEO 
S. Ramadorai proud? There have 
been many instances in the recent 
past when the overall m-cap has 
fallen by Rs 100,000 crore in days 
during a bear run. 

Okay, look at it another way. It 
will be six months before TCS will 
get into the benchmark index, 
Sensex, as per BSE's listing norms. 
When that happens, the market 
capitalisation of index stocks will 
shoot up dramatically. 

Then, India will rank as the fifth 
biggest in Asia in terms of market 
capitalisation behind Japan, Hong 
Kong, Taiwan and South Korea. It 
would have edged out Thailand, 
home to maverick investor and au- 
thor of the famed Gloom, Boom and 
Doom report Marc Faber, by a good 
margin. An investment manager 
with an FII says that this will further 
increase the visibility of the Indian 
stockmarket to foreign funds. 

Further, unlike the other listed IT 
firms, TCS has a good presence in 
the Rs 2,000-crore, fast-growing 
domestic software industry through 
its investments in Tata Infotech and 
the formerly state-owned CMC. In 
fact, TCS controls half the market in 
the domestic industry among the 
listed entities. 

Investing in TCS, therefore, has a 
domestic play to it which the other 
software stars like Infosys Techno- 
logies and Wipro don't. E] 
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ADRIAN MOWAT WAS ONE OF THE 
managers of the first offshore India 
fund (Martin Currie) that raised 
about $100 million in July 1993, 
shortly after the Narasimha Rao 
government liberalised foreign 
portfolio investment flows. 
Eventually the fund peaked at $250 
million. Mowat stayed in Mumbai for 
about four months at the end of 
1994, but was a regular visitor here 
once a quarter. Except for a couple of 
years in the US markets, he has 
always been covering Asia. About 
three years ago, after more than 10 
years tracking the Asian markets, 
Mowat joined JP Morgan as regional 
equity strategist, Asia. 

When BW's caught 
up with him in Mumbai, Mowat said 
he enjoys coming back to the city 
‘though it's not Bombay as it used to 
be.’ On arain-drenched day, with 
many traffic snarls, we left Mowat 
debating whether Tulsi Pipe Road 
would be a better route to take to the 
airport from his Nariman Point 
office. Excerpts from the interview. 


E You've seen three very different phases 
of India — 19855 licence raj, the 
economy opening up in 1993, and now. 
What do you see that's changed? 
Visually the changes that you see are 
limited. The difference in physical infra- 
structure is almost minimal. The airport 
I arrived at in 1985 seems exactly the 
same as the one I arrived at today. Yet a 
lot of the soft infrastructure has changed 
dramatically. Telecommunications, for 
instance. In some ways, India has the 
most liberal telecom regime in the 
world. When we visited Narayana Mur- 
thy in 1993, there was much discussion 
about the cost of a relatively low-speed 
satellite link. It used be $ 80,000 a year 
and a significant impediment to busi- 
ness. Now you've this huge outsourcing 
industry, and much of its enabling is to 
do with the quality of the telecom infra- 
structure. India is also taking a very dif- 
ferent route from other Asian econom- 
ies, which are focused on manu- 
facturing, which is very asset-intensive. 
One of the great things about the out- 
sourcing model is when we pay salaries 
to a worker in an outsourcing centre, the 
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vm 


money is all going into the economy. 
But if you buy a sports shoe made in 
Thailand, only a small percentage of 
that cash ends up in the Thai economy. 


ll How would you compare the Asian 
emerging markets with other emerging 
markets like Latin America? 

There are many differences in terms 


of sector composition and factors like. 


cost of debt, but there is one unifying 
factor. My definition of an emerging 
market is one where the local investor is 


not the most significant driver. There's | 


been a very strong lesson going to Asian 
savers in the last 10 years: "Equities are 
very volatile." The total returns gener- 


ated by equity in many markets has | 


been very low over the last decade. So 
the savers around Asia don't easily put 
money into their local markets. Hence 
you are very dependent on interna- 
tional capital flows. That makes the 
global portfolio managers' attitude to 
taking risk very important. We got a les- 


son of that in May when emerging mar- | 


kets considerably underperformed rela- 
tive to global markets in a short time. A 
storm broke as markets woke up to the 





tightening in the US economy. Bond | 


yields in the US moved up by 120 basis | 


points in a short time. Then you had po- | 
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litical change — like the uncertainty 
over the NDA government. Combine 
that with this growing fear of a hard 
landing in China, and international 
portfolio flows dried up. Global portfo- 


| lio managers don't need that extra risk. 


And it's almost independent of the out- 
look for earnings. 

For these markets to really graduate 
beyond this stage, the long-term savings 
industry has to develop. If you look at 
the pensions system in the region, you 
will see they are typically in fixed in- 
come instruments. This hasn't been an 
issue up to now, because you generally 
had very good bond markets. If you take 
the situation in India, you have had a to- 
tal return of over 40 per cent in 10-year 
bonds over the last three years, even 
with the slight backup we've seen in 
yields. So equity markets are perceived 
to be ‘high risk-low return’ and bonds 
seen as ‘low risk-high return’. The prob- 
lem now is there are liabilities to pay for 
these pension funds, and they are in 
low-risk assets. The regulators have to 
take bold steps to move into high-risk 
assets, which for long-term schemes 
like pension products is logical. 


E What do you think about the reforms 
in the Indian markets? 


ADRIAN MOWAT, REGIONAL EQUITY 


STRATEGIST, JP MORGAN 


"Global 
portfolio 





managers 
don't need 
that extra 
risk on their 
portfolio" 











lll You have a very attractive regime for 
the taxation of dividends and very lim- 
ited capital gains tax on equities. So as 
an asset class, equities are quite 
favourably treated.... In Korea, Taiwan, 
China and Indonesia, theres a big 
penalty for companies paying divi- 
dends versus capital gains, in terms of 
tax differentials. So companies are en- 
couraged to give lower dividends and 
promise higher future capital gains. But 
really, what keeps volatility down is to 
keep the net present value calculation 
more consistent by having more near- 
term cash flow. Last year, in the US, they 
unified taxation at the individual level 
between capital gains tax and dividend 
tax. That was a significant shift, which 
impacts the way markets are going to 
move. So I am encouraged by the Indian 
government's move towards a turnover 
tax. Itis actually quite a modest tax rela- 
tive to such duties elsewhere. But it's 
getting away from India's biggest deter- 
rent for foreign flows — it is the only 
country in the world that charges capi- 
tal gains tax to institutional investors. 
The institutional investor is the whole- 
sale investor. The ultimate beneficial 
owner of those assets will have a tax lia- 
bility. So you don't want to double tax 
him. Asa result, India's mutual fund and 








STOCKMARKETS 


life insurance firms dont pay 

taxes, whereas foreign inves- 

tors... (here) end up paying tax. 
Apart from the tax liability, 


there's an administrative liability ) 


as well. Most ofthe largest pool of 
assets for international capital 
flows are typically ex-US global 
funds. It's not worth their while 
getting FII registration and deal- 
ing with the capital gains tax. So 
India's been really cut off from 
huge inflows. I think the 10 per 
cent capital gains tax is still 
not perfect, but it's a lot better 
than before. You will see the 
number of FII registrations going 
up substantially. 

But it doesn't get the govern- 
ment away from what it should 
be doing. It should be... signing 
tax treaties with the investing na- 
tions, because at some point In- 
dian institutions would want to 
invest abroad. So they would 
want double taxation treaties. 

There's also this issue about long- 
term versus short-term capital gains 
tax. The problem is emerging markets 
are quite volatile. So if you were expect- 
ing a return of 20 per cent over 15 mon- 
ths, and you make it in just two months, 
it's prudent fund management to take 
that gain, and that's often the way it hap- 
pens in emerging markets. I don't think 
the tax system can manage this issue. 

When you invest in equities, you 
take a stake in the company because 
you believe it can grow the cash gener- 
ated from that business. And the way 
that cash gets distributed to you is 
through dividends. That's the true long 
term value of an equity. We've done 
some studies in Asia and the best per- 
forming stocks over the last decade have 
simple characteristics — they have 
steadily rising cash dividends, which in- 
dicates a healthy business. 

Everyone thinks that the great Asian 
stock will be some fancy tech name, but 
over the last two decades, the best per- 
forming stock has been Hong Kong Util- 
ity, on a total return basis. So dividends 
are very important and the question to 
ask is can this company grow its divi- 
dends consistently. If you look at an IT 
services firm in India, the dividend 
yields are very low, but the underlying 
businesses have grown at a fast pace. Wi 
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trumpet 
the good 
news 
about the 
economy | 
— they 
have got 
to wear 
long 
faces 





not revel 


IX months ago, everyone knew that 
India was shining. The BJP leaders 
told us so (but they would, would they 
not?). The newspapers told us so (and 
they stake their reputation on verac- 
ity). The television assured us of it (and pictures 
cannotlie). 

Then the shine was suddenly gone the day 
the BJP lost. It was as if Vajpayee switched off 
the lights as he left the palace. It was natural 
that the BJP should stop talking of shining In- 
dia; the elections had taken the shine off their 
faces. But surely the press reported facts as they 
were? And television? Pictures can be dark- 
ened, but surely they cannot be made to lie? 

No, but the subject can be changed; the 
camera can turn elsewhere. When the tide of 
government money that financed the India 
Shining campaign ebbed, the media turned 
sober. Suddenly, after the elections, the colour 
of the news changed. First, there was the spec- 
tacular melt-down of the stock market. Then 


there was Chidambaram’s politically correct | 


budget. Then there was the biting of nails over 
missing rains. And then there was the inflation. 
All important and relevant; these events had to 
replace news that had gone out of date. 

Out of date? Or out of fashion? Let us look at 
the figures that went into making India shine. 
First, GDP growth. GDP are released at the be- 
ginning of each quarter, trailing one quarter. 
The last figures available before the elections, 


for the last quarter of 2003, showed 10.5 per | 


cent growth year-on-year. That was entirely the 
result of what is called the base effect. In the 
same quarter of 2002, agricultural production 
had fallen 9.8 per cent. From that low base, it 


had risen 16.5 per cent in 2003. Although ithad | 


risen only 5 per cent over 2001-2003, the one- 
year growth — an accident of seasons — was 
passed off as a great achievement of the gov- 
ernment. The results ofthe first quarter of 2004, 
released since then, show the same pattern: 
agricultural output fell 6.3 per cent in 2003, and 


| onthatreduced base, rose 10.5 per cent in 2004. 








Those who dare 


The growth in the index of industrial pro- 
duction in April was 8.5 per cent; in June, the 
latest month for which figures are available, it 
was 7.3 per cent. But most ofthe fall was in min- 
ing (from 9.6 per cent to 3.3 per cent) and power 
(from 10.3 per cent to 4.3 per cent). Growth in 
manufacturing in June was 8 per cent. In April- 
June it was 7.9 per cent. Thus, manufacturing 
continues to grow just about as fast as when In- 
dia was supposed to be shining. 

Inflation, as measured by industrial work- 
ers cost of living, was 4.8 per cent in June 2003. 
InSeptember it was 2.9 per cent. By April 2004 it 
had gone up to 5.1 per cent. Since the advent of 
the UPA government, it has fallen slightly. 

Exchange reserves no doubt accumulated at 


| abreathless pace in the last months of the NDA 


— from $100.6billion atthe end of December to 
$119.8 billion at the end of May. By the end of 
July, they were down to $118.3 billion. They fell 
largely owing to a huge inflow of portfolio in- 
vestment in the NDAs last year, and outflow af- 
ter the arrival of the UPA. And the outflow was 
also behind the meltdown of stock prices. 

The rise in stock prices in the last months of 
the NDA would have stopped at some point — 
maybe when foreign investors decided that the 
Indian market was no longer underpriced. Per- 
haps that point would have coincided with the 
change of government. But stock prices did not 
stop rising, they just fell vertically as the leaders 
of the UPA accused the NDA and foreigners of 
manipulating the market, and threatened 
condign punishment. The punishment was 
never handed out, and the threats turned out to 
be empty. But they set the image of the UPA — 
dour, paranoid and self-righteous. 

That is the image the UPA government con- 
tinues to project. And it cannot shed the image 
because it has to pose as the champion of suici- 
dal farmers and workless youth. Nothing has 
changed in reality; the news about the Indian 
economy is as good as it was under the NDA. 
But no one dares whisper any more that things 
are going well for India — least of all its rulers. Bl 
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ND the winner is.... 


IIM Ahmedabad retained its top dog status — but only just. 
IIM Bangalore came second, missing the top spot by a 
whisker. In fact, the top four B-schools in the 2004 Cosmode- 
BWsurvey form a tight bunch — there is little difference 
between them in terms of overall score. They differ rather 
widely on the individual parameters though. 

This year’s survey brings out how dramatically quite a 
few things have changed in the past one year — and also the 
issues that have remained largely unchanged. But before we 
explore them one by one, a quick look at the results. 

The Indian Institute of Foreign Trade (IIFT), Delhi, and 
the Institute of Rural Management, Anand (IRMA), make a 
triumphant re-entry to the top 10 after a gap of several years. 
And Xavier Institute of Management (XIM), Bhubaneswar, is 
a new entrant in this list of elites. The Shailesh J. Mehta 
School of Management, IIT Mumbai, (a member of the top 
10 last year), has dropped to No. 13 this year. IIM Lucknow 
(No. 4 in 2003) opted out of the survey this year while Faculty 
of Management Studies, Delhi (No. 9 in 2003), dropped out 
during the validation process. 

As we had written last year, faculty, research and consul- 
tancy was the BIG parameter that separated the best from 
the rest. The top-15 schools in our list were way ahead of the 
second rung in this parameter. At the same time , just 
scoring very well in terms of faculty, research and consul- 
tancy did not automatically guarantee a place in the top 15. 
Two schools in particular — Department of Management 
Studies, IIT Kanpur (No. 31), and Regional College of 
Management, Bhubaneswar (No. 33) — were among the 
top-15 schools if only faculty scores were considered. Both 
lost out in the overall rankings though because of relatively 
poor scores in networking, placement, infrastructure, and 
admission and delivery. 

The really interesting point about this year’s list was the 
dichotomy that could be seen in the top-10 list. The older 
schools like IIM-A, IIM-C, IIM-B and XLRI Jamshedpur 
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In the top 100, a full 58 
were autonomous PGDM 


| schools, 15 were 


university departments of 
business administration, 
while 27 were university- 


affiliated business 


schools 


_ The Department of 


Management Studies, 
Osmania University, 
Hyderabad, and University 
Business School, Chandi- 
garh, do not feature in the 
top 10 but have produced 
more Ph.Ds than the IIMs 
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IIM-A ranked 22 on the 
networking parameter. 
— — MM-C didn't even make it 


to the top 25 on this 


.. The top 50 schools have 
1,628 full-time faculty 
between them; the next 
50 only 818 
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produced the most doctorates. The Management 

Development Institute (MDI), Gurgaon, produced none — 
but was way ahead of its peers in terms of the strength and 
qualifications of its full-time faculty. IIM-A, IIM-C and XLRI 


were extremely poor at networking — they depended largely | 


on their brand names to do the job for them. IIM-B, MDI 
Gurgaon, and IIFT Delhi were the aggressive networkers. 

In the arena of placement, the three IIMs were ahead of 
every one else in terms of international companies 
recruiting from them; XLRI had the highest mean domestic 
salaries; while MDI scored high on industry interface. 

Moving away from the top-10 list, if one looked at the 
total universe of B-schools, the most noticeable trend was 
the urge to specialise. Relatively few schools were content to 
be seen as just all-purpose business schools any more. Sure, 
the IIMs A, B and C were still seeing themselves as full 
service business management schools, as was MDI 
Gurgaon. But an increasing number of schools had started 
seeking out niches and areas they could dominate. Of these, 
XLRI Jamshedpur (for HRD), IRMA (for rural and social 
management), NITIE (top-class engineer-managers) and 
[IFT (international trade) form the older examples, but 


schools like XIM Bhubaneswar have also started positioning | 
themselves as institutes that are especially equipped to teach | 


specific disciplines. Thus K G Somaiya has started a course 
in retail management and XIM Bhubaneswar has a special 
focus on social and public sector management (See 'Search 
For A USP' on page 42). 

A number of schools that are concentrating primarily on 
quality of teaching (as opposed to schools like the IIMs and 
the XLRI which have both teaching and research 


components) are coming into prominence. Among them are | 


Fore school of Management, Delhi; T.A.Pai Management 
Institute, Manipal; Goa Institute of Management, Goa; and 
University Business School, Chandigarh. 

The other important trend was the rise of the ‘volume’ 
players — schools that believe in setting up multiple 
branches all over the country, and churning out an ever- 
increasing number of students. These are schools like ICFAI 
and Rai that want to be known as institutions that produce 
large number of business graduates of a certain minimum 
standard. ICFAI is particularly aggressive, churning out 
students, books and papers with relentless focus. 

Despite the obvious strides the top B-schools have made 


in the past one year, they are still grappling with a number of | 


thorny issues. Primary among them are the issues of going 
global, of positioning themselves as unique in a universe 
that contains nearly 1,000 schools, of matching up to the 
changing needs of students and employers, of becoming 
institutes that dont just churn out managers but also 
produce pioneering entrepreneurs. In the other stories of 
this cover package, we will explore each of these issues and 
take stock of what the prominent schools are trying out. Also, 
how to choose the right B-school. And finally, the debate 
raging about the need to completely restructure the whole 
field of management education. 

Happy reading. 








With reports from Aarti Kothari and the Cosmode team 
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STAYING OUT 


N the Cosmode-BW 
| survey, only schools 
offering two-year 
courses were considered 
— which is why we could 
not include ISB, 
Hyderabad. Apart from 
that, several schools 
decided to opt out of the 
survey because of the 
weightages assigned to 
some parameters like 
full-time faculty and 
number of research 
papers produced. A few 
others who had initially 
agreed to participate 
opted out during the 
validation process when 
they were asked to 
provide documentation in 
support of their claims. 






We Build Corporate Careers ... 


vium ; T 
IET. DET SY NES 


Managers from the Indian Centre for Telecom Management (ICTM), Pune, have a distinct edge over other managers. A mastery over 
contemporary business mantras, complemented by an excellent understanding of the IT and Telecom business. As a result ICTM 
managers are highly compatible and empowered to perform in any sector of industry and yet bring tremendous value addition to the 
ever changing dynamictelecom industry. 
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Indian B-schools 
have begun 
hanging their 
shingles abroad. 
The trend can 
only accelerate. 
By Neelima Mahajan 
& Aarti Kothari 


NEW 


traffic isn't just about businessmen and executives, 
or even compulsive shoppers. If you transit 
through the plush Dubai international airport, 
theres every chance you may bump into an entirely 
new class of passengers: business school professors. 

For thelast three years, Dubai has been the chosen frontier 
for leading Indian B-schools. And business school adminis- 
trators and professors have been flying in and out of Dubai 
armed with feasibility studies and course material. So far, only 





two, XLRI and S.P Jain Institute of Management and Research, | 
| Thomas says the biggest challenge was to optimise faculty 


have actually set up shop. And other schools like XIM 
Bhubaneswar (XIMB), MDI and IIFT have plans to expand 
into not just Dubai, but Africa and South-east Asia as well. 
Many educationists wonder why the IIMs don't figure on 
the same list. With their large multi-disciplinary faculties and 
brand equity, it should be the next logical step. Agrees Bakul 
Dholakia, director, IIM-A: “We are at the top. The only way we 
can grow now is internationally." Yet IIM-A has chosen an al- 
ternate path: they want to first build a world-class campus, 
with a global student body and linkages with foreign insti- 
tutes. So when the IIMs do decide to go global, they will have 
another advantage — of learning from the first movers. 
But different schools have different roadmaps. 


The Partnership Model 


| XLRI, which was the first Indian B-school to 
| offera two-year executive MBA, is banking on 


VER the past couple of years, air travel between | 
Mumbai and Dubai has grown several fold. And the | 
















ANTHONY LAWRENCE 


MU 
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tise, and expose our faculty to foreign realities," says PD. 
Thomas, former director, XLRI, who set up the Dubai centre. 
Theopportunity was huge. Indians make up about 55 per cent 
of the UAE's population, many of whom are middle-level 
executives keen to enhance their skills. 

As of now, government regulations don't allow interna- 
tional institutes to operate fully-owned centres in Dubai. So 
XLRI collaborated with Al Abbas, a local trading company. All 


| Al Abbas had to do was manage the logistics and set up the in- 


frastructure. XLRI, on its part, took care of the entire intellec- 
tual content by transferring its syllabus and faculty to Dubai. 
But making the model work is easier said than done. 


schedules to avert timetable clashes between the Indian pro- 
gramme and the international one. Typically, for the XLRI 
centre, the faculty is in Dubai for three weeks at a time. All this 
entails opportunity costs for the faculty like loss of productive 
time and stress. Yet Thomas says the benefits outweigh the 
costs for one simple reason: students are willing to pay a 
higher cost for education abroad. That's spurring XLRI to con- 
sider further expansions. It has received requests from Singa- 
pore, Kuwait, Muscat and an African country to set up centres 
there. Not too far away from Jamshedpur, another B-school 
has global designs. XIMB is examining the feasibility of setting 


| up an offshoot in Nairobi. Apparently, the request was initi- 
, ated by a group of Indians working for an organisation there. 


| The Brick And Mortar Way 


In 2003, the Government of Dubai set up Knowledge Village in 


partnerships. “We wanted to share our exper- | the Dubai Technology and Media Free Zone. It was envisaged, 
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as its website www.kv.ae says, as a connected learning com- 
munity to develop the talent pool in the region and accelerate 
its move to the knowledge economy. It will complement two 
other clusters: Dubai Media City and Dubai Internet City. 
Knowledge Village is emerging as a hub for global B-schools, 
especially for a few from India, and for good reason. 

Here, unlike in the rest of Dubai, international institutes 
are allowed to open stand-alone centres, instead of having to 
tie up with a local partner. Besides, they don't need to worry 
about infrastructure. Knowledge Village offers infrastructure: 
real estate, technology, classrooms, conference centres and 
other services. All a B-school needs to do is invest in comput- 
ers and the interiors. But these facilities come at a cost of 
about 80 dirhams (Rs 1,040) per sq. ft per month for real estate, 
higher than rentals outside the Village. There are other expen- 
ses like an upfront licence fee of Rs 5 lakh and a three-year visa 
underwriting fee of Rs 7,000 per person per year for the first 
four permanent faculty members, and Rs 28,000 for the next 
batch — whether it comprises one or four faculty members. 

Onits own, theVillage would have been an attractive desti- 
nation for B-schools despite the costs. But the events 
of 9/11 ended up hastening its progress. A lot of Arabs stopped 
looking at the US for higher education. Part of this can be 
attributed to the visa hassles they were put through. A lot of 
colleges and universities across the globe, including many 
from the US, sensed the opportunity then and started open- 
ing centres in Dubai. Subsequently, the Dubai government is- 
sued a new regulation in 2003, which would require all foreign 


institutions to operate out of Knowledge Village. XLRI took | 


time to figure out the new rule — and initially did not move to 
the Village. An industry source says: "The UAE market has 
unique legal nuances. XLRI was slow in reacting to the 
changes in the law." The result was that there were no new en- 
rolments at the Dubai centre last year — and no one is sure 
about the future of its course. 

XLRI5 loss was S.P Jain' gain. Earlier this year, it set up the 
S.P. Jain Centre for Management at Knowledge Village. Says 


ULL over this: Indian B-schools that have gone 
IM global are a long way from becoming truly global. 


If a truly international student body is the hall- 
mark of a global B-school, then S.P. Jain and XLRI are far 
from achieving that. Both schools have 
drawn their students from the Indian 
diaspora in the Middle East. That may 
be because they are still in the early 
stages of their global evolution. 

Now contrast that with the France- 
based INSEAD, which opened a 
campus in Singapore in 2000. It is one 
of the first top-notch management 
schools to open a satellite campus. 
Dean Gabriel Hawawini believes that 
as the world grapples with the forces of 
globalisation, B-schools will have to 
move from the 'location-based' model 
to a ‘networked’ one. What this means 
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M.L. Shrikant, hon. dean, S.P Jain, Mumbai: "We are very en- 
trepreneurial in nature. So when we saw the opportunity we 
jumped right in. Ittook us nine months to get the Dubai centre 
offthe ground." Interestingly, S.P Jain is the only institute to of- 
fer a residential full-time MBA programme in the UAE. 

The Centre offers two courses: a two-year executive MBA 
and a one-year full-time MBA. The full-time MBA is different 
from the one offered in India. Take the specialisations, for in- 
stance. In India, students can specialise in manufacturing and 
operations, marketing, finance and information manage- 
ment. In Dubai, the full-time MBA offers specialisations in 
wealth, retail, investment banking and hospitality. 

The logic is interesting. Before designing the curriculum, 
the faculty at S.P Jain did some crystal-ball gazing. They reali- 
sed that the Gulf countries wanted to reduce dependence on 
oil, and were looking to develop competencies in other sec- 
tors. Already, 90 per cent of Dubai's GDP is from the non-oil 
sector. This is slated to grow to 94 per cent by 2005, driven by 
manufacturing, tourism and services. In the first year, S.P. Jain 
has taken the easy route: of tapping the Indian expat popula- 
tion. So far, there are 150 students, mostly Indian. But the insti- 
tute wants to promote cultural diversity by marketing these 
programmes in the UAE, Pakistan, Oman, Bahrain, Kuwait, 
Saudi Arabia, Qatar, Iran and Sri Lanka. 

Now, heres the lolly: the fee charged at the Dubai centre is 
at least 3-4 times higher than what is charged in India. Yet it is 
still low by Dubai standards. The tab for the executive MBA 
is about 45,000 dirhamss (Rs5.7 lakh), while the full-time MBA 
costs 55,000 dirhamss (Rs 7 lakh). Living expenses are, of 
course, extra. Depending on the institute, the one-year tuition 
costs ofa full-time programme range between 15,000 dirhams 
and 80,000 dirhams. "Asian institutes in general charge twice 
the fee in their home country, while American and European 
institutes charge up to 3-4 times their home fees," says Ravi 
Shankar, chairperson (MBA), IIFT. However, this hasn't 
deterred Indian students from going there. 

Soon, IIFT will follow in S.P. Jain's footsteps. They appar- 


is the school will have to be present in two or more physical 
locations so that students can be exposed to two different 
cultures and environments. INSEAD has achieved this 
objective in more ways than one. For one, as Gary 
Lipkowitz, assistant director (marke- 
ting), MBA Programme, puts it: "It is 
normal to have 70-80 different natio- 
nalities represented per year." Two, the 
majority of the participants are invol- 
ved in some form of campus exchange 
during the year, and the percentage 
doing so is rising steadily. So some 
students from the French campus go 
to Singapore and vice versa. The boun- 
daries between the two campuses 
have blurred so much that there is only 
one application process for the two. 
And both campuses teach the same 
curriculum with the same faculty. E 
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ently have a space of 6,500 sq. ft earmarked at the Village for 
their venture. The only thing that is keeping them on hold is 
the issue of getting an international mix of high-quality stu- 


. dents. Nonetheless, IIFT would do well to move swiftly be- 
. Cause space is running out. BWlearnt that XLRI is struggling to 
. getinto the Village. 


MDI Gurgaon has also been examining an overseas ven- 
ture, but it hasn't firmed up its plans yet. So even if Dubai’s 
Knowledge Village is full, Mukul Gupta, dean (continuing edu- 


: . cation and international linkages), is banking on neighbour- 
- ing countries of the UAE to replicate the Village concept. The 
_ other locations on his radar are South Africa, Mauritius, In- 


donesia, Malaysia and the Far East. “You don't need to go 
abroad if the idea is to simply acquire more students. We want 


to expand our activity mix by designing an altogether new 


product to address the global market. It could be a doctoral 


—.— programme, an executive MBA or a 'global' MBA," he says. 


Gupta says it will take another three years to sign up col- 
laborations with one or more of their international partners. 


_ So far, they have shortlisted three: ESCP-EAP France; BI Nor- 


wegian School of Management, Norway; and Vienna Univer- 


ae sity of Economics and Administration, Austria. 


Though the plans are still nascent, one of the options 


— could be to offer a Ph.D programme out of Dubai, in 
. collaboration with one or more of MDI’s international part- 


ners. Since students would be required to do some amount 


. of coursework, this would give them multiple locations to 


base themselves at, depending on their mobility, thereby 


. making their learning more broad-based. This would also en- 


able MDI to ride on the faculty and research strengths of 


< + its partner institutes. 


—' Future Challenges 


»- . Makingthe transition to an overseas model isn't easy. There 





: - Ahmedabad (IIM-A) director Bakul 
a . entered the Economist global top 50 at No. 


_ 45. And the excitement is palpable. Across 
. theroad from the 65-acre existing campus, 


. arespecific challenges that B-schools have to square up to. 


Faculty is the biggest. Hiring full-time faculty is a big expense. 


E To deal with the problem, most schools have kept the number 


of resident faculty small —S.P Jain has four permanent faculty 


: £3 based in Dubai. The rest will rely on visiting faculty from their 


| 
| 
| 
| 
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The S.P. Jain Centre For Managem 





The faculty is paid extra for teaching. 

XLRI's executive MBA has one advantage: there is no head- 
ache of placements. But clearly for others like S.P Jain, this will 
not be a cakewalk — especially because the institute is new 
and students are predominantly Indian, and may not easily 
find takers in the Arab job market. There is one more compli- 
cation: in the Middle East, companies typically look for ‘ready- 
made and experienced’ professionals and expect them to start 


| delivering from Day One. That puts freshers who join an MBA 


programme immediately after college at a huge disadvantage. 
Many of S.P. Jain's students fall in this category, and the insti- 
tute may eventually have to find jobs for them in India. 
Further, recognition will take time to come through. Says 
Gupta: “One big concern is getting international recognition, 
not simply recognition by Indians abroad.” This is where he 


parent campus and other B-schools in India and abroad like | reckons the visibility and brand equity of MDI's partner insti- 


— theState University of NewYork. The idea: keep fixed costs low. | tutes will add value. 





E want to be among the global top 20 
B-schools in the next seven years," 
says Indian Institute of Management 





Dholakia. Already, last year the institute 


another 20 acres of hostel, classroom and seminar buildings 


are coming up. "To be world class you need size." With 800 


students and a 120-strong faculty in the 
next two years, up from 600 and 75, 
respectively, today, it is indeed fast growth. 
But size is not the only factor that 
counts. The ability to keep pace with the 
changing business environment is another 


INDIAN ROOTS 
GLOBAL 
AMBITIONS 


strength of the institute. Fourteen electives 
have been introduced this year. And the 
school already has courses on upcoming 
sectors like healthcare and insurance. 
Another thrust area is executive 
education. About 10 per cent of the 2,000 
executives IIM-A trains in a year are from 
regions like Africa and East Asia. In order to 
increase this proportion, IIM-A has taken the programme 
out of the country to Kenya and Sri Lanka already, and plans 
to take it to Egypt, Singapore and Hong Kong in the near 
future. There are also plans to launch an executive MBA 
programme in Europe in association with institutes in 
France and Germany. Hi 


AK 
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ICIB Presents 
Managers with the 





international business edge 


The Indian Centre for International Business (ICIB), Pune, grooms managers with a world perspective of business, matched by few 
others. A macro understanding of the modern, dynamic forces that affect business in a challenging global environment and the solutions 
needed to overcome these challenges. 
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Indian Centre for International Business 


Et TAS $.no. 239/ 2, Yerawada, Pune-411 006. 
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E-mail:professor_bala@yahoo.com, icibpat(C yahoo.com ewww.icibpune.com 
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AST year, Saurabh Kedia had offer letters from five IIMs. 





Despite being a resident of Kolkata, he had no qualms | 
about choosing to study in Bangalore. Ask him why, and | 


pat comes the reply: "I had heard from my seniors that 

(IIM) Bangalore has the right mix of academic rigour and fun 
— more than any other institute." 

The 400-odd students at IIM-B clock 16-hour days on an 

average, but not all of it is spent studying. Students here get a 


taste of real managerial issues. There are finance and market- | 
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ing clubs that devise games like derivatives trading. Students 
run an on-campus department store that has a billing soft- 
ware they developed themselves, which takes online orders 
and has seen turnover grow 10 times in the last year to Rs 25 
lakh a year. A club called Vikasna has raised Rs 2 lakh to run a 
school for slum kids, among several other things. 

"When companies come for recruitment they want to 
know what we have done apart from academics," says Kedia. 
Committee members who take responsibility for these activi- 
ties have to do their job well; a tough peer evaluation system 
ensures that. Feedback is collected periodically to gauge satis- 
faction levels of almost everything, including mess food. 

Popular subjects get awarded on the basis of a complex 
bidding system, designed by the students. They trawl web- 
sites, talk to alumni and share notes with foreign students to 
find new courses for the postgraduate programme (PGP). 

IIM-B also offers the largest student exchange programme 
among the IIMs. "Two-thirds ofthe PGP batch gets a chance to 
go abroad during the two-year course," says R. Srinivasan, 
dean (academic), IIM-B. This could be either for a summer 


| placement or for a student exchange programme, for which 


the institute arranges need-based scholarships. 

So where does IIM Bangalore lose out to IIM-A? Says 
Srikant Nayak, Kedia's classmate: "They have more foreign 
placements, but that's because IIM-B had a public sector bias 
for many years. Give us a few years, and this institute will catch 
up on that as well." tat 
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N the normal course of things you wouldn't hear the words 

brahmanical,Vedas and yudh in the context of manage- 

ment education. At the Management Development Insti- 

tute you will. The institute is brahmanical. Faculty publi- 
cations are the Vedas. And the battle for excellence is the yudh. 
Not surprisingly, campus buildings have names like Scholars, 
Gyan Griha, Gurukula, Nalanda and Takshila. While the insti- 
tute has been around for over a decade, it has come to the fore- 
front only recently. What makes it unique? To put it very simply 
— faculty and networking strengths. 

As a matter of policy, 20 per cent of MDI's faculty comes 
from the corporate world. They are required to have served in 
top management positions with over 15 years of experience in 
industry. Industry interface is a priority. This is also evident in 
the new course in human resource management where the 
syllabus was jointly designed by industry and faculty. 

In thelast one year, the size of full-time faculty has gone up 
from 34 to 62. Says director Pritam Singh: "Here, the slogan is: 
contribute or perish. At 22 [books], we have published more 
books than any of the IIMs. Afterall, if you are a brahmin, you 
have to write Vedas.” At 62, Singh himself is the first person to 
come in and the last to leave office everyday. He has plans to 


set up two more schools — for healthcare manage- | 


ment and mass communication and entertain- 
ment — within MDI in the next two years. He 








wants to follow this up with an international | 


AN EXCELLENT FACULTY 
TIED TO INDUSTRY 


MDI writes the manage 





campus within three years. 

In terms of consultancy, faculty drew around Rs 15,000 per 
day for a project up to last year. However, this year they set an 
internal minimum bar of Rs 40,000. And they recently re- 
cieved their first consultancy contract for Rs 150,000 a day! Iii 
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The winning habit. 
ICMHRD. 





Indian Centre For Management & Human Resource (Chinese) language in its curriculum, giving its Management 
Development (ICMHRD), is all about the winning spirit. Sister programme an international orientation. 


institute of the prestigious Indian Institute of Modern 

Management (IIMM), Pune, that is ranked amongst the very ICMHRD Programmes 

best in the country with an excellent placement record, ICMHRD 

has developed a unique management programme that gives Post tg Npa iso ite (PGDM) - 

; Pe 

its students a distinct corporate edge. et ics. ise cna 





Specializations Offered 
Upholding its ethos of Discipline, Determination and e HR eMarketing eFinance @Operations Systems 


Dedication, the Institute has kept track of the global business 
scenario and incorporated IT training as well as the Mandarin 


C-2, Brahma Estate, S.No. 1/1-A, Kondwa, Khurd, Pune-411 0486. Tel.: 020-26832846/7 * E-mail: professor_bala@yahoo.com 


“IT is common to all 





Prof. Lalit Jaywant 
Director, ICMHRD 
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KENN o uns 


ONSIDER this: a cellular company 
needs a young professional to man its 
service operations in Uttar Pradesh. 
Even five years ago, its HR head would 
have landed up at a regular B-school 
campus looking for talent. But now, he 
could well look at an alternative: hire from IIT 
Delhis Bharti School of Telecommunication, 
Technology and Management. 

Specialised programmes like the one offered 
by the Bharti School are springing up all over the 
country. Of course, specialised schools, which fo- 
cus on a particular sector or a function, aren't en- 
tirely new. The Mumbai-based National Institute 
of Industrial Engineering (NITIE), for instance, 
has been offering a postgraduate diploma in in- 
dustrial engineering since 1963. The Institute of 
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Rural Management (IRMA), Anand, was NDDB chairman 
Verghese Kurien's dream project. The father of India's White 
Revolution wanted management graduates for Operation 
Flood. He recruited some general MBAs but felt that some- 
thing was lacking. Under his guidance, IIM Ahmedabad and 
NDDB got together to set up Irma in 1979. 

But today, schools that have focused on more mass-based 
general management are increasingly spawning new, niche 
programmes. Last year, Gurgaon-based Management Devel- 
opment Institute (MDI) started a PG diploma in human re- 
sources management. The Mumbai-based K.J. Somaiya Insti- 
tute of Management Research has just kicked off a course in 
retail management in association with Pantaloon. It is also 
planning a dedicated course in banking. Wellingkar Institute 
of Management, through its e-business MBA, offers vertical 
specialisations in telecom and healthcare along with the regu- 

lar management course, and has also started a pure retail spe- 


proposal to kick off a healthcare management course from 
next year, provided it gets a government go-ahead. Telecom, 
insurance, healthcare, hospitality, banking, plantations, and 
now even airports, construction and ports — there's a man- 
agement course for literally every sector! 

The additional capacity these schools are 
likely to create isn't small. Back-of-the-enve- 
lope calculations show that these schools 
churn out 10,000 graduates a year out ofa total 
of about 80,000 management graduates. This 
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is set to increase to 25,000 in the next 2-3 years. 
So, why this sudden rush for specialisation? 
Typically, niche programmes are coming up in 
high-growth areas like telecom and retail. Anil 
Rajpal, senior consultant, KSA Technopak, says: 
"Organised retail is currently growing at 30 per 
cent, and is expected to maintain this high 
growth over the next 10 years." A 2002 McKinsey study esti- 
mates the healthcare sector will grow by 16-17 per cent over 
the next decade. Lehman Brothers forecasts growth in the 





| telecom industry to treble by 2006 — from $30 million today to 


$100 million. Besides, many of these sunrise industries 
haven't had too much success with regular MBA graduates. 
Says Dharni Sinha, chairman, Cosmode: “There's been a hue 
and cry about B-schools not being able to provide managers 
for some sectors. The MBA graduate must be successful in ar- 
eas that lie outside the purview of general management." 
That's prompted businesses to search for talent with more 
specialised training. This year, when RPG Life Sciences was 
looking for MBAs who understood the pharma industry, it 
picked up graduates of Pune Universitys MBA programme in 
biotechnology. Says Rajat Baisya, head of department of IIT- 
Delhi's Department of Management Studies: "Institutes are 


| now looking to provide management education in the fron- 


cialisation. NITIE, a stronghold of engineers, has drafted a | 


tiers of new technology. It could be telecom, biotech, bioinfor- 
matics, even consultancy management." Due to the phenom- 


| enal growth in the telecom sector, Bharti Tele-Ventures has 


helped fund the Bharti School at IIT Delhi. 

Yet for all the interest around niche programmes, there are 
still doubts about their sustainability and acceptance. At one 
level, there is no lack of demand from either industry or stu- 
dents. Says Sinha: "Niche programmes won't have problems 
getting students. Most of them are willing to pay huge fees for 
professional courses." Yet evidence suggests that such spe- 
cialised courses start off on a small scale, and prefer not to 
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scale up even if there are enough applications. Part of the rea- 
sonis risk aversion. Some B-school professors admit that they 
are afraid they might not be able to place a larger pool of stu- 
dents, which could then impact future enrolments. 


Then thereis the problem of finding relevant faculty. While | 


it's a big constraint for any B-school, the task is tougher for a 
niche school and more so because domain expertise is crucial 
for niche schools to build a strong value proposition. Even at 
the best of times, B-schools struggle to attract domain experts. 


; companies that require heavy use of telecom services.” 


Pay scales are simply too poor to attract the best from industry. | 


As a result, most B-schools tend to fall back on visiting faculty. | 


Says PV. Narsimham, director-general, K.J.Somaiya: "We have 
visiting faculty coming in from FMCG companies and re- 
puted organised retailers for the retail management pro- 
gramme because they understand the industry well." But 
overreliance on visiting faculty for a full-time course isn't nec- 
essarily the most effective alternative. 
Niche schools have to deal with yet another challenge: | 
- finding students who are committed to a career in that niche | 
area. Often, on completion of these niche programmes, stu- 
dents tend to look out for the more mainstream jobs in mar- 
keting and finance in companies like HLL and ICICI. 
IRR where students are allowed to only join the cooper- 














B-schools may be finding 
new niches but their general 
management fundamentals 
still need to be strong 


FINDING NEW NICHES m 





| d Insurance 
4 Telecom 
1 

E 


y e-business 


d Family business 











d Services 


à 


a Hospitality 
D Biotech 


Healthcare 


NEERAJ TIWARI 


BUSINESSWORLD 43 6 SEPTEMBER 2004 


| 
| 
| 
| 
| 
| 
| 
i 
| 
| 
| 
| 
| 
| 
| 
| 
| 


| decision on industry feedback. Recruiters felt there was a big l 
| demand for general managers and the school could exploit 


| cus will remain on the construction industry, 





ative sector and NGOs, faces this problem. Says S.L. Rao, for- 
mer director-general, NCAER: "It's unlikely that all the gradu- 
ates from IRMA actually go where Dr Kurien intended for + 
them to go." B-school professors point out that it is finally up 
to the students to make the most ofthe course. As an example, 
Deepak Pendse, programme director, Wellingkar, says: “Tele- 
com management students needn't restrict themselves ta... 
telecom companies. They could look for jobs in BPO [firms] or : x 


However, even as schools try and find their own niches, Us 
there are some that are looking to hedge their bets by branch- = 
ing out into general management. Take XLRI, Jamshedpur. ... 
Many years ago, XLRI decided to reposition itself as a school 
that offered not just a postgraduate programme in personnel... 
management and industrial relations, but general manage- 
ment too. Former director, PD. Thomas, says XLRI based its 


that opportunity. Besides, the HR course too would get ] 
| strengthened if a multi-disciplinary faculty was built up for a i 
| general management course. z 
Niche schools would do well.to take a cue from XLRI —- 
broaden their offering and still focus on the niche. "The popu 
lar opinion ofa niche school is that it is meant for only one sec- 
tor. And hence, its growth gets stunted,” says Mangesh Kore | 
gaonkar, director-general, National Institute of Construc tiot 
Management and Research(NICMAR), Pune. T 
rector of the Shailesh J. Mehta School of " Maiegixtueat;: I 
Mumbai, is trying to broadbase NICMAR' offerings and h 5 
started a programme in general management. However, its fo- . 











Given just how important the quality 
of placements are to the future ofany Be 
school in India, how do recruiters view 
niche schools? Recruiters go to niche 
schools to get: professionals forspecificar- 
eas. L&T recruits people from both niche 
and general management schools, But it 
follows a specific pattern. They go to the 
IIMs for finance and business develop- 
ment, NITIE for operations, Symbiosis In- 
stitute of Business Management, Tata In- 
stitute of Social Sciences, XLRI and Delhi 
School of Economics (PG-HR) for human 
resources. Yet, not every recruiter is con- 
vinced about super-specialisation. While 
RPG does recruit from niche schools for 
HR and biotech, Nitin Kaul, chief man- 
ager (group HR), RPG Enterprises, says: 
“There isn't a strong case for very fine spe- 
cialisation at the entry level. We look for 
generalists at that level." i XE 

Clearly, the debate between general < 
ists and specialists will not end ina hurry. 
But B-schools offering specialised. DIO- 
grammes are obviously hoping to 1 
the best of both worlds. : 


Lait SHAH ARIA AS Se anami Haha HII IP P Pe Ir M Rat ite s HIIS a ganna dae aeternam mins 


Neelima Mahajan & ire apararii 











NEM E A 


ERY soon, the few students who find themselves with a 
choice to make between the three IIMs — A (Ahmed- 
abad), B (Bangalore) and C (Calcutta) — will not 'obvi- 
ously' go forA or B. The Indian Institute of Management 
Calcutta, long considered quantitative theory-obsessed, is 
now getting a bit of a curriculum and philosophy makeover. 

Nevertheless, faculty members will warn you that this by 
no means should be construed as a dilution of the quantita- 
tive strength ofthe institute. Says director Shekhar Chaudhuri: 
"IIM-C is not strong on case writing because our orientation 
was on theory. The pedigree is important — we had an initial 
collaboration with MIT — therefore, our teaching is more the- 
ory-and lecture-based. And while case is not the only method, 
application orientation is required." 

Lately, many professors have joined from IIM-A, the insti- 
tute commonly perceived to be more case-oriented. Chaud- 
huri himself is an IIM-A alumnus with several years of teach- 
ing experience there. There is an effort to hire people with an 
industry background, or in the case of pure disciplines like 
economics, with a management background also. For exam- 
ple, in finance alone, six out of eight professors have long-term 
industry experience. But the crossover, like any culture 
change, will take time. 

Among faculty members, there is a rejuvenation of 
thoughts and ideas about what IIM-C is all about. To quote 
dean Anup Sinha: “What happened last year has led to a lot 
of introspection in terms of what is the role of the IIMs and 


higher education in the public domain.” Currently, the school | 
is trying to make an assessment of its core curriculum, | 
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A RELEVANT, CHANGING 
CURRICULUM 











GAUTAM ROY 


as well as creating a unique 'brand' called IIM-C Long Dura- 
tion for residential management development progra- 
mmes. New centres for corporate governance and entrepre- 
neurship have been established. They are realising that to be 
ahead of competition, they can't just be another IIM, they 
have to be unique. ii 





AK 











AVIER Labour Relations Institute's looks can be deciev- 
ing. On my visit to the campus, the only sound I could 
hear was the clank of the autorickshaw I had hired. I 
wondered how an institute with its commitment to 
‘Magis’ (excellence in everything) could be so slow-paced and 
sleepy. But it wasn't the first time my first impressions were 
wrong. The institute has been declared the best in human 
resource management not just in the country, but 

also in Asia. And it has global aspirations. Says 
director Fr Casimir Raj: "We are already in the 
top five, and if we want to continue doing well, 








TOPS IN ASIA AND 
READY TO GROW 


we need a global ranking." There is a huge demand for man- 
agement education in Asian countries which is underfed. The 
institute is applying for AACSB accreditation in the next few 
months and is hopeful of receiving it. 

A new mens hostel is coming up, and the director wants a 
gym to follow. "Given the kind of hours our students put in, it is 
a must,” he says. He should know. Having assumed office only 
in May this year, he spends 40 minutes interacting with 10 stu- 





| dents at a time everyday. He wants his full-time faculty 


strength to grow from 43 to at least 50 by this academic year 
end, and wants to start the Entrepreneurial Development Cell 
to train entrepreneurs and get them sponsorship. Efforts are 
also on for tying up with the University of Virginia for model- 
ling an entrepreneurial incubator. Adds dean P Venugoal: 
"There is a need for people who can develop Nirma and pan 
masala, and not only for those who can sell it." The strength of 
XLRI lies in creating leaders who possess the softer skills of 
management, apart from academic excellence. is 





AK 
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Noida Campus 


A-32(A), Sector-62, NOIDA 201301 Ph: (95120) 2403379/80, 2403850 


Growth through commitment to nurturing talent, 
Strong faculty & industry interface, and Stimulating learning environment 


Having established two outstanding educational institutions- 
Jaipuria School and Jaipuria Institute of Management both located at Lucknow, 
the House at Jaipurias, led by Mr. Sharad Jaipuria, proudly announces the launch of 
JAIPURIA INSTITUTE OF MANAGEMENT, NOIDA 


faculty 


Nurturing through the Best Faculty is our first commitment. 


The full time faculty comprises of professionally 
qualified and experienced Doctorates, M. Techs, and 
foreign trained/ experienced professionals drawn from 
the best of the sector and the academia. Highly 
motivated, the faculty at Jaipuria's is known as 
competent mentors. 


learning environment 


The teaching pedagogy at our campuses has a strong 
focus on real life business world as well as on learning 
by doing Continuous interface with the industry thru 
guest speakers, internships, live project studies, 
seminars/conferences “and management festival 
besides lectures, case studies and live projects, are a 
routine part of the pedagogy adopted. Top-of-the-line 
infrastructure - modern computer labs, well stacked 
library and air-conditioned class rooms facilitate 
learning in a highly stimulating environment. 


elegant campus 


Housed in aesthetically designed buildings offering 
24x7 connectivity, classic & theatre style class rooms 
equipped with latest audio video equipment, large 
green central court, open air amphitheatre besides 
air conditioned class rooms, faculty offices, computer 
labs and fully stacked library carrying contemporary 
as well as classic volumes of management books 
and journals. 


rank 


The coveted NBA ACCREDITION, the 36th rank 
among the best b-schools of India Survey by outlook in 
2003 and an envious placement record, that too in a 
short span of mere 8 years of the birth of JIM Lucknow 
vindicates the commitment to building up of a world 
class b-school. 


collaborations 


Couple of foreign collaborations with the reputed 


B-schools in the USA and UK at a fairly advanced stage 
of finalization involving faculty / student exchange and 
joint research / seminars, and a bouquet of new 
courses in the services sector to be launched in the 
near future, the Noida campus of Jaipurias is poised to 
carve out a special place to look for by the student 
community of India and the region and of course, the 
industry, for the performing professionals. 


placement 


Strong industry interface has enabled JIM alumni to make 
careers with Alstom, ICICI Bank, ICICI Prudential, SBI 
Life, Bajaj Allianz, ITC Reliance, HDFC Bank, HDFC, 
IFFCO Tokio and British Airways, to name a few. 


programs 


PGDBA (full time and part time) at Lucknow, MBA 
(UPTU) and BBA (GNDU) at Noida and PG Dip. Course 
in Journalism and Mass Communication and Insurance 
& Risk Management at both the campuses. 


Service Sector Management is the Key focus of the 
NOIDA campus 


scholarships and awards 


Committed to encouraging scholarship and growing 
talent, we offer handsome scholarship, fee awards / 
waivers (part or full) and prizes to the top-of-the-line 
brilliant students throughout the program. 


You are invited to visit our institutions, meet with the 
faculty and see the difference yourself. 


JAIPURIA 


C of Management 
grooming professionals 
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HERE is only one way 
to make a great deal of 
money," believed oil ty- 
coon J. Paul Getty, once 
named the richest man 
in America. "And that is 
in a business of your own." In the 
Age of the MBA, those of us with 
more modest ambitions can 
make a great deal of money' by 
simply walking into cushy cor- 
porate jobs from brand name 
B-schools. To the would-be MBA 
entrepreneur, 'O' no longer 
spells opportunity as much as 
opportunity cost. 

Yet, interest in entrepreneur- 
ship as a subject is growing stea- 
dily in Indian B-school campu- 
ses. They have entrepreneurship 
cells, business plan contests, 
elective courses and, in some 
cases, full-fledged entreprene- 
urship centres, some going so far 
as to provide 'incubation sup- 
port’. The question remains: can 
entrepreneurship really be 
‘taught’? And the case study 
method answer is: it depends. 

Originally, entrepreneurship courses were meant to liter- 
ally ‘produce entrepreneurs’. In 1947, Harvard Business School 
(HBS) developed an elective titled ‘Management of Small En- 
terprises' for students eager to start their own businesses after 
World War II. The real thrust into teaching and research in the 
area came in the early 1980s when HBS graduate and pioneer- 
ing venture capitalist Arthur Rock funded the first professor- 
ship in the field of entrepreneurship at HBS. 

Under legendary Professor Howard H. Stevenson, entre- 
preneurship came to be defined not just as an ‘innate trait’ but 
a particular type of managerial behaviour available to virtually 

all managers in organisations ofall kinds and sizes. 

Today HBS requires its 900 first-year students 
to take a course called ‘The Entrepreneurial 
Manager’, and offers almost 20 elective cour- 
ses in the area to its second-year students. 





ANTHONY LAWRENCE 


- ENTREPRENEURSHIP? 





American B-schools, including the likes of | 














. Wharton, offer entrepreneurial management as a major, “pre- 


paring students for careers as autonomous entrepreneurs, 
family-business entrepreneurs, or entrepreneurs in corporate 
setting". Entrepreneurship centres have also become an inte- 
gral feature at campuses in the US, thanks to corporates and in- 
dividuals who are keen to fund them. The University of Michi- 
gan, forexample, got $10 million to set up such a centre in 1999. 

In contrast, Indian B-schools have made a more modest 
foray into entrepreneurship education. Every self-respecting 
B-school offers at least one elective in the area as part of the 
second year of the postgraduate programme (PGP). And in- 
terest from students is high. At IIM Lucknow, the 'New Venture 
Planning (NVP) course has seen an enrolment as high as 70 
per cent in some years. The course gives perspectives from all 
functional areas like marketing, finance, operations, strategy 
and also preparation of business plans. IIM Bangalore offers 
as many as four electives covering the entire gamut — from 
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the regulation ‘Managing New Ventures’ to the gung-ho 'En- 
trepreneurship from the Trenches: A Real World Perspective. 
Further, a course in ‘Social Entrepreneurship’ is being intro- 
duced. In March 2002, IIM-B set up the Nadathur S. Raghavan 
Centre for Entrepreneurial Learning (NSRCEL) with a gener- 
ous grant from N.S. Raghavan, one of the co-founders of In- 
fosys Technologies (See ‘Incubation, The New Buzzword’). 

In addition to supporting teaching and research, NSRCEL 
has a state-of-the-art incubator “to help entrepreneurs launch 
their business plans into commercially viable products and 
services”. The problem is, students of the PGP seem to be 
showing little interest (so far) in utilising its facilities. “Most of 
the entrepreneurship courses are not taken seriously.as they — 
are taught in the fifth and sixth term when marks We oe QUE p e and Research is setting up the 


are not counted for placements,” a second-year NCUBATI a l P Centre of Excellence in Entrepreneur. - Du 

student points out. "There is a ‘Start-up Club as | | Uni E 
well in the campus, but its activities are infrequ- 

ent and limited to a few VC lectures and games." TH 


While the NSRCEL incubator can house | 
about 10 teams of up to six members each, it cur- BIZ | 
rently supports just two — education BPO Meta-i P ns 
Technologies and software company EmbedX. 

Neither ofthe two boasts any HM-B students or alumni. There 

are some practical issues adding to the problem. For instance, 

the NSRCEL board meets only once in six months to evaluate 

- new entrepreneurial ideas. But at the heart of the matter lies 

. . the same old argument: HMs are a platform to get lucrative 
. jobs, which you wont get once you are out of this place. 

This very attitude is being attacked head on — with re- 
markable success — with 'Laboratory in Entrepreneurial Mo- 
tivation' (LEM), an elective course at IIM Ahmedabad. Taught 
since 1992 by IIM-A alumnus and entrepreneur Sunil Handa, 
the course has no textbook, no readings, no quizzes, no test, 
no exams. No fundas on how to apply for loans or make pro- 
ject reports — students can always figure that out later. LEM 

. simply targets the ‘fear factor’ involved in spurning or giving 
'.. upajob to start outon your own. 
“As an entrepreneur I try to bring lots of personal experi- 
ences and practical aspects,” Handa says. One of the many 
unique features of the course is that former LEM students, 
who have become entrepreneurs, share their experiences. 
(They are jokingly referred to as ‘exhibits.) And one of its most 
valuable inputs is the ‘one-to-one counselling, which Handa 
squeezes in by scheduling morning (6 a.m.?) walks with 


Can any B-school 
actually ‘teach 
entrepreneurship? 
. Afew prominent 
ones are trying. 
- By Rashmi Bansal 
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of the most sought after second-year electives with more than 
100 students vying for its limited (30) seats. 

Almost all LEM students do take up campus placements. 
But a couple óf years down, many plan to take the plunge — 


if... quite a few actually do so. They often come back to ‘Handa 







sir foradvice and mentoring. *I am available to them, and so is 
my office — free of cost," he says. In the last one year, he has 


hk TE _ hadsixofhis former students coming and staying at his house, 





all of whom had quit their jobs and were in search of ‘what to 


7 — do'next.In addition to IIM-A, Handa has taken LEM classes at 
— -- theIIMs in Indore and Kozhikode (though he doesn't do so 



























© conventional wisdom and seeking to 


4 i> pus. The thinking behind quitting the 
. ratrace early, or not joining it at all, is to 


EY » 2004, Vardan Kabra spurned a Rs 7-lakh 
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— that the cushiness of corporate life 


. Kabra has identified Surat as the loca- 
- tion, andis raising the required capital. 


through the ritual of placement (“for my 


anymore because of travel fatigue), and his doors are also 


—— opento others who seek him. 


With more time, energy and resources being directed to 
develop entrepreneurship in India than ever before, a new 
trend of sorts is setting in. A handful of students are defying 


start out on their own — right after cam- 





avoid the 'golden handcuffs' syndrome 
inevitably brings. From IIM-As class of 


pre-placement offer from P&G to pur- 
sue his dream of setting up an innovat- 
ive school (a chain, he hopes, someday) 
under the brand name, Fountainhead. 


Arvind Kumar, also IIM-A '04, went 


parents sake”) but never took up the job 
with Polaris. Kumar is now in the midst 
of setting up a company offering cus- 
tomised packaging solutions for indus- 


R.A. CHANDROO 


a legend in B-school circles. The ISB graduate's busi- 

ness plan for an artificial flowers project, using propri- 
etary technology, has been at just about every contest in In- 
dia and several abroad. Needless to Say, it’s won numerous 
awards including second place at the Thunderbird Business 
Plan competition in the US. 

Subbu's winnings, friends joke, took care of the Rs 10 
lakh he spent on attending ISB. "Actually, | made a Rs 2 lakh 
profit," admits the inveterate entrepreneur. At 27, Subbu 
had already spent three years at Biocon and has had two- 
years experience running his own biotech 
company, Richcore. So joining ISB wasn't a 
decision taken for its placement prospects. 
Despite his entrepreneurship 

background, Subbu credits 
ISB with giving him the 'search 
tools' to spot an opportunity 
and, most importantly, think 


C LASS of 2004's Subramani ‘Rich’ Ramchandrappa is 
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K. Raghavendra Rao, founder of Orchid 
Pharmaceuticals, is among many IIM-A 
alumni to leap into entrepreneurship 


HATCHIN 
A PLAN 
AT ISB 
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try. IIM-C too saw Malli Mastan Babu drop out of placement 
earlier this year — the avid trekker has started an adventure 
tourism company by the name ‘Mast Adventures’. The 2003 
batch of IIM Kozhikode saw Kishan Kumar and Krishna 
Swamy turn their backs on the corporate scene to venture into 
the foods business — their company, Yellow Foods, plans to 
market banana chips. 

‘Never-been-kissed by corporate recruiters’ will remain a 
badge of honour for a few strong-willed individuals. But the 
number of those who've ‘flirted with the job’ and then decided 
to break away is growing. IIM-L '03 graduate Nimish Adani, 
who took the plunge after a six-month stint in Pepsi, says: 
“While I was having a great time at my job, I realised I was cre- 
ating a superficial comfort zone for myself." Adani, with part- 
ner Hari, is now busy running ReZonant Design, which he en- 
visions as a ‘world-class creative outfit". 

“There's definitely been a rise in opportunities in the ser- 
vice sector," says Shailesh Tamagadge, 
an IIM-A '02 pass-out who runs a com- 
munications solutions firm TAG Vin- 
natti. "The upfront capital outlays are 
not huge, making it easier for risk-taking 
MBAs to consider entrepreneurship.” 

The cool thing is that all these MBA 
entrepreneurs are prepared to make it 
— the hard, old-fashioned way. No one 
is buying into the dream of VC money 
and quick sellouts; most plan to grow 
and nurture their companies into you- 
ng adulthood, at the very least. “The 
days of seed capital went with the dot- 
com boom,” says Neelesh Asati, who 
along with IIM-L batchmate R. Ranga- 
rajan, started Scholar’s League (an MBA 
entrance training company) right after 
the dotcom bust in 2002. The duo not- 
ched up five companies in three conti- 





on a global scale. The artificial flower project is, in fact, 
based on a technology his own company had developed ear- 
lier but never found applications for. 

ISB attracts a fair number of individuals with entrepre- 
neurial/ family business backgrounds. The 2004 batch had 
10-15 such students, says Subbu, five or six of whom have 
rejoined their own companies. Batchmate Kaushal Khakar, 
who also comes from a business background, has now 
teamed up with Subbu, and will handle the finance aspect 
of the project. 

The duo's company, Nature's Own, plans to roll out its 
very real looking floral arrangements this 
December — in Hawaii. 

Incubation apart, Subbu's prescription to 
jumpstart entrepreneurship on manage- 
ment campuses: “B-schools need to tie up 
with local research institutes and scientists 
with patents to be able to create unique pro- 
ducts that can be marketed globally.” E 


nents over two years — clearly, it was an inherent restlessness 
that culminated in the decision to quit the corporate scene. 

Yet, most MBAs are and will remain risk averse. Recognis- 
ing this, the ‘Managing New Ventures’ course at IIM-B is posi- 
tioned not to inspire you to become an entrepreneur ‘here and 
now’, but to equip students to “make well-considered choices 
when they come across such opportunities in their career”. 
IIM-B’s Mathew J. Manimala, professor 
of organisation behaviour, and Jamuna 
Raghavan, chair professor of entrepre- 
neurship, believe MBAs are “more likely 
to take up entrepreneurship 5-10 years 
after graduation’. 

An informal survey of the 95 alumni 
from IIM-A’s 1976-78 batch at their silver 
jubilee reunion in December 2002 re- 
vealed that 30 per cent were now “on their 
own”. The exercise was repeated at the 
1979 batch reunion, and again the figure 
was about 30 per cent. Incidentally, the 
IIM-A batch of 1979 includes several high 
profile entrepreneurs — adman Rajiv 
Agarwal, the Mastek team, K. Raghaven- 
dra Rao of Orchid Pharmaceuticals and 
Sunil Handa himself. That compares well 
globally— about 40 per cent of HBS grad- 
uates describe themselves as entrepre- 
neurs “at some point in their career”. Bar- 


HEMANT MISHRA 


exams, this is one book you absolutely must read. In association with Princeton Review, world leaders in test preparation, it includes information on Indian | 


Rajiv Agarwal stepped into the 
ad world after his IIM-A experience 
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ring the crazy dotcom period, even in the US, the number of 
students choosing to plunge into entrepreneurship immedi- 
ately after graduating has been quite small (Stanford being a 
notable exception). Of the graduating class of 2002 at HBS and 
Wharton, roughly 3 per cent chose to "start a new business’. 
These included the likes of 34-year-old Christy Jones who en- 
tered HBS in 2002 with two technology start-ups already un- 
der her belt, and has, after graduating, 
launched Extend Fertility, a company 
developing medical options to prolong 
womens fertility. Indian B-school gradu- 
ates, in contrast, are 'bachchas' 

Bottomline: As the LEM experience 
shows, a single inspiring professor can 
inspire a rash of entrepreneurial fires. But 
to begin with, there must be that spark 
within. Course or no course, some man- 
age to ignite that passion and translate it 
into an entrepreneurial venture, despite 
the hurdles. 

You can endlessly weigh the pros and 
cons or, like Phil Knight — the Stanford 
MBA who fathered Nike — ‘Just Do It. BM 


Rashmi Bansal is an IIM-A graduate, 

former LEM student and founder-editor of 
youth magazine JAM. She can be reached at 
rashmi@jammag.com. 
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Free test prep CD-Rom with the Businessworld Mega B-School Guide. 








CVN. No. DOC (last 3 digits on the signature panel of Card) 
__. to: The Subscription Deptt., c/o Businessworld, Express Building, 9-10 Bahadur Shah Zafar Marg, 
New Delhi- 110002, Ph: 011-23702170, e-mail: businessworldsubscriptions@ 
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school doors are concerned, the Businessworld Mega B-school Guide works like a skeleton key. On stands Rs. 195. 


Businessworld 


Play the game | 


You can also order your Businessworld Mega B-School Guide by filling this form: 


Name: Mr/Ms Address: | 
City: State: Pin (essential): Tel: | 
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OME things are best learnt through experience — 
management student is the industry itself. The Mum- 


(NITIE) understands this well. 

Every NITIE graduate spends almost 25 per cent of 
the programme (about six months) getting hands-on experi- 
ence. It starts with the mandatory two-month-long sum- 





mer internship in the first year. This is similar to what all | 
B-schools do. However, it is the second year which gives NITIE | 


students the real edge. They are required to do a four-month 
long internship with a company at the end of their acad- 


emic year. The faculty makes sure that by then all the class- | 
room teaching is over. However, they continue to monitor | 
the progress of the students. Both a company guide as well | 


as a faculty guide is appointed to oversee the students. “This 


helps companies save on training time," says Tapan Bagchi, | 


director, NITIE. 

To say that the hands-on experience is limited to two 
formal events alone would be wrong. Every new recruit at 
NITIE learns this in the first week itself through the ‘Mandi’ 


initiative (See ‘Freshers In MBA Toyland’). Students are also | 
required to do weekend projects during the entire dura- | 
tion of their course. And this is where NITIE leverages its | 
alumni relations. Having been around for over 41 years now, | 
NITIE has a lot of ex-students spread across industry. The | 
alumni come back to the institute with real-life manag- | 
erial problems which then become weekend projects for | 


- STREET-SMART 
" EXPERIENCE 


not in the classroom. Perhaps the best laboratory fora | 


bai-based National Institute of Industrial Engineering | 
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FTEN, marketing lectures 

in B-schools resemble high- 
powered boardroom presenta- 
tions. But in NITIE's innovative 
marketing initiative, 'Mandi', 


TOYLAN D the students hit the streets of 
Mumbai selling toys. Yes, toys. 


All first-year students of the post-graduate diploma in in- 
dustrial management have to take part. 

The professors’ involvement is minimal. Students fix 
sales targets and then go out on the field. Everyone is 
given an inventory of toys totalling Rs 3,000 and they 
troop off in £roups to make sales pitches to shopkeepers, 
schools and customers. Students get a feel of the real is- 
sues in sales, be it pandering to shopkeepers' egos or get- 
ting insights into consumer behaviour. This year, the stu- 
dents collectively ran up sales of Rs 70,000, with all the 
proceeds going to Nav Nirmithi, a Mumbai-based NGO. 

Mandi will add two new phases later this year. As 
T. Prasad, the brains behind Mandi, says: "The three 
phases help students go from soldier to major and finally 
to general." Phase Two involves students setting up stalls 
in the city. The products are ambiguous in terms of value, 
and it is the student's prerogative to add value. In Phase 
Three, students act as CMDs. They're given a case study, 
which they solve — individually at first, and then in groups, 
using the experience gleaned from the first two phases. 

And what of the 103 students who had to go make 
the rounds of the city? Says Pavan Kumar, a second-year 
student: “The entrepreneurship lessons that Mandi has 
taught us are far better than any classroom experience.” 


FRESHERS 


IRSHAD DAFTARI 


students. For instance, a company might want to know why 
its distribution system is not working well. So the students 


_ try and identify the problem, then design and conduct a 


survey. There isn't much money involved in this, but it sure is a 


. big confidence booster. 


NITIE is aware ofthe needs ofthe industry, and its location 
in Mumbai is a big plus. Whatever is on the cutting edge of the 
technology industry finds its way into the syllabus — be it ERP 
e-business or the role of RFID in supply chain management. 

Not surprisingly, Bagchi is inundated by demands to open 
NITIE centres in other cities across India. But he would rather 


. double capacity in the current location than puta strain on re- 


sources by opening centres elsewhere. “We have more than a 
critical mass in one location in terms of faculty, and we are 
meeting industry demand well enough," he says. Capacity ex- 
pansion also depends on when the ministry agrees to fund it. 
And yes, one more thing, if you decide to apply to NITIE, 
make sure you have nerves of steel. Leopards are frequent vis- 


_ itors to this campus. In fact, two weeks before BW visited the 
campus, one was caught on the front lawn.... E: 
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ACULTY is the factor that defines 

the quality of a B-school. But 

good teachers are not easy to 

come by. And the reasons are not 

hard to find. "There is along 'ges- 

tation period' involved," says Debashish 

Chatterjee, HR professor, IIM Lucknow. 

"It takes longer for a person to establish 

himself as a good teacher than to get 
established in the industry." 

Also, teaching is not a very lucrative 


profession. So alot of people with Ph.Ds | 


join the industry instead of taking up 
teaching. "Moreover, the Ph.D pro- 


grammes in universities are almost | 


bankrupt. They train people in func- 
tional silos, whereas in B-schools you 
are required to do integrative thinking,” 
says Chatterjee. 

The Institute of Chartered Financial 
Analysts of India (ICFAI) has come up 
with a smart solution to address the 
problem of getting good faculty for its 
B-schools: its ICFAI Institute of Man- 
agement Teachers (IIMT), Hyderabad, 
trains people to fill up the faculty posi- 
tion in its B-schools. 

"We opened IIMT because of a 
shortage of faculty in our B-schools. We 
are a growing school — 16 centres 
already. And every year we can easily 
absorb 50 as faculty" points out 
Panduranga Rao, vice-chancellor of 
ICFAI University. 

The training at IIMT is for a duration 
of three vears. After the first two years of 
their training, a Ph.D qualifying exam is 


B-SCHOOLS 2004 
held. Students who qualify in the exam 
are sent to the US for a year as research 
and teaching assistants. The first batch 
of 20 students has already gone to the 
US. As of now, ICFAI has linked up with 
about 10 US universities. There, each 
student will teach one or two courses. 
Andon their return, the students have to 
do a dissertation based on their re- 
search experience in the US university 
they were attached to. Once the recruits 
get their Ph.Ds, they are required to 
serve at ICFAI B-schools for at least 
three years. 

"Right now this initiative is for ICFAI 
schools only. But in future if we produce 
more people with Ph.Ds than we re- 
quire, we might just extend this to other 
schools (outside ICFAI) too so that they 
can also deal with their faculty prob- 
lem," says Y.K. Bhushan, senior advisor, 
ICFAI Mumbai, whose school will soon 
benefit from this arrangement. 

ICFAI gives students full financial 
support despite the course being very 
expensive — it costs between 
Rs 18 lakh and Rs 20 lakh. The inspira- 
tion for this school came from the Inter- 
national Teachers Programme at Harv- 
ard and asimilar course at Stanford. The 
two colleges have since then discontin- 
ued it. The ICFAI model has been no- 
ticed by the US accrediting body AACSB, 
and it has suggested that other coun- 
tries could emulate it. * 
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"With Sify, my network is safe hands, 
allowing me to focus on my business 
priorities. A big relief in these times of 


increasing system threats" 


While there is an increasing need to have 
employees, business partners and customers 


interact and transact on a real-time basis the 


challenge is to ensure that only those 
authorised to access the network do SO 

Sify's IP network offers comprehensive 
security by deploying a combination of best- 
of-breed tools & processes, right from 
encapsulation to digital certificates. This 
ensures that your business is never 


compromised by unauthorised access 


THINK NETWORKS. THINK IP VPNs. THINK SIF 


IP VPN 


Extending your enterprise. With expertise 





IP-VPNs e Bandwidth Solutions ¢ VOIP e Applications 
- Customizable Intranet and Extranet Web 
Applications ¢ Mail/Messaging Solutions * Integrated 
Security Services e Datacenters * Digital Certificates 
* e-mail: esbmarketing@sifycorp.com 
* website: www.sifycorporate.com 
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The methodology and 
validation process by which 
we decided our top rankers 


HE Cosmode-BW B-school survey is one that cuts 
out subjective bias altogether. It is also the most 
comprehensive and rigorous (all data was validated 
and every school received a validation score) survey 
of B-schools in the country today. 
There are nearly a thousand B-schools — 984, to be pre- 
cise — in India. Of these, based on the survey criteria — 
number of years in operation, whether offering a full-time, 
two-year MBA or an equivalent course, whether the degrees 
or diplomas were recognised, etc., — only 384 were invited 
to take part. Finally, 214 volunteered to participate. 
Detailed questionnaires were sent to the schools. The 
parameters and weightages assigned to them were as fol- 
lows: Infrastructure (100); Faculty, Research and Consul- 
tancy, Management Development Programmes (250); Ad- 
mission and Delivery (250); Networking (100); Placement, 
Industry Interface and Validation (300). The schools were 
told well in advance that all data submitted would be cross- 
checked by validation teams. 
Each parameter was then broken down into sub-para- 
meters for better understanding of data. For example, infra- 
structure was divided into classrooms, library, computers 
and teaching aids, and hostel. Faculty, research and consul- 
tancy had sub-categories like full-time faculty, faculty publi- 
| cations, number of research papers produced, and non- 
_ postgraduate programmes offered. The placement data had 
_ sub-categories like number of international placements, 
_ number of students selected per recruiter, students being 
_ offered stipends and industry interface. Finally, 75 marks 
were assigned for the validation process— schools that sub- 
mitted all supporting documents got the highest scores, 
while marks were deducted for those who failed to do so. In 
the end, 130 schools sent in fully completed questionnaires. 
During the validation process, six schools withdrew. 
The quantitative validation was followed by a qualitative 
check in which the research team first interacted 
(3. with the directors/deans, then had meetings 
WA, with the admission and placement chairper- 
| F3 sons and students. This was followed by an 
B inspection of campus facilities including 
classrooms, hostels, cafeteria and library, 
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where the team saw available documents on governance, 
faculty evaluation, curriculum review, and so on. (See the 
chart indicating the percentage of valid data.) 

Among the schools which provided 100 per cent data 
were MDI, Gurgaon, XIM, Bhubaneswar, Goa Institute of 
Management, ICFAI Business School, Hyderabad, and Fore 
School of Management, Delhi. 

Validating data for the annual average salary was tough, 
since different firms and B-schools use different methods to 
calculate cost to company (CTC). Also, while some recruit- 
ment companies offered the same packages at different B- 
schools, others followed a two-tier system. To validate the 
data, offer letters were sourced both from B-schools as well 
as the recruiting firms. Finally, Cosmode worked out a com- 
mon criteria to calculate CTC. This included the gross pack- 
age that was offered while excluding calculations like gratu- 
ity, cost of training, house loans, cost of furniture, etc. — NI 


— "m TITATIVE CHECK 











Books, papers, 
working papers, case 
studies written by 
| core faculty 
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Faculty profile; 
research and 
consulting projects 
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Summer placement 
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'Excellence' is when you emerge superior 


when you are compared to others. 


But what if you are one of a kind? 


You are beyond comparison. 


MATSONIANS 
IN A LEAGUE OF THEIR OWN 


We are distinct because we wield a dream to 
transform the face of India. Companies incubated 
by our initiative at MATS School of Business & IT 
ensure that we emerge as the creators of 


















opportunities rather than seekers of 
opportunities. While our contemporaries look for 
jobs they deserve, we have created enterprises 
worthy of our potential. Our future is not just 
secure; it lies in the palm of our hands. We are 
empowered to carry the vision of nation building 
on our shoulders. We are edupreneurs who are 
translating our education into creating 
entrepreneurs of the future. We are 
MATSONIANS. 


Admissions 
open 
for 2005 batch 


MATS SCHOOL OF BUSINESS & IT 


Youngest B-School to be rated by Business India 
Rated as Category A and 12" ALL INDIA for Industry Interface in the 2003-04 Business Standard AIIMA B-School Survey 


Programs offered 
Master Of Business Administration (MBA) - International Business 
Master Of Information Technology (MIT) 


QMP/148/06/04 


For additional details and information please contact us at : 
MATS Tower 


319, 17" Cross, 25" Main, J.P. Nagar, 6" Phase, Bangalore - 560 078, India. 
Tel: 91 80 2653 2728 / 29 Fax: 91 80 2653 2730. E-mail: enquiry@mats.ac.in URL: www.mats.ac.in 





















F you belong to the 98 per cent of MBA aspirants who fail 


to make it to a Top 10 B-school, it's not the end of the : 


world. You have options, but you need to be careful and 

realistic in selecting a ‘next best B-school’. Although 

there is no foolproof formula that can be applied to 

weigh one institute against another, here are some 
guidelines that should help you reach a rational and well- 
informed decision. 


Placement Statistics 


Curriculum, infrastructure and faculty don't count if the 
placement scene on campus sucks. Look up the ‘placement’ 
and ‘validation’ scores provided in the Cosmode-BW rankings 
(See page 84). Additionally, check for these signs of placement 
health on individual B-school websites and through informal 
channels (seniors, friends, friends of friends... word of mouth 
rules here!): 
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B List ke peeche kya hai: Many institutes claim that X, Y and Z 
companies recruit their students. The important thing to ask 
is: do these companies come officially for campus placement? 
Students at lowly-ranked institutes often secure a summer or 
final placement at prestigious firms through their own efforts 
or contacts. The B-school claim may thus be technically cor- 
rect but of little use to you, as you wont get a fair chance to try 
for the same job. 


E Its not over till it's over: The best institutes rarely take more 
than 2-3 days to place their students. The good ones will at 
least specify a 'placement week or fortnight. If, months after 
the 2004 class has graduated, the institute cannot provide de- 
tailed placement statistics, you need to be aware that a job 
may come your way only through jugaad. 


lil Open sesame: Watch out for vague statements like ‘the fol- 
lowing companies have recruited our students in the past’, 
(Whyin the past, why not this year?) Institutes that lack proper 
placements usually beat around the bush on details like per- 
centage of students placed, average salary, and so on. 


@ The job profile: Even if a well-known company does offi- 
cially visit a less-known campus, you need to check on one im- 
portant fact — it might actually be offering a lower designa- 
tion/package than on a premier campus. So while an IIM 
graduate might join the organisation as'management trainee’, 
you might be offered ‘executive trainee’. That's not such a good 
thing after all! 





li Batch size: Even brand name B-schools find it hard to find 
great jobs for the tail end ofthe batch. Lower down, you can be 
sure the problem is worse. A batch size of 
150 or 200-plus is definitely not a good 
sign, although at an individual level you 
can try and balance that out — aim to bein 
the top 10 per cent of your class! 


ANTHONY LAWRENCE 


Residential Rules! 


An MBA is more than a course of study. It's 
often described as a ‘life-changing experi- 
ence with a good deal ofthat learning and 
growth taking place outside the class- 
room. A fully-residential programme is 
preferable to the day-scholar route, unless 
cost is an issue. The bonding in residential 


Failed to get 
into a Top 10 
B-school? 
Here's how to 
pick the best 
among the rest 
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the new world beckons! 

The world map has undergone a sea change this last decade. The trend continues and promises to be even 
more unfamiliar. The need to be geared up for tomorrow is more than ever before. 

To be qualified, well informed, with confidence of speech, possess special knowledge in areas that require 
skilled and proficient manpower is the crying need of today. The need to be a step ahead and a step faster and 
surer. To understand the dynamics of change and come out a winner. 

At Skyline Business School students are trained to equip themselves to take on the world and carve out their 
niche in tomorrow's world. a 


Skyline Alumni Placements & Summer Training: e ABN AMRO e Air Sahara» Air Tele Albertsons, USA E 


e Amadeus India e American Express e Apna Loan.com e Bax Global e British Airways - 
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i E e ebookers.com e Equus Advertising Limited « Galileo e GE Capital « Global Knowledge Portal (P) Ltd. 
BRE Gulf Air e HDFC e Hewitt Interglobe e Jet Airways « Lufthansa e Makemytrip.com e Maruti e Pepsi 
B s e Price Waterhouse Coopers e Royal Sundaram e Singapore Airlines e Sita World Travels (India) Ltd. 

j E _ Swiss Airlines e TATA Infomedia Ltd. e Thomas Cook e TATA AIG e William E. Conner 
E > e LG Electronics e ICICI e Thomas Cooke Daksh e Delphi Sify e Cox & Kings e HSBC. 

: j $ Several Skyline Alumni have gone abroad for further studies in the following university - e Kelley 
B i School of Business, Indiana University, USA e University of Akron, USA « Oklahoma City University, 

| | USA e Eastern Illinois University, USA e Cardiff Business School , UK e University of Sunderland , UK 

- t p e University of Cranefield, UK e York University, Canada e Monash University, Australia e University of 
E à Exeter, UK e University of Surrey, UK 

i 3 3 Recognised Indian Degrees. | Mass | 
4 ý z Specializations offered | K E ; 
ae | Communication 
E : e Marketing | Mute 

B B 3 rom Recognize 

Ej S s e Finance | MA/ BA Indian University _ 
BB e Human Resources 

E E ; s | 

; M e 

ga Tourism | Travel 

aa e Insurance | i CF 

7 j n e International Business | Tourism y 
i ) E e [nformation Systems  PG/Graduate Diploma S 


For ERNA & details please call /visit : 
Skyline Business School, Hau: Khas Enclave, New Delhi - 16. 
Tel./Mobile:2686 4848, 2686 6968, 2652 4399 | 9810005021 / 9810877385 


Skyline online: visit www.skylinecollege.com or E-mail:Info@skylinecollege.com SKYLINE BUSINESS SCHOOL 
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. mission and study for CAT side by side? 
cc Working: is advisable as long as the job leaves you with 


. and make your second CAT attempt, but keep in mind _ 


x reasonably: satisfied with what you have in hand! 





| If you' re taking it up. in the hope of immediate professional 
“enhancement | the short and cruel answer is no! | 


EN The ipsc and investment bankers whois are paid fency m. to recite e strategy mantras and. 
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7 : .some time for CAT | prep. You could. join another B-school | m ; 


: that chances of: success are slim. So make: sure you are | 


lam working Should a part àme/ditanceleaming ] : : 












fyas (' leaders): : The managers who spearhead mulühationat brands, profit centres and teams in the business. 


Tyas Sion) : The sales, systems and operations An i MBAs who actually oi the wheels of commerce. 


: B-schools who take up jobs in little-known companies their more fortunate brethren would n never touch! 


schools is much higher — giving you a networking advantage 
in the future. Besides, it’s definitely alot more fun! 


Cost Factor 


Look at the input (money spent) and output (job expected) 
when making a decision between two B-Schools. If there’s not 
much else which separates the two, how much you spend on 
your education could definitely be a deciding factor. 


Location 


B-Schools located in towns with hardly any industry are a no- 
no. Companies from other cities are unlikely to take the trou- 
ble of visiting a little-known campus. Also, you'll be handi- 
capped by distance if you try to look for a job on your own. 


Leadership 


If an institute boasts of a director who has earlier taught/ 
served as head of a top B-school, it's definitely a good sign. A 
well-connected and well-respected director can make all the 
difference when it comes to attracting good faculty and com- 
panies for placement. 


Beyond The Hype 


Awareness and ‘brand equity’ are two completely different 
things. An institutions reputation is silently and intangibly 
built over the years; weekly full-page ads do not necessarily 
make a good school. Many institutes that do not advertise (ex- 
cept for their admission notices) are definitely worth consid- 
ering over and above those that blow their trumpet loudly. 


Brand Extensions 


Some B-schools have branches in multiple locations. If you 
are attending such an institute, join in the city where the B- 
school was born. The ‘mother brand’ will generally have better 
placements, infrastructure et al than the rest. 

One last bit of advice: when the time comes to choose be- 
tween three or four schools which have offered you admis- 
sion, nothing can beat actually visiting these campuses to get 
the true picture. Spending a few thousands now is better than 
spending a few lakhs later on a B-school which fails to meet 
basic expectations. You wouldn't buy a car without a test drive, 
so why not take the same trouble while making a life-long in- 


vestment in an MBA? B 
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SKYLINE BUSINESS SCHOOL 
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14 Home "Fours we'd like to share. 


At Skyline Business School we develop students keeping the perfect 10 score in mind. Business management 
concepts are taught together with such other soft skills as listed below, so as to turn out that perfect executive 
needed by almost every organisation today. Executives who can communicate, organise, present, sell, create, 
initiate, be team players and who add to the organisation's bottom line; because Corporates need to survive 
with competition, new technology and recession in the new world. 


Given below is a performance appraisal of MBA 2" year student Shweta Madan after her Summer Training 
with LG Electronics. Appraisals such as this one underscores our commitment to our mission, “to provide 
our students with the best professional career prospects". 


- — -—— - — -> - o — — 





LG Electronics India 
20-A, Shivaji Marg Main, Near Police Station, Moti Nagar, New Delhi - 110 015 
Tel.: *91-11-25110587 / 88, Tel.: / Fax. : *91-11-25110588 





PERFORMANCE APPRAISAL Ww 
Student's Name : Shweta Madan - $ 
Institution : SKYLINE BUSINESS SCHOOL SN 
Course : M.B.A. (Marketing) 
Rating * 
l. Technical knowledge regarding the industry and the job he/she was involved Good 
2. Communications skills (a) Oral Excellent 
(b) Written Excellent 
(c) Listening skills Good 
3. Ability to work in a team Excellent 
4. Ability to take initiative Good 
5. Ability to develop a healthy long term relationship with clients Exellent 
6. Ability to relate theoretical learning to the practical training Good 
7. Creativity and ability to innovate with respect to work methods & procedures Excellent 
8. Ability to grasp new ideas and knowledge Excellent 
9. Presentations skills | Good 
10. Documentation skills Excellent 
11. Sense of Responsibility Good 
12. Acceptability (patience, pleasing manners, the ability to instil trust, etc.) Excellent 
13. His/her ability and willingness to put in hard work Good 
14. In what ways do you consider the student to be valuable to the organisation? 
Consider the student's value in terms of : (a) Qualification Good 
| (b) Skills and abilities Excellent 


—— 


(c) Activities/Roles performed 


Excellent "ev 








Skyline Alumni Placements & Summer Training: e ABN AMRO e Air Sahara e Air Tel e Albertsons, USA 
e Amadeus India e American Express e Apna Loan.com e Bax Global e British Airways e ebookers.com 
e Equus Advertising Limited « Galileo e GE Capital e Global Knowledge Portal (P) Ltd. e Gulf Air e HDFC 
e Hewitt e Interglobe « Jet Airways e Lufthansa e Makemytrip.com e Maruti e Pepsi e Price Waterhouse 
Coopers e Royal Sundaram e Singapore Airlines e Sita World Travels (India) Ltd. « Swiss Airlines e TATA 
Infomedia Ltd. e Thomas Cook e TATA AIG e William E. Conner e LG Electronics e ICICI e Thomas Cook 
Daksh e Delphi e Sify e Cox & Kings e HSBC. 


Several Skyline Alumni have gone abroad for further studies in the following Universities - e Kelley School 

of Business, Indiana University, USA e University of Akron, USA e Oklahoma City University, USA 
e Eastern Illinois University, USA e Cardiff Business School, UK e University of Sunderland, UK 
University of Cranefield, UK e York University, Canada « Monash University, Australia « University of 
Exeter, UK e University of Surrey, UK 


For prospectus & details please call /visit : 


cOI*dd 
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Mh KN 
Skyline Business School, Hauz Khas Enclave, New Delhi - 16. ' TNR WÑ 
Tel./Mobile:2686 4848, 2686 6968, 2652 4399 | 9810005021 / 9810877385 HN INS 


Skyline online: visit www.skylinecollege.com or E-mail:Info@skylinecollege.com SKYLINE BUSINESS SCHOOL 
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-— COSMODE and Businessworld invited the directors of the 
- — top 10 Indian management institutes for a teleconference 


. to discuss the issues facing B-schools. Dharni Sinha, chai- 

 . rman of Cosmode, moderated the session, assisted by M.P. 
Sinha, executive director of Global Human Resource Dev- 
elopment Centre, and BW’s Aarti Kothari. The directors 

. who took part were Bakul Dholakia (IIM-A), Prakash Apte 
(IIM-B), Pritam Singh (MDD), Shekhar Chaudhuri (IIM-C), 
Fr Casimir Raj (XLRI), Prabir Sengupta (IFT), Tapan 


p y Bagchi (NITIE), K. Prathap Reddy (IRMA), M.L. Shrikant 


(hon. dean, SPJIMR) and Fr E. Abraham (XIMB). Excerpts. 


"i za On What Makes Their B-schools Special 


K. Prathap Reddy: We are more of a management school than 
a B-school. At any point in time, 35 per cent of our curriculum 
is field-based research. Even admissions and recruitment are 
not based on market parameters. We expect our students to 
work in rural organisations, hence placement salaries offered 
are also different and this often hurts us in rankings. 


— Shekhar Chaudhuri: We want to be an international centre of 


. excellence. We want to translate into action our mission state- 
- mentofcreating innovative leaders who are ethical, and to ad- 
_ vance the theory and practice of management. 

- Tapan Bagchi: Our special point is the inputs we take, which 
are first-class engineering graduates only. We provide the best 
- blend possible between technology and management in all 
. our subjects. We also blend a lot of practice in our training, be 


-. itin supply chain management, technology management, 


- operations management or IT management. About a third of 
| our time is spent in industry 
— on actual projects. We are 
also pushing research and 
publications as the frontiers 
are moving fast. And as far as 
| possible, teachers should do 
|! itasrole models for students. 
| Prakash Apte: The distin- 
| guishing feature of our insti- 
, tuteisthe wide variety of exp- 
| ertise in the faculty, which 
| helps us service a vast spect- 
| rum ofthe social sector. Whi- 
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uo - Prabir Sengupta, IIFT 





mme services the corporate sector, we have a programme 
which services mid-career civil servants, and another that ser- 
vices software executives. There is also the doctoral progra- 
mme. Not to mention, our faculty works on projects in areas 
like mid-day meals and primary education. 

Fr E. Abraham: First, our very founding is unique — govern- 
ment coming together with a religious order to set up an insti- 
tute for management education. We are highly involved in the 
development sector. We want to create managers for corpo- 
rate, rural and the government sectors. Our Centre for Rural 
Development is involved in research in and outside Orissa. 

Fr Casimir Raj: We insist on ethics and social responsibility. 
We are known in India and Asia as the best institute in human 
resource management. 

Prabir Sengupta: We specialise in international business. We 
offer an MBA in international business and have compulsory 
courses like WTO & trade policy, international finance, inter- 
national market research and international business strategy. 


_ There is a lot of emphasis on WTO-related themes. We hold 
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| Bakul Deinde, IIM-A 
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SANJIT KUNDU 


THE BEST 
COMPARE 


10-12 management development programmes on WTO. 

Pritam Singh: We are a holistic school, which focuses on crea- 
tion, dissemination and application of knowledge. AICTE has 
recognised us as the Quality Improvement Programme Nodal 
Centre for Management Education in India. This is a school 
that believes in learning by doing, by experimenting, by trying. 
Bakul Dholakia: We have the strongest multi-disciplinary fac- 
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. Pritam Singh, MDI 


The directors of the top 


B-schools discuss 


the major issues with 
Dharni Sinha of Cosmode 


ulty in India. We are known for the research initiative we take 
and our content upgradation; in any given year, 35 per cent of 
the material is developed within the previous three years. 


How Indian B-schools Compare Vis-A-Vis Global Ones 


Apte: What we understand from our interaction with foreign 
B-schools is that we are in line with what is happening global- 
ly in terms of content, pedagogy and technology used in the 
classroom and elsewhere. Our faculty research output has im- 
proved over time. While its quality may not belike the research 
output at MIT and Stanford, we are getting there. 


Fr Abraham: In the US, there is a minimum standard that the | 


top 100 have. We dont have that. Probably only 20 Indian B- 
schools are comparable globally. In the area of faculty devel- 
opment, AICTE needs to take initiative to support good Ph.D 
programmes in the top 20-25 institutes in the country. 
Singh: First, it is very difficult to identify any good school be- 
yond the top 25. Second, there is a tremendous paucity of 
management teachers in the country. Third, a colleague of 
mine has done some work in the area of value addition of the 
top B-schools. Her analysis is that there isn't enough value 
addition in the area of emotional maturity, problem-solving, 
teamwork and continuing education. Sadly, we are grooming 
job seekers, not wealth creators. Finally, we don't compare 
well in terms of intellectual capital and knowledge creation. 
Dholakia: Indian B-schools, in the context of global schools, 
lag behind. The infrastructure is not world class. We need to 
focus on research and advancing the frontiers of knowledge. 

More than half of the other B-schools needn't be around. 
. Many dont even have five full-time faculty members. 


Bagchi: Indian B-schools need to understand their role in the | 


growth of the economy. We have no courses that teach stu- 
dents how the industry functions, and what is entrepreneur- 


ship. At NITIE, our biggest handicap is old infrastructure. We 


can't grow unless we do something about it. So the (HRD) 
ministry must do some thinking to understand who requires 


| the resources, and what use 
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_ Issues Of The Day 
| Dholakia: Curriculum cha- 
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| Prakash Apte, IIM-B 
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Fr Casimir Raj, XLRI 
they are putting them to. | | 


Are Indian Schools Attuned 
With The Burning Business 


nge is one of ourunique fea- 
tures. This year, we have 
introduced more than 10 
new courses. 

Singh: This year, in our B- 
school, people from the in- 
dustry and the MDI faculty 
jointly designed a course on human resource management. 
HR leaders like Santrupt Mishra and Satish Pradhan stayed 
with us, and brainstormed with the faculty. Further, it is a pol- 
icy of our institute that 20 per cent of the sessions in all our 
courses have to be taken by industry. 

Fr Abraham: One of our initiatives is a tie-up with Marico In- 
dustries, through which their executives stay with us and 
teach, while our faculty goes to Marico and writes live cases. 





Are They Geared Up To Produce Managers For Non-profit 
Organisations 


Bagchi: For five years, we have been conducting an initiative 
called ‘Mandi’, under which every NITIE graduate must sell 
products, made by an NGO called Navnirmithi, on the streets. 
Reddy: There is a higher demand for our graduates from 
NGOs. And they pay handsomely. There is a notion that they 
dont — some NGOs pay as much as the corporate sector. They 
are also willing to pay management development costs. We of- 
ferup to 30 one-month management development program- 
mes a year for NGOs in India and other developing countries. 
M.L.Shrikant: For summer training, our students do not go to 
corporates. They spend two months with NGOs looking into 
their problems and finding solutions. We also offer develop- 
ment programmes for NGOs. 

Chaudhuri: We believe the social sector needs a lot of man- 
agement inputs. There are two student initiatives in the social 
sector: One is the Initiative for Community Action, where 
about 80 projects are done by our students for organisations 
helping the poor. The second one is Parivar, which involves 
educating children in red-light areas. 5 


BUSINESSWORLD 59 6 SEPTEMBER 2004 


ü 
E 


Ts , 
k La 
` 

E 

I 





^ 


story NEU T 








SPANNING THE GLOBE, 
LOOKING AHEAD 





DINSH KRISHNAN 





teaching international business. Second, since acade- 
mic knowledge of this area is crucial today, it finds takers 


from the corporate world too. Finally, because of the need for | 
internationally-focused research, IIFT again enjoys a high de- | 


mand for its research output. 
Last year, the total number of CAT applications was 


125,000. Now, compare this to the number of applicants to | 





HERE are three features that the make Indian Institute of | 
Foreign Trade (IIFT) unique. First, it has a clear focus on | 





B-SCHOOLS 2004 





the IIFT entrance test in the same — a whopping 35,000. And 
this number has grown from 27,000 in the previous year 
and 15,000 before that. Says director Prabir Sengupta: "We 
teach international management, international business 
law and offer compulsory courses like WTO & trade policy, 
international finance, international economics, interna- 
tional market research, international business strategy." This 
year, IIFT has started offering an 18-month executive master 
in international business through VSAT across 15-18 centres 
in the country. 

The institute holds 10-12 management development pro- 
grammes in a year onWTO with participants from the central 
government, the corporate sector and MNCs. In 2002, the 
school started the Centre for WTO Studies. Among other 
things, its research output includes work on the international 
pharma sector for the IPA (Indian Pharmaceutical Associa- 
tion) and inputs on the agriculture sector for the Cancun 
round of WTO negotiations. 

An area of concern for the director is that management 
students in the country are not being made socially aware. 
Therefore, a ‘social attachment’ course has been designed for 
the batch passing out in 2005. This is essentially a course con- 
ducted over 15 days where groups of 10 students are attached 
to individual NGOs in Delhi to understand their problems and 
come up with solutions. What makes this unique from other 
social sector courses offered is that students are evaluated on 
the basis of their work. zi 
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' AVIER Institute of Man- 
agement, Bhubaneswar 
(XIMB) is a B-school to 
watch out for. It has offi- 

cially joined the top 10 club in 
this years Cosmode-BW rank- 
ing, a leap of five ranks from last 
year. Obviously, there is some- 
thing they are getting right. 
Forone, they are getting more 
aggressive. Expansion seems to 
be the buzzword on campus, but 
not of the physical infrastructure 
kind. The institute already has a 
satellite set-up on campus thro- 
ugh which it wants to extend ex- 
ecutive MBA programmes to 
other cities, and plans are on for 
an XIMB ‘network’ campus in 
Mumbai and Hyderabad. 
Another thrust area is research and consultancy. Within a 





SET TO GROW WITH - 
RURAL ROOTS 


Entering the up and coming XIMB 


month, director E. Abraham would have signed a Memoran- | 


dum of Understanding with the Confederation of 
Indian Industries (CII) to set up the CII-XIMB 


Centre will be to produce joint research and 


Centre of Excellence. The objective of this | 


| 
| 


policy papers on industry and 
the social sector, and to get more 
executive training and consul- 
tancy work from CII members. 
Finally, the institute is trying 
to position itself as one that ser- 
vices both the corporate and so- 
cial sectors. Apart from the gen- 
eral management programme, 
it also offers one in rural man- 
agement. Starting with a 100-vil- 
lage pilot project for the then 
BSES (now Reliance Energy) in 
the field ofrural electricity distri- 
bution in Orissa, today XIMB 
has over 4,000 villages under its 
belt. The model they developed 
— micro privatisation — has 
been acknowledged by the 
power ministry in the form ofa national policy on ‘franchising 
distribution at the feeder levels’. It has also been replicated 
across over 4,500 villages in Karnataka by the state govern- 
ment. In the corporate sector, XIMB has tied-up with Marico 
Industries. Faculty visit the company and write live cases, and 
students get a chance to work on current corporate issues. W 
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Learning for Leadership 


IBS Admission Test: December 19, 2004 
at 75 Test Centers 
For Prospectus (Rs. 100 by DD in favor of 


ICFAI University A/c IBS, payable at Hyderabad), please contact: 


CPAD, 45, Nagarjuna Hills, Punjagutta, 
Hyderabad - 500082. Tel : 040-23435328-30 
Fax:040-23435347/48. Email:cpadhq @icfai.org 





A. F B 
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The opportunity before business schools today is to create a new cadre 
of management professionals who can understand the new dynamics of 
global business environment within a framework of business ethics and 
corporate governance. It is with this view the ICFAI Business School, 
a constituent of the ICFAI University, offers the two year full-time 
MBA Program with different areas of specialization. Within a few years, 
IBS has grown to an impressive size and achieved wide-spread recognition 
from industry, academic circles and professional bodies. In recent surveys 
of B-Schools, IBS has been ranked among the top B-Schools in India. 
IBS alumni, numbering over 5500, are currently pursuing fast-track careers 
with over 750 blue-chip organizations in India and abroad. 


The MBA Program of IBS is designed to provide contemporary knowledge 
and skills, both functional and integrative, in the field of management 


with emphasis on leadership, entrepreneurship, ethics and governance 


ICFAI 


www.ibsindia.org 
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OES the current approach to MBA education need to | S.P Jain, XLRI and XIMB took part in the study. 
be completely turned on its head? Or will it do with | One ofthe areas covered in the yet-to-be-published study 
minor modifications? These are questions that the | is: does B-school education have an impact on the profiles of 
critics of modern management education are now | graduates or are they merely filtration points? The results are 
frequently asking. Globally, B-schools are increas- | not too encouraging. Students were assessed twice — first 
ingly coming in the line of fire. Some question the relevance of | when they joined in 2001 and then when they graduated in 
, management education while others have gone to the extent | 2003. They were assessed on two sets of parameters — emo- 
= ofsaying that B-schools don't offer any value-add (See ‘There’s___ tional attributes like emotional intelligence, ability to work in 
— — BeenADilution In The Quality Of The MBA on page 66). | ateam and develop interpersonal rapport; and personality 
The criticism has been mostly regarding B-schools' failure | factors such as ability to deal with ambiguity, tolerance (of di- 
. inenhancing students' soft skills — chiefly the emotional | versity) and flexibility. It was found that the schools failed to 
quotient (EQ). And one of the sharpest critics is Professor | deliver on the emotional intelligence front, while the impact 
Henry Mintzberg of McGill University, author of the contro- | was minimal in improving students' personality traits. And 
versial book Managers Not MBAs. He has gone to the extent of | surprisingly, in certain schools the scores reduced signifi- 
— sayingthat B-schools are "sidestepping fundamentals such as cantly on both these parameters after B-school exposure. 
-—. soft-skill development”. Most B-schools focus on analytical | Why is this happening? The main reason being that a B- 


5 schoolisseen asa place that can get you a 

x good job. “Most students think that be- 
aa FT N ing analytically sound is enough to 
3 HT LLS ception and are willing to do anything to 
E get the best job. They don't understand the 


be good in your career," says Bhan- 
pA new study points out that importance of having a well-rounded personality." Adds 















across schools. S]MSOM's Bhar- 
gava says even when schools offer 
electives on soft skills, students 
donttake them. They would rather 
take an elective that would in- 
crease their chances of landing a 
good job. 
As Mala Sinha, professor (organ- 
isational behaviour and HR), Faculty 
of Management Studies (FMS), points 
out: "Students have a short-term per- 









darkar. This phenomenon is seen 
, Bhargava: "Students think they already know everything 


E 


« B- schools are not doing | about soft skills, so why do they need to learn them? They 
7 | are wrong." 
A Enough on the EQ front | So are the students alone to blame? No, not exactly. Part of 


the blame rests with the industry too. “If the industry doesn't 
_ skills and don't equip students with emotional and personal- | focus on soft skills at the time of recruitment, why would stu- 

— ity attributes. "The MBA has to evolve to a different form. | dents take itanyway?" asks Sinha. "They'll be interested in soft 
There will soon be greater demand for initiative-takers. We | skills only if they add to the bottomline.” 





have to ready our students for that rather than rely on analyti- - But despite the lack of interest, some schools have taken 
cal skills alone," says Debashish Chatterjee, professor of | small but significant steps to develop these skills. MDI, for 
human resources, IIM-L. _ instance, has a personal growth laboratory which helps 


Taking a cue from these developments, in 2001, the All In- _ students understand their strengths. This is optional for the 
dia Council of Technical Education (AICTE)— sponsored a | general MBAs, but compulsory for HRD students. Similarly, at 
three-year study on B-school education in India. The Media | FMS, Sinha helps students in enhancing their 'spiritual 
Development Institute (MDI), Gurgaon, conducted the study | quotient, which she says is a sum of IQ and EQ. At IIFT, they 
in partnership with IIM Lucknow and IIM Bangalore. The | have begun a compulsory two-month course in yoga. But 

__ principal investigator was Asha Bhandarkar, area chairperson | these initiatives are the proverbial drop in the ocean. And 


(HR and organisation development), MDI. Pankaj Kumar of | most haven't had the desired impact as few students go for 


IIM-L, Shivganesh Bhargava (formerly with IIM- | them. So, perhaps, the only way to coax students to opt for 
‘KS thy VE L) of Shailesh J. Mehta School of Manage- | them is by making them ‘credit courses’. As Sinha says, 








ment (SJMSOM), ITT Mumbai, and Ravi Ku- | "Unlessstudents clear this, they shouldn't be eligible for place- 

mar of IIM-B also participated in the study. | ments,” she says. That's still along way off. E 
Seven hundred and ninety-one students | il uL 

from the top four IIMs, Jamnalal Bajaj, MDI, | NM 
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It is no longer correct to say that to be successful in International Business, you have to be ed 
successfully in the Domestic Market. Today, the reality i is that, you should be s globall yc ro: | 


RECRUITERS OF 2004 









Olam International, Singapore 
* Noble Grains Pte. Ltd., Singapore 
* Wilson Impex Pte. Ltd., Singapore 





e Godrej Industries Ltd. 
* Maruti Udyog Ltd. 

* Tata Motors Ltd. 
Eicher Goodearth Ltd. 
¢ Birla Management Corp. 
* Cargill India Pvt. Ltd. 
TVS Motor Co. Ltd. 
Pidilite Industries Ltd. 
ITC Limited 
e Ashok Leyland 

e Hindustan Lever Ltd. 

* Agro Tech Foods Ltd. 

Tata Administrative Service 
The Arvind Mills 
* Bharat Petroleum Corporation Ltd. 

































* Oil & Natural Gas Corporation Ltd. 





e Hindustan Petroleum Corpn. Ltd. 
e Dr. Reddy’s Lab. Ltd. 

Dabur Pharma 
Global Trust Bank Ltd. 
HDFC Bank Ltd. 
Indusind Bank Ltd. 
Wipro Ltd. 
e HCL Technologies Ltd. 
Infosys Technologies Ltd. 
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School of International Business 
DEEMED UNIVERSITY 4 





* Foreign Languages taught as compulsory subject in three trimesters 


ANNOUNCEME NT OF ADMISSION TO 
MBA (IB) 2005-07 


IIFT will continue the three decade old practice of conducting its own. 
admission test independent of the five tests that have been notified. The | 
Written Test for admission to MBA (IB) 2005-07 is scheduled to be held on - 


SUNDAY, 9^ JANUARY 2005 during 10.00 am — 12.00 noon at 18 different. 

cities of the country. Based on the marks of Written Testa. limited nu mber - r 
of candidates will be invited for second phase of selection process Gone i 
prising GD, Essay Writing and Interview. ; 


Candidates can submit application online by visiting IIFT's website at: 
www.iift.edu and clicking the ‘ADMISSIONS 2005” icon available on es 


| homepage wherein detailed guidelines are available. 


Last date for submission of filled in application form is 8" November wid i 


HIGHLIGHTS OF PROGRAMMES & PLACEMENTS - 


e First Business School in the country to start Post Graduate | 
Programmes in international business. | 

« More than 35,000 candidates applied for MBA (International | 
Business) 2004-06 for 120 seats. o 

e |n 2004, all students were placed on day one with average us of 
Rs 6.50 lakh. He 

e |IFT was rated as one of the TOP EIGHT B-SCHOOLS OF THE s 
COUNTRY (OUTLOOK, 15 September 2003). 





-—. 
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of MBA (IB). 
e |IFT has been given the status of DEEMED UNIVERSITY by uec. 


For more information, please contact: 


Shri L.D. Mago, Admissions Officer 
Indian Institute of Foreign Trade 
B-21 Qutab Institutional Area, 

New Delhi-110016 

Tel: 2685 7908, 2696 6563 

E-mail: IdmagoQ iift.ac.in 














ES NIRMA 


UNIVERSITY 


INSTITUTE OF MANAGEMENT 
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| P/ 3 Programme 


Applications are invited from candidates appearing for CAT 2004 


Requests for application should 


ccompany a Demand Draft for Address to: 
. 1000!- favouring Nirma Institute Deputy Registrar 
bf Management, Payable at Institute of Management, Nirma University 
Ahmedabad. The forms can also be Sarkhej-Gandhinagar Highway, Ahmedabad 382 481 
tained from the different centres of Phone: 02717-241900-04, E-mail: admissions@nim.ac.in 


S or Career Launcher 








VAIKUNTH MEHTA NATIONAL INSTITUTE OF CO-OPERATIVE MANAGEMENT 
UNIVERSITY ROAD, PUNE - 411 007. 


Tel.No. : 020-2553 7974-78 Fax No. : 91-020-25537726 Web-site : WWW.vamnicom.org 


POST GRADUATE DIPLOMA IN BUSINESS MANAGEMENT 


( recognised by AICTE and recognised as equivalent to MBA degree by Association of Indian Universities ) 
















e VAMNICOM of NCUI-NCCT, the National level THANKS TO OUR RECRUITERS 
Co-operative Management Institute, (PGDBM 2002-2004 BATCH) 
financed by Govt. of India, has acquired a 






; e AMUL (Gujarat Co-operative Milk Marketing 
reputation for quality and value based Federation Ltd.) 


management education and training over Ankur Seeds Pvt.Ltd. 
the last five decades. Bayer CropScience Ltd. 


BASIX 

BYST (Bharatiya Yuva Shakti Trust) 
Godrej Agrovet Ltd. 

India Com 

JK Seeds (J. K. Agri Genetics) 

Linterland Rural Initiatives 

Lupin Ltd. 

NAFED (National Agricultural Co-operative 
Marketing Federation of India Ltd.) 






e Conducts a two year full-time residential 
Post Graduate Diploma in Business 
Management in addition to 100 short term 
MDP programmes and a nine month Diploma 
in Co-operative Business Management 
programme. 


e PGDBM programme is offered with two 
specialisation steams, i) Agribusiness 
Management & ii) Banking and Insurance i i > 
Management. For enquiries related to * NCCF (National Co-operative Consumer's 
Entrance Test Examination for admission into hio z. psd d 
PGDBM 2005-2007 (13¢" batch), contact the ° Proagro Seed Co.Pvt.Ltd. 

Programme Director, PGDBM. e Way2Wealth Securities Pvt.Ltd. 













DIRECTOR 












Sri Sringeri Sharada 


Institute of Management | 
(A Unit of Sri Sringeri Sharada Peetham) F 


APPROVED BY ALL INDIA COUNCIL FOR TECHNICAL EDUCATION, GOVT. OF INDIA. 


Admission Notification for Batch 10th [. 
Post Graduate Diploma in Business Management 2005-2007 | 
PIONEERS IN INDIAN ETHOS Bo 


SriSIM has pioneered and operationalised Vivek Management as a new concept, in the practice and 
education of management based on Indian Ethos and Values. The Institute also aims to develop a band of - 
learning individuals, armed with strong conceptual foundation and intuitive insights, who are capable of 
successfully meeting the aGnal anges ofa Global BUSHES Economy. 


: CONTEMPORARY COURSEWARE oe a 
Offering concentration in the areas of Marketing, Finance, HRM and 




























SriSIM u— 


d Top 35 " : Information Technology, SriSIM courseware also adopts the following process 
: à orientation : = 
for recruiters © @ Morning meditation sessions for self development, resilience and |. 
j transformation. E 


pr ef erred B-Schools Er. Pedagogy based on group dynamics and learning experiences iid self 


CVM a3 Am managing teams (SMTs). 
20 0 3 ) . © Intensive integration of information technology and value or rientation inall | 
| Courses. | 
a 9 Development of entrepreneurial skills through active business projects. 
| | "€ Problem solving projects in consonance with Industry requirements, 
Excellen t | e State-of-the-art infrastructure and serene learning: environmen T 
10096 i; E HIGH PROFILE FACULTY : | ue 
| |. SriSIM offers high end workshops, executive development programmes. ai 
P lacemen t Recor d a consultancy to the corporate world in addition to its widely acclaimed PGDBM 
programme under the stewardship of Eminent Management Philosopher Dr. M. 
B. Athreya, Ph.D. (Harvard) and Renowned Management Consultant Dr. Sai 
ADMISSION PROCEDURE : All MAT Ramachandran. A team of well qualified, experienced and reputed faculty 
cleared candidates with Bachelor headed by Director, SriSIM, Dr. C. V. Ramanan, conducts the core academics. 
Degree in any discipline from a Their visionary guidance create the agenda of growth for SriSIM. Highly 
experienced quest faculty from corporate world also support the core faculty: m" 
EXCELLENT PLACEMENT | RP 












recognised university can procure 


application forms from the — SE 
In the year 2004, SHSIM has continued with its success in achieving 100% Final 
Institutes office in cash or on placements of student managers and a remarkable increase in the average 
sending DD of Rs. 800/- in favour of salary. 
Sri Sringeri Sharada Institute of  SriSIM Alumni are working across top business organisations including ABB, 
Management, payable at New Delhi. American Express, ABN Amro Bank, Anand Group, Brain Labs, British 
Airways, Citi Bank, D. S. Group, Eicher, GE Capital, Gillette, HDFC Bank, HLL, 
us Hewlett-Packard, Hyundai, IBM, ITC, LG, MTR Foods, NIIT, PEPSI, Punj 
examination of Bachelor Degree Can — tovd, philips, Ranbaxy, Samsung, Shalimar Group, Times of India, TCS, | ^. 
also apply. Thomas Cook, Vardhman, Videocon, Wizcraft, Wipro, Zee TV, amongothers. op ooo 





Candidates appeanng in the final 









Pontus Dr. Amarendra Kumar: Admission Condinatar- 


SRI SRINGERI SHARADA INSTITUTE OF MANAGEMENT | 
Shankara Vidya Kendra, Pashchimi Marg, Vasant Vihar, New Deihi-110057 | 
_Ph.: 2614 0589, 2614 0597 e Fax : 2614 1811 e (Monday Closed). Website : www. srisim.org e. E- mail x srisif 
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"THERE'S 
BEEN A 
DILUTION 
IN THE 
QUALITY OF 


THE MBA” 





























DO MBAs MAKE GOOD MANAGERS? THIS DEBATE HAS 
been rocking academic circles in the West for sometime 
now. In his controversial book Managers Not MBAs, 
McGill University professor Henry Mintzberg questioned 
the relevance of the MBA degree. Then, in 2002, Jeffrey 
Pfeffer, Thomas D. Dee II professor of Organizational 
Behavior at the Graduate School of Business at Stanford 
University, and Christina Fong, who was a graduate 
student then, raked up a fresh storm. In an article titled 
The End of Business Schools? Less Success than Meets the 
Eye, they said that an MBA won't necessarily impact 
students in the way they expect and US B-schools aren't 
doing a good job of preparing students for the real world 
of business. Pfeffer accused schools of selling their 
credentials for money. 

Prior to joining Stanford, Pfeffer taught at the 
University of Illinois and the University of California at 
Berkeley. He has also authored books like The Knowing- 
Doing Gap: How Smart Companies Turn Knowledge Into 
Action and The Human Equation: Building Profits By 
Putting People First. In an interview with BW's Neelima 
Mahajan Pfeffer describes what he thinks is wrong with 
B-schools and how things can be improved. Excerpts: 





E / seems that most non-US schools have used US schools as 
role models and benchmarked themselves against them. But 
this trend has come in for a lot of criticism. Why? 

l This is not a smart thing to do: just copying the US blindly 
without thinking about what works and what doesn't work, 
and what makes sense and what doesn't for their particular 
environment. Just as I think it is wrong for companies to 
blindly copy General Electric, I think it is wrong for schools 
around the world to blindly copy the US B-school model. 

US schools have got lots of problems. First of all... there are 
just too many. There is an oversupply of MBAs. Then with the 
growth of evening and executive MBA programmes, there has 
been a tendency among some schools to sell their credentials 
for money. So I charge you a very high tuition because I as- 
sume your company is going to pay and I let you come a few 
weekends and I give you a degree. There's been a dilution in 
the quality or what the degree really means. 

I think the third problem — and Mintzberg's new book 
dwells on this — is: are we teaching these folks the right things 
and the right ways? Once you get into a school, nobody ever 
gets thrown out for anything... cheating or for not doing well. 
So itis really not much ofan educational experience. Students 
are coming just to get credentials. 





B /s this a question of revenues also? 

li Itis a question of revenues indirectly. Everybody is afraid of 
rankings. So everyone wants to keep students happy. And the 
easiest way is not to make them work too hard or do anything 
too difficult. You'll be astounded to know how little students in 
even leading B-schools are doing with respect to their course- 
work. For them the B-school is a place to meet friends and net- 
work and build social contacts. The coursework is secondary. 
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INNER 


“US B-SCHOOLS EMULATE US BUSINESSES, WHICH TAKE 
VERY SHORT-TERM VIEWS. IT IS A TERRIBLE THING” 


E Js there too much emphasis on functional areas at the cost 
of an interdisciplinary approach? In short, is teamwork a 
problem at B-schools? 

Bi There is no interdisciplinary approach. What a colleague 
said the other day and which I think is right is that in most of 
the schools — Harvard probably being an exception — we 
give the students a set of content and they are supposed to do 
the integration. Integration is supposed to occur in their head 
rather than in the course. So there is no integrated course. 
They [students] get a set of subject matter and they should, 
hopefully, be smart enough to put it all together. 


E So this isa problem with the way the curriculum is 
designed, or the way the faculty addresses the issue? 

Bi All of it. It's along complicated problem. The people are 
hired not for their teaching, but for their research. Most 
schools don't emphasise that [teaching]. Building an inte- 
grated curriculum across people from multiple disciplines re- 
quires an enormous amount of time and effort. And if the stu- 
dents are interested in getting the credentials rather than that 
(the interdisciplinary curriculum], then why make everybody 
unhappy by spending your time and effort in doing some- 
thing that the students don't care about anyway? 


E So there is also a problem with the students... 
Bl Yes. If students demand it [properly integrated courses], 
they'll get it. 


E Js there a danger in being too customer focussed; are schools 
catering more to students’ demands than industry's? 

E It depends. Some schools are probably more focused on 
students. Schools that have a harder time than Stanford or 
Chicago or Northwestern [Kellogg] in placing their students 
spend more time worrying about what companies want and 
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custom-tailoring their programmes. 
But for the elite schools, I don't think 
we worry too much about what re- 
cruiters want. So there will be a lot of 
variation across the US. 


ll Do you think B-schools are taking 
a short-term view in their orientation 
by pandering to rankings? 

WE The rankings have certainly had a 
big influence and there is some re- 
search that demonstrates that. People 
are very concerned about the rank- 
ings, and so are the alumni and the 
deans. The rankings drive a lot of be- 
haviour and to some extent the US 
B-schools emulate US management, 
which also takes a very short-term 
view. I am not sure why we should be 
held to account any more than the 
companies that also have a very 
short-term view. They are mostly 
looking at stock prices on a daily basis. 
The industry is managing for a very 
shortterm — a quarter-to-quarter ba- 
sis — and B-schools are also managing for the short term. So 
are universities. Look at how Stanford University does its bud- 
geting. It is very, very short term. It is a terrible thing. 





— wo 


lll Are there any ways to redress this short-termism in schools? 
lll Probably not. I am not optimistic that things are going to 
change because even though there is this oversupply, the elite 
schools are still doing well. People still want to get the degree 
— one out of every four Masters degrees being given [is an 
MBA]. There is still an expansion in the market, probably an 
overexpansion. Until we hit a bigger crisis, I don't see much 
change. It is the same with companies. Very few that are doing 
well engage in fundamental rethinking or change. 


B What kind ofa crisis will this be? 
@ When enrolments fall dramatically there will be excess ca- 
pacity. Then people will worry about what they are doing. 


E How practical is B-school research? 

@ It varies. There has been research that's been very impor- 
tant, like research on financial markets. But for the most part, 
when you look at where ideas in business come from, they do 
not come out of the academia. We mostly follow and study 
what businesses do rather than lead it. So in terms of studies of 
research impact, it is not very big. Taken as an aggregate as 
data suggests, it has not had too much influence. 


E Most schools seem to be giving students the analytical tool- 
kit with little emphasis on soft skills. Should that change? 

W That's a complicated question as first of all, if students dont 
want it, can you give it to them? The second problem is 
whether soft skills can be taught in a classroom. Lookat the US 
military, which is probably the best organisation in the US for 
teaching leadership. They teach leadership by giving people 
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_ future? You had done some research on how 


* banking and consulting will no longer be big draws. 
. @ Itis hard to say exactly how this will play out. Many 
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leadership experience. That is hard to do inaclassroom. Mor- 
gan McCall has this book on developing leaders. He says the 
best way of developing leaders is to give people experiences 
which cause them to grow and test. The question is whether 
the classroom is the best place to teach such skills. 


E 5o how can this issue be tackled? 

W | think the economic model will not support what you 
would have to do. Business education needs to be more like 
medical education: higher clinical component, smaller 
classes, more of a mentorship model, more opportunity to 
learn by doing, get feedback, coaching,... But that is a very re- 
source-intensive model. In business you can't do that in a 
classroom of over a 100 students. 






“THE ELITE 
SCHOOLS — — 
HAVENO —— 
INCENTIVE 

TO INNOVATE 
AS THEY ARE 
AT THE TOP 
ANYWAY” 


E What is the job market going to be like in the 


traditional MBA strongholds like investment 


of the large consulting firms in the US have begun to 
cut the proportion of their intake from B-schools and 
get them from other sources such as law schools or 
industry instead. Both investment banking and con- 
sulting will take bright people from whatever under- 
graduate programme they can get them from, and 
train and develop them themselves. 

For the elite schools there will always be a good 


i job market because they are so selective and will have 


ép 


people who are so bright, motivated and accomplished that 
companies will always want to hire them. But for the less elite 
schools, at least in the US, getting an MBA doesn't do a thing 
for you. And the investment banking and consulting firms, by 
the way, did not recruit from the non-elite schools anyway. 


- B How do you evaluate the role of accrediting bodies like 
_ AACSB (Association to Advance Collegiate School of Business) 


in guiding schools? 


leaders. And MBA accreditation is mostly about inputs rather 
than outputs. There is very little measurement of the conse- 
quences of going to B-school. But what the AACSB worries 


. about is whether you are offering the required courses in the 


required subjects, have a certain percentage of Ph.Ds on your 
faculty, have certain library facilities... Now that's an interest- 
ing set of standards, but in many respects they are wrong. 
That's because you don't know what's happened as a conse- 
quence. I don't think many people in the B-school establish- 


- mentthinkthat the AACSB has a control on the industry. It has 


z provided a set of guidelines or minimum standards so that | 
— everyone can't open up a diploma mill. But beyond that... 
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B The elite schools have no incentive to inno- 
vate because they are at the top anyway. 
Everybody else wants to copy them. Every- 
body else says that I am going to look like an 
elite school by looking like them. You see this 
in the industry also. Everybody makes the 
same product. Every PC looks the same and 
has the same features. [But in courses] I think 
there's lots of innovation. If you were to look at 


_ the types of courses, you would see that over the last 5-10 
_ years, there has been a lot of change. Like entrepreneurship. 


B /f you were to start a B-school from scratch, what would it 
be like? 


| Œ I don't want to be a dean. But I would suggest that it should 


have many of the elements that Mintzberg has [in his IMPM 


| programme at McGill and six other universities spread across 


_ five countries]. The idea of having people who are relating 
@ The AACSB has been [made up of] more followers than | 
_ And certainly the extent that this makes students responsible 





their learning to their off-campus experiences is a good thing. 


for their own learning. I would make one change: I would not 
push this degree. We do ourselves a huge disservice by market- 
ing this degree as a way of getting good jobs. Once you do that, 
you are doomed. Look at people who go into journalism, his- 
tory, geography... They think about what intrinsically interests 


| them. It's not about what do I do to prepare me to make alot of 


money. 'Come here and get a good job and make pots of 
money — that's a bad way to market yourself. 

In terms of research, you need to hire wonderful people 
who are very smart and talented, but you will not permit them 


_ to do stuff that is self-indulgent. You will say to them that very 


They do have an outcome measurement project but it is not | 


done very much. To be brutally honest, I can't believe that they 
are going to use that to accredit B-schools. 


E The critics of MBAs say they are no better 
than ‘cookie cutters: Is this because MBA 
education is skewed towards functional 
expertise? Or is it due to a lack of innovation? 


ve 
© 
pes 


| 
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much as you have to do in medicine, law or engineering, you 
have a responsibility ultimately to the profession. So you need 
to do research that at least at some point or in some way is pro- 
fessionally relevant. (ie 


For the full text of the interview 








Log on to www. businessworldindia.com 









FOE FORE SCHOOL OF MANAGEMENT 


ANNOUNCES ADMISSION TO THE 14th BATCH OF THE 











TWO YEAR FULL TIME 


POST GRADUATE DIPLOMA IN 
BUSINESS MANAGEMENT (2005 - 2007) 


(Approved by AICTE & recognised by Association of 
Indian Universities as equivalent to MBA degree) 





ELIGIBILITY 


e Minimum of 3-Year Bachelors degree or 


equivalent in any discipline recognised by 
the Association of Indian Universities/ AICTE 
as eligible for Post Graduate Studies. 

e Candidates appearing for the final year 
degree examination in the year 2005 can also 
apply subject to furnishing the proof of 
graduation by October 1, 2005. 


ADMISSION PROCEDURE 


e All candidates are required to appear for the 
Common Admission Test (CAT) to be 
conducted by IIMs on November 21, 2004. 
For further details please refer to the CAT 
advertisement that has appeared in all 
leading newspapers on July 18, 2004. 
Maximum of 5% seats will be allotted to 
NRI/Foreign National/PIO candidates. 
However NRI's/Foreign National/PIO 
residing in India will have to appear in CAT. 
Foreign National/NRI/PIO candidates residing 
outside the country with a minimum GMAT 
score of 600 can also apply. 

Apply to FSM through a separate 
application form that will be available from 
FORE School of Management for Rs. 1050/- in 
cash or can be despatched through Speed 
Post/Courier/Regd. Post on payment of 
Rs. 1100/- by Demand Draft drawn in favour of 
FORE School of Management, payable at 
New Delhi or download the application from 
FORE website : www.fsm.ac.in 

Last date for submission of form is 
19th November, 2004 











The FORE Advantac e 


° Ranked consistently among | 
top business schools of India | 


° 100 % placement record 
since inception in top | 
organisations | 


° Continuous mentoring by | 
industry professionals 


* Students exchange 
Programme with 
leading Foreign Business 
Schools/ Universities 


* Strong academic-industry 
interface 


——— 
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Final selection will be based on performance 
in CAT/GMAT and subsequent Group 
Discussion & Personnel Interview. Interview 
centers-Delhi, Mumbai, Kolkatta, 
Bangalore and Hyderabad. The Institute 
reserves the right to cancel any interview centre. 
Hostel facility available for boys & girls. 

For admissions & further details contact : 
Chairperson, Admissions, 

FORE SCHOOL OF MANAGEMENT, 

B - 18, Qutab Institutional Area, 

New Delhi - 110 016. Tel. : (011) 26866216, 
26866305 Ext. 115, 26569996 (Direct) 

Fax : (011) 26964229 

email : admissions @fsm.ac.in 


CAT is used for shortlisting candidates who apply for admission to FSM. 
IIMs have no role either in the selection process or in the conduct of the Programme. 
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; of Management and. Research. 


. there was method to the mad- 


: 4 dom so that we could experiment 
enough,” says honourary dean 
— Manesh L. Shrikant. 
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GILE, chaotic and very, 
very flexible. That's the best 
way to describe the Mum- 
bai-based S.P Jain Institute 





Change is a part of life here, and 
can happen at any moment with- 
out warning. For instance, in 
1993, the school suddenly gave 
up its Bombay University affil- 
iation. Most people said that it 
was a dumb thing to do. But 


ness. "We needed complete free- 


DILEEP PRAKASH 


The gamble paid off. Today, 
S.P. Jain has become one of the 


most innovative institutes in the country. Take a look at sum- | 
. mer projects — S.P Jain has none. Now, don't panic. Instead of 


summer projects, which are the norm in the industry, S.P Jain 
has autumn projects. Why? In summer, companies are 


they deserve. Autumn projects ensure that students are higher 
up on the learning curve when they first interact with the in- 
dustry, because they have studied throughout the summer. If 


companies were to compare them with their counterparts | 


from other schools, they would rank higher because of the 





INDEPENDENCE AND 
INNOVATION 


Hitting the books at S.P. Jain 





_ flooded with trainees so they don't give them the attention _ 





added classroom time. And of 
course, they get more attention. 

Their innovation extends be- 
yond that. In 2003, S.P. Jain decided 
to go global. Within a short period of 
nine months their Dubai campus 
was up and running. And, it is the 
only institute from Asia to be chosen 
by the Aspen Institute to work out 
how MBA education should change 
for the social sector. 

Students are encouraged to take 
responsibility for their own learn- 
ing. "Management education is lec- 
ture-centric, but the onus of learn- 
ing should be on the student," says 
Shrikant. Different courses are 
linked to ensure enhanced student 
learning and responsibility. The 
MBA students, for instance, evaluate the venture ideas of stu- 
dents of the Family Managed Business programme. One 
learns how to build business plans while the other learns how 
to evaluate them from a VC's angle. 

S.F Jain students have to choose their specialisation when 
they join the institute and take electives and projects accor- 
dingly. In effect, 20 per cent of the course content is decided 
by the students. Talk about independence! La 








NM 





- OLD SCHOOL, 


NEW MBA TRICKS 


OOK at any typical IIM student. Six out of every 10 stu- 
dents will probably be engineers. Since most engineers 
try to become managers, shouldn't IITs offer manage- 
ment education? This thought occurred to the then di- 
rector of IIT- Mumbai, Biswajit Nag, in 1995. Soon the Shailesh 
J. Mehta School of Management (SIMSOM) was born. 

Being a department within an IIT, the school became 
known for technology management. But it was still lagging in 
general management. Yet, after bringing in case studies, SJM- 





SOM has built up new strengths. So much so that after IT and | 


systems, marketing has become the most sought after area of 
specialisation on campus. 
Research forms the backbone of SJMSOM. The Wadhwani 


Foundation has already included IIT-Mumbai in its National | 
Entrepreneurship Network, and is also working towards a big | 


research project exclusively for SIMSOM. “Since the school is 
part of an IIT, a lot of attention is paid to research 


grant of Rs 5 lakh per person for research. 


HEMANT MISHRA 











Taking a break at 1IT-Mumbai 


Though the core faculty is just 15, they already have about six 
books and 30 publications under their belt. 

But having a small core faculty can make it tough to run 
new courses or expand capacity. The executive MBA, which is 
being discontinued from next year, is one casualty. 

The school relies on a large pool of visiting faculty, includ- 
ing the likes of Narayana Murthy of Infosys, EC. Kohli of TCS, 
former IIM-A director Jahar Saha and former HLL chairman 


| Ashok Ganguly. Also, being a department within IIT- Mumbai, 
| itcan rely on faculty in other disciplines. 
IIT-Mumbai. The faculty is entitled to a seed | 





NM 
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XLRI Jamshedpur is one of India's oldest and premier Management Institutes, which has, for 
over the past 50 years, been shaping the minds and careers of several thousands of young 
men and women, transforming them into humane and world class professionals. | 


To join that unique tradition of excellence, in addition to the regular programmes like BM and 
PMIR, XLRI offers the following courses in the Academic year 2005-06: 
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For further details: mportant dates : | 
The Admissions Office, XLRI, CH Area (East), Issue of XAT Bulletin & XLRI Prospectus 


amshedpur — 831 001, India 


y 4. t 
Phone: 0657 222 5506 to 12 by select branches of SBI & XLRI | Sept. 01-Nov. 30, 2004. 
Fax: 0657 222 7814. Online Registration for XAT & XLRI - Sept 01- Dec. 07, 2004. 
For online registration logon to 
Www.xlri.edu, www.xiri.ac.in XAT 2005 : Jan09 , 2005 (Sunday) 
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TATA Mi J ORS * Keyless entry * Engine immobiliser * Power steering * Front and rear power windows * Roof mounted AC 


Available in the price range of Rs. 4.89 lakhs - Rs. 5.89 lakhs (Ex-showroom Delhi). Two engine options of 90 PS and 68 PS and in Bharat Stage |/II 
8 seater Victa GX Turbo. Accessories shown may not be part of standard equipment. For assistance call our toll-free number: 1600-225552 Visit us at 





Sometimes, all it takes to be a man 


is to be a woman. 


Shalini Vakil heads a successful financial services company. 


She rose, not on high heels 


But with feet firmly on the ground. 


With a clear realisation that there 
is no substitute for perseverance. 


She still thinks her biggest achievement 
is her two children. 
She still retains her Sumo. 


Does your vehicle reflect your down to earth self? 
If yes, chances are you drive a Tata Sumo. Or will 
soon join the 2,65,000 people that drive one. In a 
world of changing values, there are some that are 
timeless. Like the Sumo Victa. 

Unpretentious in its core appeal of spaciousness, 
reliability and ruggedness. Yet reassuringly moving 
with the times. The new look fascia wears the now 
familiar Tata grill and is signed off by sparkling clear 
head lamps and fog lamps. Non-fussy vertical tail 
lights with integrated fog lamps add a touch of 
character to the rear along with the chrome inlaid 


its class but now wears an all new cockpit interior. Its 
much appreciated seating comfort is further enhanced 
by an all new 60:40 split middle row and a third row 
front facing option. 

Leather wrapped steering wheel and improved switch 
gear add to improving that tactile feel. The smallest 


turning radius in its 
PRESENTING THE 


Victa 


class makes the 
power assist steering 
a delight to maneuver 
in tight corners or 


parking slots. Do test 


spare wheel cover. The cabin is still the quietest in drive one today. What you drive is who you are 


e New comfortable steering position ° Flexible seating cum luggage space * Quietest cabin * Smallest turning circle radius 


options. Sumo Victa comes with an 18-month, unlimited kms. warranty. Additional 18 months warranty option available. Model featured above is 
www.tatamotors.com. Regional Offices: Mumbai: 022-56561600 * Gurgaon: 0124-2805141/43 + Kolkata: 033-22262784 » Banglore: 080-56620500 
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Ahmedabad 
Bangalore 
Gurgaon 
Caicutta 
Jamshedpur 


Delhi - 


.. National Institute of Industrial 
Engineering, Mumbai f 


“Institute of Rural Management, 
Anand 

S. 
& Research, Mumbai 























“Bhubaneswar. 


Fore School of Management, 
Delhi —. 


ICFAL Business School, 


Shailesh J. Mehta School of 
Management, IIT Mumbai 


Dept of Management. Studies, 
IIT Delhi 


i University Business School, 
Chandigarh 


T.A. Pai Management Institute, 
Manipal | | | | 
Indian Institute of Forest 
Management, Bhopal. 


Goa Institute of Management, 
Goa . 




















Management, Delhi 


Nirma Institute of Management, 
Ahmedabad : 


IIT Kharagpur 


ICFAI Business School, 
Mumbai 


- Bharathidasan Institute of 





NR: Not ranked 











Indian Institute of Management 
Indian Institute of Management 
Management Development Institute, 
Indian Institute of Management 
Xavier Labour Relations Institute, 


Indian Institute of Foreign Trade, 


P Jain Institute of Management 


Xavier Institute of Management, 





Lal Bahadur Shastri Institute of 


Vinod Gupta School of Management, 
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178.14 


176.92 


136.99 


174.63 


170.52 


160.95 


175.66 


142.68 


154.82 


137.88 


146.41 


146.17 


166.60 


177.30 


176.46 


137.91 


140.18 


162.86 


136.60 


139.74 


146.11 


139.36 


126.52 


159.42 


138.57 
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56.21 


46.00 





65.38 
59.84 
55.31 
41.78 
54.88 
44.95 
54.88 
86.66 
26.94 
61.98 


78.25 
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, Placement 
(300) 


280.79 
269.77 
278.07 
274.27 
261.30 
260.10 
208.49 
240.24 
225.82 
236.04 
239.37 
226.29 
199.91 
196.67 
176.86 
222.07 
183.72 
215.54 
201.82 
211.08 
189.42 
211.86 
213.10 
190.92 


191.70 


















You see a list of 
the top 25 B-schools 
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: destinations for you 
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It happens to a lot of people who enter the IIMs. The person sitting next to 
them on the first day of class turns out to be the person they sat next to in a 
Career Launcher classroom. Beware. For Career Launcher students, life does ` 
tend to be ...a little predictable. 


Join Career Launcher. Where else? 


«Pegasus MBA Entrance Test Prep 
d 8-month program for pre-final year students » 8-12 month program for final-year 

students > 4-month crash program » Mock Test series + MBA Distance-Prep 

program » Personality Development Program 


www.careerlauncher.com 


Nationwide HM Starting Centres: Agra 2526 681 p 2624 888 Aligarh 2 2506 429 Allahabad 2624 846 / unritsar 3093 
2655 3211 Baroda 2351 447 Bhilai 2311 307 Bhopal 257 a eee ee 2545 423 Chandigarh 507 5613 Chennai 281: 


2657 583 Gorakhpur 2342 251 Gurgaon 508 1349 Guwahati 2660 901 Gwalior 501 2005 Haldwani 2558 90 Hyderabad 2 } 
3098 303 Jamshedpur 309 1449 Kanpur 2234 879 Kolkata 1 p 282 7071 Kurukshetra 292 581 Lucknow 309 2620 Ludhiana : 330 M | 


2206 3279 Nagpur 561 5792 Nashik 2341 689 New Delhi 2335 8914 Patna 2220 266 Pune 400 1810 Ranchi 2310 104 Rohtak 210. 
5533353 Trivandrum 2322 914 Varanasi 2222 915 Vijaywada 556 6864. 














Í a à iia "m" i 1 HERE 
; Faculty, research,» Admission & 


consultancy delivery, — | Networking 





Rank Rant infrastructur 


E 


OM 2008 pu PR i oL o LU oU m 











Studies, Delhi | 60.71 | 117.05 138.38 : 40.88 

K.J. Somaiya Institute of Mgmt | | | | | 
Studies & Research, Mumbai 46.61 ^ 119.04 | 15305 4938. 
Institute of Management Studies, 50.08 | 101.06 14846 60.14 | 
indore | | | 
Fortune Institute of international | : | 
Bu sin ess, Delhi | 55.99 | 94.49 | 152.42 45.64 

EMPI Business School, 2 | | | 


Dethi | 56.59 | 107.30 | 14596 Midi 





. Dept of Management Studies, | | : | : 
Hit Kanpur | 66.87 142.63 | 120.62 | 25.53 | 


Rai Business School, 
. Delhi. 


É Regional College of Management, 
Bhubaneswar 





65.08 | 129.22 135.20 37.81 





51.09 141.73 137.90 51.11 





HM HH test irm se td spen aa r Henri teas ROPA M dA e a tiec ote 





. Institute for Technology & | | 
Mana gement, Mumbai 66.93 | 117.58 139.58 45.78 | 
Jagan Institute of Management © : : | 
Stu dies, Delhi | 48.72 | 102.30 139.99 45.31 | 





Indian Institute of Social Welfare 
& Business Management, Kolkata 


Institute for Financial Management & 


50.26 44.50 





97.48 | 146.75 


i 





62.72 126.37 136.88 28.13 


Research, Chennai : 
Indian Institute of Modern | 


57.03 113.48 147.70 60.69 





Management, Pune 
Birla Institute of Technology, 





66.36 117.08 | 14141 27.55 
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Ranchi | 
SIES College of Management | | 
Stu di es, Mumbai | 40.06 | 89.81 | 166.39 | 38.05 | 
Alliance Business Academy, : | | | | 
Bangalore | 52.17 | 133.44 | 147.36 | 47.11 | 
Master School of Management, | : T i 
Meerut | 51.48 | 104.26 : 133.79 | 39.16 
Loyola Institute of Business | | | | 
Administration, Chennai 53.79 | 94.26 | 125.72 | 41.38 
Xavier Institute of Management & — | | | 
Entrepreneurship, Bangalore | 60.54 : 116.12 | 133.19 ! 24.74 
Gitam Institute of Foreign Trade, | | | | 
Visakhapatnam | 64.71 | 112.66 | 124.67 | 51.94 
Prestige Institute of Management & — ,,,. - 132.63 | 133.78 23463 
Research, Indore | iE = AE v] 
Jaipuria Institute of Management, =» =, 5g 93.98 13758 3399. 
Lucknow po va | d 2 


Xavier Vignana Jyothi Institute of | | | | | 
Management, Secunderabad : 3871 | 9155 143.32 47.43 | 
Graduate School of Business & 62.22 | 130.76 

Greater Noida | 










146.46 23.30 
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140.74 
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NR: Not ranked 
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NIILM Centre for Management : | | | F 











Placement 
(300) 


193.38 
179.45 
185.89 
196.22 
174.24 
187.11 
166.09 
150.99 
159,34 
191.02 
185.85 
169.79 
143.69 
170.16 
187.71 
140.46 
188.70 
197.35 
173.75 
153.70 
162.42 
186.64 
181.09 
138.75 


148.65 































Total 
score 
(1000) 





A global perspective of education, 


In the new global environment, 
business is volatile and the process 
of transformation is very short. The 

business practices and strategies are 
relevant for a very short period and 
evolution of new systems and 
synergies is the call of the day. 


FIIB offers business management 
courses that helps you understand 
the dynamics of new age business 

management that remain 
contemporary and relevant to provide 
you the distinct edge you always 
required, the knowledge you always 
desired and the success you always 
aspired. 


PG Diploma in Business Management with specialization in 
International Business. 

Designing of International and integrated curriculum with 
Industry participation. 


Built-in foreign language courses. 
Effective linkages with National and Global 
Corporates for placement. 


Rajive/FIIB/Aug-04 


FORTUNEINSTITUEEOHINTERNATIONABBUSINESS 
(Approved by AICTE, Ministry of HRD, Govt. of India) 


G-22, Shahi Road, Pushpanjali, Bijwasan, New Delhi-110061, 


Tel. : 011-28063013, 28062316, 55692446, 55692447, 55692448, 55692449 
Fax : 011-28062183 Website : www.fiibindia.com, E- mail : fiib@vsni.com 


| 
| 
Cross cultural environment. 
| 
| 
| 


Managing for the future 
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Rank Rank 
2004 2003 


B-School 
PSG Institute of Management, 
Coimbatore 


Rourkela Institute of Management 
Studies, Rourkela 


Institute of Public Enterprise, 
Hyderabad 


Institute of Management Studies, 
Ghaziabad 


“SDM Institute for Management 
Development, Mysore 


Rajagiri School of Management, 
Kochi 


Indian Institute of Health 


‘Management Research, Jaipur | 
New Delhi Institute of Management, - 
Delhi | 


Indian Institute of Rural E 
Management, Jaipur 
Department of Management 
Sciences, Pune University 
Amrita Institute of Management, 
Coimbatore mE 
Dhruva College of Management, 
‘Hyderabad eo | 
Integrated Academy of Management - 





and Technology, Ghaziabad | 
N.L. Dalmia Institute of Management | 


Studies and Research, Mumbai : 
School of Management Studies, | 
University of Hyderabad : 
BIS Institute of Management, 


“Ghaziabad - 008 ] 
Department of Business Management, - 
‘Osmania University, Hyderabad : 


Indian Institute of Business 
Management, Patna 

Wigan & Leigh College, 

Mumbai 

Apeejay School of Marketing, 
Delhi | 
institute of Finance and International - 
Management, Bangalore. 


National Institute of Management, __ 
Kolkata | p 


„Eastern Institute for Integrated. 
Learning and Management,Kolkata 
Christ College Institute of 
Management, Bangalore — 
Alagappa Institute of Management, 
Karakudi — — 











Infrastructure. 


{180} 


60.79 


56.86 


40.24 


57.14 


49.36 


48.71 


58.89 


49.65 


259.66 


40.61 


25.52 


36.37 


35.24 


36.06 


45.76 


43.13 


43.90 


48.49 


35.03 


91.54 


50.40 


61.30 


28.43 


59.94 


69.67 


(290) 


115.56 


102.08 


132.28 


101.26 


114.49 


122.81 


134.35 


93.87 


123.37 


72.59 


78.99 


86.26 


107.43 


79.93 


113.11 


125.31 


107.10 


105.41 


82.93 


84.80 


82.30 


78.23 


82.02 


77.57 


124.37 
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delivery 


127.70 


162.21 


125.54 


131.68 


141.44 


150.25 


129.35 


134.12 


133.02 


152.36 


115.69 


147.52 


120.42 


140.59 


132.29 


147.23 


153.64 


118.47 


139.20 


119.32 


143.30 


109.12 


136.89 


140.24 


106.32 


Faculty, research, Admission & = 
consultancy — : Network 


NE 











Bias 


37.00 
37.60 
41.10 
26.56 
35.23 
43.35 
24.69 
40.25 
25.85 
28.69 
48.31 
40.51 
33.55 
36.28 
29.06 
10.06 
33.75 
42.65 
61.64 
26.56 
24.31 
31.05 
39.03 


31.71 


ng 



















Placement 
(300) 


156.09 


134.63 


152.46 


174.29 


149.91 


124.51 


138.66 


166.34 


140.54 


185.03 


173.60 


160.76. 
173.41 
175.63 
146.98 
140.05 
123.43 
146.64 
141.03 
170.90 
151.44 
171.43 
163.25 
138.26 


116.83 




















athers.who run some of the most prestigious educational institutions 
(IMB, Bhubaneshwar, Loyola & LIBA, Chennai, 


Promoted by Jesuit Fath 
LRI, Jamshedpur, " 
Xaviers, Mumbai & Kolkata and St Joseph's, Bangalore. 

















B-SCHOOLS 2004 


———————— mes eternam 













ae pes > mS j I-] n : C itm Wr ^ odd 
o a as a B * m : P SU U 
RT qus j 
Ee aculty, research, Admission & Total 
Hank l infrastructure ae seh delivery | Networkin "E Placement Score 
2008000 B-School — (100) (250) (250) (100) (300) (1000) 
. Sri Sringeri Sharada Institute of 
Management, Delhi 42.99 71.59 127.47 40.11 159.86 
Department of Management Studies, 
Jammu 37.25 84.27 141.01 39.00 | 138.63 
Department of Business 
Management, Hissar 43.78 97.84 133.62 39.94 | 124.96 
School of Management Studies, 
Pondicherry 44.34 97.28 143.57 9.00 145.87 
Department of Business 
Administration, Guwahati 24.70 100.10 138.52 26.38 | 144.98 
Institute of Productivity & ! 5 
Management, Ghaziabad 54.94 63.32 134.13 34.00 . 144.97 
Gian Jyoti Institute of Management & ! 
Technology, Mohali 48.13 71.79 121.10 37.39 152.02 
Institute for Technology and 
M anagem ent, Chennai 41.01 80.28 122.67 46.81 132.88 
Indian Business Academy, * 
| Bangalore 51.41 62.68 139.62 31.45 138.48 
Indian Institute of Science ! 
and Management, Ranchi 37.74 70.12 115.98 30.70 . 167.50 
National Institute of Technology, | | 
Tiruchirapalli 49.17 86.97 125.23 | 24.94 | 126.30 
 Vaikunth Mehta National Institute of | 
: Coop. Manag em ent, Pun e 52.77 99.61 106.49 2.00 140.68 
Ambedkar Institute of Management. 
| Stu di e s, Vi sakh: ap atn am 28.18 §1.29 103.54 50.25 162.73 
Maharaja Agrasen Institute of 
Management & Te chn ol ogy, J agi adhri 33.24 79.66 144.74 31.25 104.51 
Eastern Institute of Management, ! 3 
“Kolk. ata 28.46 89.27 132.67 7.63 | 135.27 
St Joseph's College of Business ! 
a A di m i ni istration, Ban galo re 39.16 55.42 123.68 33.83 139.44 
Integral Institute of Advanced | 
Mana gement, Visakhapatnam 46.30 61.34 108.96 35.56 | 133.36 
Tilak Raj Chadha Institute of Mgmt 
& Technolo gy, Yamuna Na gar 44.14 66.21 134.31 32.00 96.62 
A.V. College of Arts & Science, 

A 28. . 46.91 18.23 | 116.60 
Hy deraba d 60 61.87 146.9 8 16 
KLS Institute of Management 
Education & Research, Belgaum 41.69 52.40 123.70 39.86 | 112.28 
Institute For Technology & 27 121 

9 Management, Bangalore 39.71 53.39 127.01 27.61 22 
United Institute of Management, 45.59 50.19 132.52 26.00 | 108.68 
Allahabad | l 
Mumbai Educational Trust's Institute 35.70 50.43 95.35 31.00 . 140.30 
of Management, Mumbai ; Iu 
Invertis Institute of Management 45.09 50.51 1317.77 5.00 13724 
Studies, Bareilly - | 

Institute of Management Studies, 34.58 54.37 107.61 27.16 121.58 


| Noida - 
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T bM 


ITM’ ites ree Mies they study, "v where they work, 
live where they learn. This total immersion defines the ITM MBA experience 


TA p 


PGDBA 2005-07 Admission Notice 


The Institute for Technology and Management 
invites applications to the 2 Year Full Time Post 
Graduate Diploma in Business Administration 
2005-07. 


PGDBA Campuses 


The Program is offered at ITM campuses in Navi 
Mumbai, Bangalore, Chennai and Warangal. All 
centers are fully residential with comfortable hostels 
for men and women (ITM Chennai offers limited 
hostels for women only) 


The ITM Experience 

Every year, 300 students successfully enroll in the 
ITM PGDBA program, to embark on a two year 
experience of learning and development, called the 
ITM Experience: 


CORE : academics 

Starting with Foundation Modules, the 1st year 
progressively builds up a strong academic base and 
conceptually sound fundamentals in the student. 
The 2nd year curriculum combines the best of 
practical and theoretical approaches, using Case 
Studies, Live Projects & Industry Interaction. A 
strong group of quantitative subjects rounds out the 
overall program. 


LEARNING : research and analysis 

In B-schools around the world, there is a strong 
emphasis on research & analysis. Each ITM 
campus boasts a large library, and access to 
proprietary online research archives such as 
EBSCO &the Harvard Business Review archive. 


TRANSFORMATION : Individual development 
ITM students are given courses in Self-Discovery, 
Personality Development, Yoga, Communication 
and Presentation skills, stress management, as 
well as spiritual and physical development. 


ENVIRONMENT : campuses & lifestyle 
With spacious classrooms, seminar halls, extensive 


libraries and reference/study areas, cafeterias, 
gardens and quiet zones-ITM campuses are well 
equipped to handle the needs of the students of 
our various programs. 


TECHNOLOGY : computing & communication 
ITM campuses are technology-rich, with a 
computer-to-student ratio of 1:1 or greater. A 
notebook PC is required for all students. All 
campuses feature in-class LANs, high-speed 
internet connections, and campus-wide Wi-fi 
networks. 


ITM RANKINGS 
# 23" best All-India, Outlook ‘03 
#15" for Industry Links, BW’03 
4 12" best Placements, BT 02 


#2™ best for Marketing, BT’99 


New learning initiatives in 2004: 
India’s 1" Live Securities Dealing Room for 
Financial Markets training 


India's 1" PeopleSoft HR Lab for eHRM training 


Center for Socio-Economic Research in Rural 
Marketing & Business 


REAL WORLD : interfacing with Industry 

At ITM, education rarely stays within the confines 
of the classroom. Dozens of seminars, panel 
discussions, corporate workshops and live- 
projects are conducted, in partnership with India's 
best companies and managers. 


LAUNCH PLATFORM : careers & placement 
Over 300 of India's best companies recruit from 
ITM every year. These companies represent the 
Leader in every industry including FMCG, 
Finance, Banking, Advertising, NGOs, R&D etc. In 
2003, ITM recorded 100% placement, with top 
offers reaching Rs. 14 lac/pa and median offers at 
Rs.3.5lacs/pa. 


ITM TRUST : scholarships and financial aid: 

A limited number of scholarships are available for 
exceptional students who are financially challenged. 
These range from a tuition fee waiver of 25% to 
100% and part time employment as research 
assistants, teaching assistants etc. 

Bank Finance: ITM is listed as an approved 
Institution at all major banks for Educational Loans. 


How to Apply for Admission 

Eligibility: Any Graduate with minimum 50% marks 
in a Bachelors Degree from any University 
recognized by AIU. Final Year students may also 
apply. 


Test Scores: All candidates must submit an 
entrance test score. ITM accepts the CAT, XAT & 
GMAT tests. 


Application procedure: Starting September 1st, 
2004, Application materials may be acquired at a 
cost of Rs. 1000/- from: 

@All ITM Campuses (visit www.itm.edu for 
addresses) 

eA! IMS Learning, T..M.E & Professional 
Tutorials Centers. 

@ By Post: Write to the Admissions Co-ordinator (at 
the address below) with a Demand Draft for 
Rs.1000 favouring "Institute for Technology and 
Management" payable at Mumbai, requesting 
Application Materials. 

eApply Online: Visit http://www.itm.edu and 
begin your application process online. 


Completed Applications (regardless of Campus 
choice) must be sent to ITM Navi Mumbai, at the 
address below. 


Im portant Dates and Deadlines: 

Application Kits available: Sept 1, 2004-Jan 30, 2005 
Application Deadline: January 31, 2005 

GD/PI Schedule: February 2005 


The IIM's have no role in the selection process. ITM uses CAT for candidate evaluation only. 


ITM Navi Mumbai 





ITM Bangalore 


ITM Chennai 


ITM Warangal 


INSTITUTE FOR TECHNOLOGY AND MANAGEMENT 
Plot 25/26, Sector 4, Institutional Area, Kharghar (East), Navi Mumbai - 410 210 


Tel.: 


022- 2758 0903 / 2758 0904 email : 


admissions@itm.edu 





Red Eye/ITM - PG05 





Shaping Leadership Through Values And Vision 





sax invoke an alchemy of great vision, strategy and character... 
They've got the power to inspire; and the power to inspire others to follow... 


„the Power you can get through NIILM Management Programs 


...10 lead the future of business. And to expand your abilities, So that one 
day soon, as a leader manager, you can rewrite the mechanism of achieving 
economic and corporate success. 


NIILM Center's smartly designed Management Programs offer you the state- 
of-the-art in business and management - an education that stays with you 
for life. And a perspective that helps you remain a leader throughout, even 
amidst constant churn. 


Its focus on creating global business leaders with values & vision has slotted 
NIILM Center for Management Studies among India’s top-ranking business 
schools in the last few years. 


Mer For Management Studies —— 








Get It Through A Program Designed 
To Develop You Into A Visionary Leader-Manager 


PGDB 





An MBA-Equivalent Degree as per AU 


it's it's Time-Tested. 


Now in its ninth year, the NIILM CMS PGDBM offering is among the 
country’s most innovative and industry-centric programs. It’s driven by a 
strong, globally-slanted, open-architecture curriculum and is recognized as 
equivalent to an MBA degree by the Association of Indian Universities. 


itExpands Your Limits... 


Apart from the standard features like dual concentration and case-led 
teaching, the program offers you the option of doing other exciting courses 
outside the curriculum, like Theater, Media, Music, Foreign Languages, OR 
those in other domains like telecom, Healthcare, Electronics, Infocom etc. 


it's Gota Career Rudder for You... 
The NIILM Career Guidance Directorate does comprehensive & active Career 


Planning for you and this approach has ensured quality placements 
(100%) for the last many years. | 


Our two-year full-time program is designed for those who have completed their graduation or its equivalent degree in any discipline 
recognized by the Association of Indian Universities or the AICT E as eligible for post graduate studies. Individuals appearing for their 
final year exams in 2004 can also apply. Those having the NRI status need not take CAT for admissions but shall have to furnish GMAT 
or GRE scores. APPLICATION PACKS CAN BE BOUGHT OVER THE COUNTER OR BY MAIL FROM SEPTEMBER 2004. 


(Two-year, Full-time, A.LC.T.E 





roved Program) 


There's A Seamless Industry Connect... 

NIILM’s structured Industry Outreach programs create real-time learning 
and industry-interface opportunities for you. All courses have action 
learning elements firmly embedded. 

You've Got Exciting Two Years Here... 

NIILM Center's ultramodern infrastructure makes living and learning on the 
campus comfortable and enjoyable. The Center stresses on all round 
development of a participant and therefore you find a whole range of 
activities, events and platforms to engage in and participate. And learn to 
lead. 


Welcome to NIILM Center for Management 
Studies. 











Take. 


Admission ‘onsideration</- 
NIILM PGDBM Program... 


NIILM :.......... 





Beginning life in early 1996, NIILM Center for Management Studies is now counted among India's top ranking business schools. It is known for its academic integrity, 
ethical governance and intellectual warmth on the one hand, and for its fine blend of cutting-edge curriculum, skilHbuilding pedagogy and uncompromising leamer-centnicity on the other. 


All NIILM programs leverage the knowledge infrastructure created by a rich faculty base, consulting experiences and state-of the art teaching-leaming resources of the institution built over a decode. 


B-11/66, M.C.LE, Mathura Road, Badarpur, New Delhi-110 044; Ph. : (Direct) 29891668/ 1529/1539/ 4513/4514; E-mail: admissions@niilm.com; Website : www.niilm.com 




















Faculty 
strength 
B-School Ea — (95) 
Management Development institute, 80.2 
Gurgaon 
Indian Institute of Management 75.2 
Ahmedabad l 
National Institute of Industrial 730 
Engineering, Mumbai i 
indian institute of Management 53.7 
Calcutta l 
Indian Institute of Management | 58.0 
Bangalore . | l 
Xavier Labour Relations Institute, ^ 513 
Jamshedpur | : ) 
Dept of Management Studies, ! YES 
HT Delhi — ! 2 
Shailesh J. Mehta School of ; Boa 
Management, IIT Mumbai | 
Indian Institute of Forest | zu 
Management, Bhopal | ' 
Fore School of Management, . 614 
Delhi | ' 
University Business School, = 878 
Chandigarh - | j 
Institute of Rural Management, ^ 713 
Anand o l 
Xavier Institute of Management, 55.2 
Bhubaneswar | | l 
S.P. Jain Institute of Management 53.0 
.& Research, Mumbai " 
Dept of Management Studies, | 704 
HT Kanpur 2 
Delhi . | 
Regional College of Management, ^ 282 
 Bhubaneswar l 
. ICFAI Business School, 48.1 
Hyderabad | 
Indian Institute of Health 67.1 
Management Research, Jaipur l 
T.A. Pai Management Institute, 51.4 
Manipal 
Alliance Business Academy, _ 50.5 
Bangalore | 
Prestige Institute of Management 2 BAe 
& Research, indore l 
Institute of Public Enterprise, — — gg 
Hyderabad o | | 
Graduate School of Business 66.5 
& Administration, Noida i 
Bharathidasan institute of 46.8 





Management, Tiruchirapalli 


publications 
(65) 


59.2 
47.1 
58.6 
57.5 
33.5 
48.3 
55.3 
35.3 
34.5 
59.0 
44.3 
35.8 
30.9 
19.8 
15.3 
40.8 
58.9 
40.5 
11.8 
34.9 
45.3 
53.9 
34.6 
22.8 


45.5 





: No. of Ph.Ds 
(19) 


0 


10 


10 
10 


10 








10 


10 


10 











Other (non- 


postgraduate) : Qualita 


at 
46.3 
45.0 
37.7 
46.5 
49.4 
42.6 
38.4 
44.9 
35.5 
25.5 
35.4 
26.6 
46.8 
51.9 
33.4 
33.1 
31.4 
30.7 
33.0 
26.7 


9.4 


29.1 









































tive 
evaluation* 
(25) 


21.25 
22.00 
21.00 
22.00 
22.00 
20.00 
15.00 
19.75 
18.75 
18.75 
15.00 
21.25 
20.25 
20.00 
18.50 
19.50 
13.25 
21.25 
12.50 
21.00 
18.25 
16.25 
15,25 
19509 


20.00 








S EROt RENN D 


#Faculty, research and consultancy. *Faculty association with industry through consultancy and in-company programmes, practising/visiting faculty, commitment to research and 
reading, faculty involvement in outside boards and committees, faculty involvement in administrative process, etc. 
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BIM - Future of Management 











Managing has become everchanging, 








dynamic and uncertain. We just don t 





react to the Industry needs. We 





foresee management trends and 








prepare our students to face future 


with con] fidence and ease. 


Bharathidasan Institute of 
Management offers futuristic 





management education. BIM lays 





great emphasis on inculcating 





fundamental humon values and 





character in every student 
Understanding the potential of the 
youth to change the world into a 





better place to live in, we groom them 
into responsible leaders. 


Being rated as one of the Best 
Management School in Asia, ranked 
8" in India by Asia Week (May 
5 2000) and graded as an A- (Level 
1) Business School by Business India 
(September 29,2003), C Fare 
Outlook Ranking 19 (September 15, 


2003) BIM enjoys yet another rare 


distinction as the only Business 
School in the Country selected by 
DRDO to train their Scientists in 
Technology Management. 








The MBA Two-year full time residential course with speciali izations 
Programme offered in Marketing, Finance, Operations, Systems and 
Human Resources Management. 
Unique An excellent core faculty supported by eminent visiting 
Features faculty from Corporate sector. a 
A Computer center with a 512 kbps + 64 kbps. dedicated 3 
line and Internet facility, accessible round- the-ci oc 
with connectivity to all hostel rooms. | 
Airconditioned Library equipped with more. iter. $ — 
databases and 1100 online journals including Harvard 
Business Review. 
Up-to-date curriculum in tune with latest Industry 
requirements, 
Placement 100% placements since inception in large National and 
ur Multinational companies. 
| Admission. Applicant io BIM will have to take XAT Test to be 
Requirement conducted by XLRI 
Eligibility Bachelor's or Post Graduate Degree or its equivalent in 
any discipline with a minimum of 50% marks. 
Final year Degree students may also apply, subject to 
completion of the degree requirements with minimum 
50% marks by July 2005. 
Number of Seats Largest AICTE - approved business school in Tamil 
Naduoffering 120 seats. 
Other information — Information. Bulletin and Application can be obtained 
from September 1, 2004. 
Registration Online Registration for BIM Applicants starts from 
September 1, 2004. 
Registration for XAT starts on September 1; 2004 
Test Date XAT Teston January 9, 2005. 


For further details please visit our website www bim edu 
Enquiries can be sent to our email: admissions@bim.edu. 


BHARATHIDASAN INSTITUTE OF MANAGEMENT — 


[School af Excellence of Bharathidasan University) 


PB. No.12, BHEL Campus, MHD Complex, Tiruchirapalli » EST 414. Junii Nadu. ‘india. 
Ph: 0431- 2520796, 2520502. Telefax : 0431 -2520733 








Computers and | Qualitative 

















| Aassroom Hostel «Library | teaching aids ; evaluation* 
B-School (20) (10) | (30) (30 (10) 
Indian Institute of Management | : 
Ahmedabad 20.0 i 10 25,25 30 8.8 D 


Indian Institute of Management 


ATARA 





Indian Institute of Management | 4699 
Calcuti 20.0 10 >: 18.43 28 8.8 p € 
Institute of Rural Management, | p "e 
Anand - 20.0 10 12.15 30 — 85 


Xavier Labour Relations Institute, 





















































Jamshedpur 200 10 © 14410 | 28 : 8.0 
Indian Institute of Foreign Trade, 19.0 10 1736 20 | 7; g 
Delhi B | 76 | l 
Shailesh J. Mehta School of | : | 
Management, IIT Mumbai — 20.0 10 © 606 30 j T9 
S.P. Jain Institute of Management | M | : 
& Research, Mumbai | 20.0 10 | 7.04 | 28 8.0 
National Institute of Industrial : ua | | 
Engineering, Mumbai PS a 10 . 10.88 | oo xw 8 
Management Development Institute, | | | | 
Gurgaon | 12.5 | 10 | 10.75 : 30 8.5 
Xavier Institute of Management, ! | : | | 
‘Bhubaneswar ^ 200 10 | 6.34 : 26 — 8.1 
Department of Management Studies, - | em d s 
HT Delhi 20.0 10 | 6.35 : 28 : 6.0 
T.A. Pai Management Institute, | | | 
Manipal l | 19.0 _ 10 . 10.16 fo : is 
University Business School, - MEE | ! : | 
Chandigarh 0 300 10 — 1397 (038 | 60 
Goa Institute of Management, ^ 185 10 7412 | 23 7.4 
Goa | mE ! DE l 
Indian Institute of Forest | A : | 
“Mana gement, Bhopal | 20.0 10 | 6.35 | i : 7.5 
;.;. Bharathidasan Institute of | | : 
Management, Tiruchirapalli — 99 EIUS TA e UNE 
-Nirma Institute of Management 
. Ahmedabad EC 20.0 10 4.83 23 : 3.7 
Lal Bahadur Shastri Institute | 
of Management, Delhi SEM dE SS a s 
99  'CFAI Business School, 19.0 0 637 20 . 85 | 
^ Hyderabad | | l 
.. ICFAI Business School, 18.5 7 235 | 17 7:0 L| 
^. Gurgaon l i | : D : 
_ Fore School of Management, 12.5 4 8697 20 75 
Vinod Gupta School of Management, 12 10 — ii 20 ^. 75 
IIT Kharagpur | | TAN Wc d. e : Nu TA 
Wellingkar Institute of Management — 5, 1 2686 | 19 7; 
Development & Research, Mumbai ` x: J | | ie 
ICFAI Business School, 10.0 0 148 | 15 76 
Mumbai | : | 





*Class Room: air-conditioned, multimedia, semi-circle gallery seating arrangement; Hostel: Intemet connectivity, clean toilets and bathrooms, hygiene of kitchen and dining area, 
first-aid facility; Library and computer lab: air-conditioned, library timings, library issue register, etc. 
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Win a chance to hear 
Mr. Strategy 


Amity Business School, as academic 
partner, brings to you a seminar by the 
Guru of Strategic Management 


September 15, 2004 ° Mumbai 


Amity Business School (ABS) is the only B. School in India to have helped invite over 
20 leading international gurus like Tom Peters, Robert Kaplan and Ricardo Semler to 
interact with the corporate world and students in India. Just one of the reasons why it 
is constantly ranked the no. 1 pvt. B. School in India. 


Now, ABS is helping bring to the corporate world Dr. Kenichi Ohmae, one of the top 
5 thinkers in the world as declared by The Economist. Dr. Ohmae was the Managing 
Partner of McKinsey, Japan and has authored over 140 books including the 
best-selling The Mind of the Strategist. 


In keeping with Amity's commitment towards the corporate world, academicians 
and students, we have reserved a few seats (each for Rs.30,000), for this seminar 
that will be a rare opportunity to rub shoulders with the who's who of the 
corporate world. 


THE NO.1 PVT. B-SCHOOL IN INDIA 









hune hee terae e SM rn ANS Wu mr ms Ie Ya ASIA LA Pe HH tetra i YY Rte A rem A 





B- School 





Gurgaon 


ICFAI Business School, 
Hyderabad 


Indian Institute of Management 
Bangalore 


ICFAI Business School, 
Mumbai — 


Indian Institute of Foreign Trade, 
Delhi — 


ICFAI Business School, 
Gurgaon - 


Xavier Institute. of Management, 
Bhubaneswar | 


S.P. Jain Institute of Management. 
& Reseai ch, Mumbai. 


University Business School, 




















Fore School of Management, 
Delhi | 









Wellingkar Institute of Management - 
Development & Research, Mumbai 





Indian: Institute of Modern 
Management, Pune 


Empi Business School, 
Delhi 


institute of Management Studies, 
Indore | 


T.A. Pai 
Manipal. 


National. Institute of Industrial 
Engineering, Mumbai 

indian Institute of Forest 

: ‘Management, Bhopal 

Lal Bahadur Shastri institute 
of Management, Delhi 


Vinod Gupta School of Management, 
IIT Kharagpur 


Gitam Institute of Foreign Trade, 
Visakhapatnam | 


Indian Institute of Management 
Ahmedabad 


Regional College of Management, 
Bhubaneswar 


Ambedkar Institute of Management 
Studies, Visakhapatnam 


KJ. Somaiya Institute of 
‘Management Studies, , Mumbai. 











Management Institute, - 








8 

























"Management Development Institute, 
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10 
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| exc na 











10 


10 


5 


10 


10 


10 


10 


10 


10 


10 


10 


10 


10 


pge: 


(10) | 




















Member of 
pody, IO is 0 
electives 
(40) 





40.00 


33.75 


40.00 


29.06 


30.63 


21.25 


19.38 


22.81 


24.38 


35.00 


19.38 


20.94 


19.69 


14.25 


25.94 


31.44 


22.81 


12.81 


19.38 


17.38 


15.94 


27.50 


15.81 


21.25 


17.38 

















8.5 


8.5 


8.8 


1.6 


7.8 


7.0 


8.1 


8.0 


6.0 


7.5 


1.6 


5.7 


1.0 


6.0 


4.2 


8.4 


8.4 


7.5 


9.9 


7.5 


6.0 


8.8 





*How often the B-school board meets, what kind of agenda — academic and financial, etc; observation of B-school CEO: his initiative and personal bearing, admin experience, 
ability to cooperate with faculty, academic credentiais, and role in governance of school; whether B-school has effective networking 

































Score 





















INSTITUTE | | G (NITIE)) invites applications for its two--] 
year Post Graduate Diploma in Industrial Management (PGDIM) and Post Graduate Diploma in Industrial 
Safety & Environmental Management (PGDISEM) programmes. Each of the two programmes offers à 
unique blend of Management and Technology. 


| program develops versatile managers through a holistic orientation in Marketing, 
Finance, HRM, Operations, Logistics, Supply Chain Management, Systems, and Technology 
Management. This programme is ranked among the top five business management programmes in the 
country by leading Business Magazines. 









he PGDISEM program me) aims at developing multifaceted management professionals in Operations. 
Management with special emphasis on Environmental and Safety Management. This cross-functional 
programme includes education in modern operational and general management methods and tools 


Both programmes are recognized by AICTE and are two-year full time and residential. PGDIM and. 
PGDISEM students learn sustainable practices of business management spanning operations, finance, 
economic and human resource angles and do an industry-based two-month summer project and a four- | 


month industry internship before their completion. 


record of NITIE is 10096 since inception. Its Management graduates are sought after by | 
leading multinational and Indian companies. 









zl COLI des First Class Engineering / Technology graduates in any branch with CAT: 
(Common Admission Test) qualification. SC/ ST candidates receive 5% concession on First class % marks. 
Admission is based on Group Discussion and Personal Interview with appropriate weightage to CAT score. 
Reservation for SC/ST and Handicapped candidates is as per Govt. rules. Candidates who are currently | 
their final year of Engineering / Technology degree can also apply, provided they expect to complete all their 
exams and other requirements for obtaining the qualifying degree before June 30, 2005. Shortlisted 
candidates will then be called for Group Discussions and Personal Interviews at NITIE, Mumbai. 


Fulfilment of minimum qualifications is not an automatic claim for Group Discussion and Interview, 


Rashirwa/lé 





Brochure & Application Form for PGDIM / PGDISEM may be obtained from the address shown below by enclosing a DEMAND DRAFT 
for Rs. 1000/- (Rs. 500/- in case of SC/ST candidates with attested certificate of caste), drawn in favour of ‘NITIE MUMBAI and payable at 
SBI, Vihar Lake, Mumbai — 400 087 with four self-addressed stickers (7.5cms X 3.5cms) to : ASSISTANT REGISTRAR (ACADEMIC), 
NITIE, Vihar Lake, P.O. NITIE, Mumbai- 400087. * Tel.(022)2857 3371 + Fax:(022)2857 2251 * e-mail: admissions@nitie.edu 











Ó——M t —— z idea (frown a ——— 











; Students . : Stude nis | i E T 

industry - | Offered | Foreign selected per: Avg. | Qualitative Validation - 
interface Alumni : stipend : placed so recruiter |: salary evaluation? scoret | — Score 
8- Schoo! . (80) (15) 10) -. " (0) (10) = (100) (80 . (5) = (300) 


- Indian Institute of Management | : | : 5 4960 
| Ahmedabad | 500 15 10 | 9.95 10.00 99.44 . 60.00 


Management Development | | : | | 255 | 
institute, Gurgaon | 5000 12 10 /| 0.00 10.00 | 95.57. . £5.00 


. Indian Institute of Management | jd | 
Calcutta : 50.0 15 10 4.13 10.00 98.74 : 60.00 


Indian Institute of Management _ l TTR 
Bangalore 50.0 15 10 | 3.54 6.80 | 98.04 ' 60.00 


Xavier Labour Relations | : | | 240 | 
Institute, Jamshedpur 35.0 15 10 — 0.00 7.34 100.00 : 70.00 


nocan institute of Foreign Trade, | 48.1 - 15 : 10 ` 0,00 10.00 ; 82.39 l 23.4 : 71.25 


Institute of Rura Management, | 500 12 10 0.00 10.00 5774 255 75,00 


Ae aD of Management, | 487 12 10 063 889 6920 225 67.50 


Xavier Institute of Management, ! | : | | | ve | 
Bhubaneswar 2514 15 10 000, 1000 7662 | 75.00 


ACFAI Business School, | : | : : 25.5 ! 
Hyi deraba d ! 41.4 15 6 0.00 10.00 © 53.39. . 75.00 


S.P. Jain Institute of Mgmt ogg e | TT RS. 
'& Research, Mumbai p eme. — geo CUL PUE SUDO ID : 999 


Mio nement Institute, — 575 ^ 15 10 000 1000 5932 252 7500 


x Institute | of Management, —— 35, 15 10 000° 1000 5124 222 7500 




































Bharathidasan Institute of | 280 15 10 0.00. 10.00 6607 240 60.00 
Management, Tiruchirapalli | : ] | 


ICFAL Business School, | 322 18. 10 000 563 5124 228 75,00 
Mumbai - | : | . : | | 
Nirma Institute. of Management, soo — is 10 082 487 4429 111 7500 
Ahmedabad - | | | | | : 
National institute of Industrial © coo ^ 15 10 341 395 7623 252 25.00 
Engineering, Mumbai 2 | : ! 


Lal Bahadur Shastri Institute = 39; 12 10 000 £669 4943 165 67.50 
of Management, Delhi | : | | 
Shailesh J. Mehta School of 500: 15. 10 362 325 67.34 23.7 27.00 
Management, IIT Mumbai i 3 | : 


Loyola Institute of Business 30.0 jë a ost used ee ses 
Administration, Chennai ' 


Tg or Managemen: Studies, 396 15 10 0.00 10.00 7909 180 25.00 


Fortune Institute of International - 363 15; 3 000 1000 42.84 20.1 2 69.00 
Business, Delhi : : : 3 | | 
NIILM Centre for Management | 43.7 15 O 0.00 4.83 j 4531 19.5 65.00 
Studies, Delhi - | : | 2 i Bee ee 
ICFAI Business School, | 34.6 145 6 000 10.00 3707 210 6800 
Gurgaon : ! | | : | 


Jagan Institute of Management ^ 346 i5 10 000 1000 3295 135 7500 
Studies, Delhi | | , i 


*Quality of placement system, particularly if the school brings recruiters for pre-placement talk, or campus placement, or it connects students to companies wanting to recruit 
graduates; quality of documentation of placement offers, copy of appointment letters, process of calculating CTC beyond letter of offer. **See page 52 
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MYSORE PGDBM 2005-07 








Two-year Residential 


Post Graduate Diploma in Business Management 
Approved by AICTE, New Delhi (Admission through CAT 2004) 


INSTITUTE 


m Chairman Dr. D. Veerendra Heggade, Dharmadhikari, Dharmasthala 
B! Nationally acclaimed B School, set in a high-tech, 20 acre 

state of the art residential campus with single rooms for students 
@ Top class infrastructure - outstanding faculty 


B Batch Size - 120 students 


Gl eee eae 


B At least a three-year Bachelor's degree or equivalent in any 
discipline recognized by the AIU / AICTE with minimum 50% 
aggregate marks in degree examination 

WI Final year students can also apply provided they complete their 
degree final exam before 31st May 2005 


Goss Ll ee ea 


m Based on CAT 2004* B Group discussion 
m Academic record B Personal interview 











100 percent placements Rated as one among the best 
2004 placements had 46 business schools in India by 
blue chip companies business magazines like 
making 93 offers for a Business India, Business 
batch of 61 students. Today and Outlook. 





E *SDM-IMD uses Common Admission Test (CAT), conducted by IIMs, for short-listing 
candidates for its two-year residential post graduate program in management. IIMs 
have no role either in the selection process or in the conduct of the program 





APPLICATIONS 
B Application forms can be obtained from SDM-IMD, Mysore on 
payment of Rs.900/-in person or by post (DD drawn in favour of Issue of Forms 
SDM-IMD, payable at Mysore). The forms are also available at the ist August 2004 to 
following institutions : 30th November 2004 
è 
IMS Learning Centres SDM College of Engineering and Technology, Dharwad Submission of 


» 
Career Forum Centres e SDM College of Business Management, Mangalore Filled-in Forms 
T..M.E. Centres e SDM Arts, Commerce & Science College, Ujire 1st December 2004 
Professional Tutorial Centres @ SDM College of Ayurveda, Hassan E] 


(For complete details visit our website) GD & Interview 
January - February 2005 





You could also download the application from our website 


For more details contact : Admissions co-ordinator 


SDM INSTITUTE FOR MANAGEMENT DEVELOPMENT 


Site No.1, Chamundi Hill Main Road, Siddarthanagar Post, Mysore - 570 011 


Ph : 0821- 2429722, 2420490, 2429161, Admissions : 2420491, Fax: 2425557 
e-mail: admission@sdmimd.net Website: www.sdmimd.net 
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Faculty Publications o: the Top-15 B-Schools 

































Afi i | | Seminam/ — | i 
ndia’ i | Research | Conferences 


d i 





HANK . B-School | Papers reports. | Working papers | Cases 





Indian Institute of Management Ahmedabad 


Indian Institute of Management Bangalore | a n 
Management Development Institute, Gurgaon | 22 | 18 


Indian Institute of Management Calcutta | ig. 
Xavier Labour Relations Institute, Jamshedpur | 5 











‘Indian Institute of Foreign Trade, Delhi EE E 18 
National Institute of Industrial Engineering, Mumbai - 2 2 
Institute of Rural Management, Anand 7 18 





SP. Jain Institute of Management & Research, Mumbai 
Xavier Institute of Management, Bhubaneshwar 

Fore School of Management, Delhi 

ICFAI Business School, Hyderabad* - 








Q2 
NO 











| | J. Mehta School of Management, HT Mumbai 3 | 19 
Dept of Management Studies, IIT Delhi 7 0| 14 





H 


University Business School, Chandigarh 


T 











* The faculty of ICFAI Y School, Bolerabd. has produced 171 dám Mache and | 422 papers — pira review articles in its house magazines =- and written era 
cases, some of which appear in the European Case collection used widely by MBA students 


mE rrome Of The Top-15 B-Schools 











Facul ty 
members 
with PhDs 












Teaching 
. iead 
dHrs/weekg 






—— 


Full- üme Gues 


4 Faculty members with 
i : facul ty speakers : faculty 


industry experience - 


ete nee one een anres 


Oto 5 yrs | 5 to 10 yrs 10 to 





ae 
gs 
ot 
l3 
S 












—€— 











Indian Institute of Management Ahmedabad : 5. 5 
“Indian Institute of Management Bangalore 68 13| 3 
Management Development Institute, Gurgaon 58 20 6 
Indian Institute of Management Calcutta : 70 — ~ 49 4 
Xavier Labour Relations Institute, Jamshedpur | 43 : 32 | 27 6 
indian Institute of Foreign Trade, Delhi | 50 169 19 6 
National istituto of industrial Engineering, ^ 85 | m " 
Institute of Rural Management, Anand | 45 | 32 23 6 


S.P. Jain Institute of Management & | 29 46 A4 
Research, Mumbai | | | 


Xavier Institute of Management, | 
Bhubaneswar | 32 | 36 | 25 


Fore School of Management, Delhi | 34| 215 | 50| 
ICFAI Business School, Hyderabad - | 185 


Shailesh J. Mehta School of Management, 
IIT Mumbai 


Dept of Management Studies, IIT Delhi 
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There are no shortcuts to success. 
Therefore, we believe in 
beginning early to plan and guide 
your career path. Our proactive 
career planning & placement cell pays 
individual attention you to determine 
your career aspirations, so that you 
acquire the necessary skills and 
vision to excel in your dream jobs. 


RU Campuses 


Pathankot —————— e 
A Dehradun 
Gurgaon Delhi & Dwarka 
Behror. — n 
O TE Meadows 
ko —————— ao 


wit 
— — e 
Bhopal == 


e Lucknow 


« 


RAI PUR 4 
7 4 Kolkata 





Rai Business School 





Now in India at 
Rai Business School, 
Rai U niversity 


* Finance 

e Marketing Management 
* International Business 

* Human Resources Mgmt. 
* Information Technology 


* Well structured placement 
cell with effective industry 
interface 





* Interactive learning 
environment and industry 
visits, workshops, seminars, 
guest lectures etc. 


Residential Facility for Rai University 
Students. 
24 x 7 Learning Resource Centre (Library 
& Computer Lab). 
Separate AC/Non AC Single / Double / 
Triple Occupancy for Boys & Girls. 
¢ Advanced multimedia senate Complete University Learning 

rooms Environment. 
Facilities Include Cafeteria, Mess, Cyber 
Café, Gym, Indoor & Outdoor, Sports, 
Recreation & Tuck Shop. 
Fully - Residential Study Campus 
Option for MBA Students. 


* Global careers 





* 7 star campus modeled on 
international lines 





Mumbai 3 
Ouo U e— Visakhapatnam 
Goa —e -——— - Hyderabad 
: f 
Bangalore emm $ 
— Chennai ^ 
Kochi | www.raiuniversity.edu : 
f Tol Free: 1600 11 2222 
Rated A Top 10 Universities’ 
Mae RA PEE c ol Pune : (020) 31060823, 31023716 Pathankot : 09814477474 
aaa Rai University Kolkata: (033) 31065314 Gurgaon : (011)32740964 —— , 
i FAN etn Dwarka : (011) 33469978 Kochi (0484) 3121180-84 $ 
Delhi Campus: Bangalore (080) 31887338 / 706 Dehradun (0135) 3106027 E 
A-41, MCIE, Mathura Road, New Delhi - 110044 Lucknow (0522) 3113463/64 Mumbai (022)27573166-69 5 
Mobile : 011-33467816, 32740925, 36781452 Noida : (011) 33452599, 33193895 Bhopal (0755) 3133192-94 5 
Meadows (011) 33467725 Hyderabad : (040) 31071659 / 1654 Raipur (0771) 3105210-15 7 


Rank 








Xavier Labour Relations institute, Jamshedpur 
Xavier Institute of Management, Bhubaneswar 
indian Institute of Forest Management, Bhopal 


Vined Gupta School of Management, 
HiT Kharagpur 


institute of Management Studies, Indore 
Regional College of Management, Bhubaneswar 


Indian Institute of Social Welfare & Business 
Management, Kolkata 


Birla Institute of Technology, Ranchi 


Prestige institute of Management & Research, 
indore 


Rourkela Institute of Management Studies, 
Rourkela 


Indian Institute of Business Management, Patna 
National Institute of Management, Kolkata 


Eastern institute for Integerated Learning & 
Management, Kolkata 


Department of Business Administration, Guwahati 


North . e-schoo 
Management Development Institute, Gurgaon 
indian Institute of Foreign Trade, Delhi 
Fore School of Management, Delhi 
Dept of Management Studies, IIT Delhi 
University Business School, Chandigarh 


Lal Bahadur Shastri Institute of Management, 
Delhi 


ICFAI Business School, Gurgaon 
NIILM Centre for Management Studies, Delhi 


Fortune institute of international Business, 
Dethi 


M 


Dept of Management Studies, IIT Kanpur 
Rai Business School, Delhi 


Jagan Institute of Management Studies, 
Delhi 


Master School of Management, Meerut 
Jaipuria Institute of Management, Lucknow 


BUSINES 















B-SCHOOLS 2004 


arsenate tie tmn matta m innert mine te m ha A Sa e Re Me ie RA A PI PGI NI I eS Nn s RN ben WW Vim Ut rm rtm ma Remum traria rm em imma 










All india 
West = B.School rank 


Indian Institute of Management Ahmedabad 


National institute of Industrial Engineering, 
Mumbai 


Institute of Rural Management, Anand 


S.P. Jain Institute of Management & Research, 
Mumbai 


Shailesh J. Mehta School of Management, 
IIT Mumbai 


Goa Institute of Management, Goa - 
Nirma Institute of Management, Ahmedabad 
ICFAI Business School, Mumbai 


Wellingkar institute of Management 
Development & Research, Mumbai 


K.J. Somaiya institute of Management Studies 
& Research, Mumbai 





indian Institute of Modern Management, 
Pune 


SIES College of Management Studies, Mumbai. 


Department of Management Sciences, | 
Pune University - . a 
N.L. Dalmia Institute of Management Studies | 
& Research, Mumbai E i ! 








All india 
rank 


pru South . «5 


Indian Institute of Management Bangalore 
ICFAI Business School, Hyderabad 


Rank 


T.A. Pai Management Institute, Manipal 


Bharathidasan Institute of Management, 
Tiruchirappalli 


Institute for Financial Management & 
Research, Chennai 


Alliance Business Academy, Bangalore 


Loyola Institute of Business Administration, 
Chennai 


Xavier Institute of Management & 
Entrepreneurship, Bangalore 


Gitam Institute of Foreign Trade, Visakhapatnam 


Xavier Vignana Jyothi Institute of Management, 
Secunderabad | 


MATS School of Business, Bangalore 
PSG institute of Management, Coimbatore 
Institute of Public Enterpise, Hyderabad 


SDM Institute for Management Development, 
Mysore 


Rajagiri School of Management, Kochi 
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m nm 


ANNOUNCES ADMISSION TO 


. Two Year Full-time Postgraduate Diploma in Management (PGDM) 4d 


One Year Full-time Postgraduate Programme 
in Advanced Figence (PGPF T 


Desa An Uti A Deseo Nen e eet ttt a ANA HH E COD PASSAU ENIM Hp SD erba URE NE DA tnn tn Apo y ote Ri MEN REE PERN IO AAA 





pies institute. is well k 
‘Financial $ Studies at | 






GRAMME HIGHLIGHTS: ` PROGRAMME HIGHLIGHTS: 
-year full-time course work e 4terms(12 months) full-time cou $ 








Includes process based courses such as SCM, CRM, ERP, 
BPR, etc. 
« Develops general management skilis through. an integrated 


_» Information Technology (IT) integrated pedagogy » Hands-on approach to learning wit! . 






simulated trading. 
Tools and techniques relevant to indian mark 


Prepares students for treasury, risk, Li 
management functions. 2 











approach. o 
+ Focuses on building interpersonal skills for effective Classsize: 20(Twentystudents), 
teamwork. A few scholarships are avai able through 
» Designed with an international ES and ICICI Research Centre. "TUE f 
incorporates best worldwide practices ICICI Bank will absorb 10 of the graduating 
students. 


« 100% placement in leading companies 
| Eligibility: First Class Undergraduate degree (104243) 







Eligibility : First class Undergraduate degree (104243). with a strong mathematics orientation. 
Candidates appearing for the final year degree Candidates appearing for the final year degree 
examination in the year 2005 may also ey examination in the year 2005 may aiso apply. 

Selection : Through G Common Admission Test tcm conducted by IIMs. Candidates for PGPF can apply with GMAT / GRE scores 


at the 95th percentile or above (test to be taken after June 2004). IIT students with a CGPA of 8.5 or better can 
apply without these scores. 
Shortlisted candidates will be called for a group discussion and interview, Candidates for the PGPF will atso 
undergo a written test, 

Howtoapply: Common application for both the programmes - Application kit available on payment of Rs,600/- by cash or DD 
drawn in favour of "Institute for Financial Management and Research" payable at Chennai. Application forms may 
also be downloaded from our website. 





E — Arni oet qr te RAIS VAYA Fs S BS F^ MEN Hy Rit IS iA ee E rre E RAP ety T Vv e 2 iS en AP n eror SU em ems Hes ein er e lm uii mmn mr sitate s va a ater 


FMR u USES s CAT to shortlist candidates for its two year Programme. IIMs have no role either in the selection process or in ; the 
conduct of the Programme. 


For application kit, please write to 
The Registrar, Institute for Financial Management & Research 
24, Kothari Road, Nungambakkam, Chennai - 600 034. 
Tel: 044 - 28273801. Fax: 28279208. E-mail: enq@ifmr.com 
Web: www.ifmr.com, http://www.iciciresearchcentre.org/user/cafs/ 


Application kits are also available at all IMS Learning Centres and T.I.M.E offices across ti he ci intr 





Hank 





Factors considered to arrive at score: Intemational placement, students selected per recruiter, 
"average salary, application-selection ratio, MDPs, projects by students, events, business leaders 
“score, alumni, alumni meets 


Anand 


ir Recruiters ranked Them 


B-Schoo! 
Indian Institute of Management 
Calcutta 


indian Institute of Management 
Ahmedabad 


indian Institute of Management 
Bangalore 


Indian Institute of Foreign Trade, 


Delhi 
Management Development Institute, 


Gurgaon 
Xavier Labour Relations Institute, 
Jamshedpur 


Department of Management Studies, 








HT Delhi 
National institute of Industrial Engineering, - 
Mumbai . 


Shailesh J. Mehta School of Management, 


HT Mumbai 


Fore School Of Management, 
Delhi 
S.P. Jain Institute of Management & 


Research, Mumbai 


Institute of Rural Management, 








Xavier institute of Management, 
Bhubaneswar. 


ACFAI Business School, 


Hyderabad 


Wellingkar Institute of Management 
Development & Research, Mumbai 








i Students Ranked them 


-chaool 
Indian Institute of Management 
Bangalore 


Indian Institute of Management 
Ahmedabad 


Indian Institute of Management 
Calcutta 


Management Development institute, 
Gurgaon 


Indian Institute of Foreign Trade, 
Delhi 


Xavier Labour Relations Institute, 
Jamshedpur 


Department of Managment Studies, 
HT Delhi. 





Mumbai 


iT Mumbai 


S.P. Jain institute of Management & 
Research, Mumbai 


University Business School, 
Chandigarh 

Institute of Rural Management, 
Anand 

Xavier Institute of Management 
Bhubaneswar | 

T.A. Pai Management Institute, 
Manipai 

Fore School of Management, 
Delhi 








Factors considered to arrive at score: Hostel, application-selection ratio, cost of education, academic 
infrastructure, average salary, foreign placement, students selected per recruiter, exchange of 


National Institute of Industrial Engineering, 


Shailesh J. Mehta School of Management, 











^ Indian Institute of Management Calcutta 


students, new electives 


al 
Most Foreign Placements 
Students placed Size of 


B-School abroad batch 
Indian Institute of Management Ahmedabad 


Shailesh J. Mehta School of Management, IIT Mumbai 
Indian Institute of Management Bangalore 


indian Institute of Modern Management, Pune 
Xavier Institute of Management & Entrepreneurship, Bangalore | 
 Rajagiri School of Management, Kochi 

Institute of Finance & International Management, Bangalore 

Wellingkar Institute of Management Development & Research, Mumbai 

Nirma Institute of Management, Ahmedabad 

Regional College of Management, Bhubaneswar 

Fore School of Management, Delhi 

N.L. Dalmia Institute of Management Studies and Research, Mumbai 
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"Where Excellence 


Is The Watch-Word..." 


FACULTY OF MANAGEMENT STUDIES 


p 
wE 


WP 
std. 1985 


(Recognised by AICTE, Ministry of HRD, Government of India) 


ANNOUNCES ADMISSION 
SESSION 2005-2007 


THE INSTITUTE 

IIRM is nationally recognized as a Centre of Excellence in 
Management Training, Research and Education. The institute 
organizes numerous short-term management training 
programmes and research studies sponsored by Central/State 
Governments and the UN/International Agencies. FMS-IIRM is 
moved with the objective of imparting quality education in 
management in general and promotion of Rural Management 
as a scientific discipline in particular. Established in March, 
1988 the FMS-IIRM has earned an enviable name and is 
acclaimed as a business school of repute in India. 





Academic Session 2005-2007 
Post Graduate Diploma in Management 


ELIGIBILITY 


A Bachelor's Degree or equivalent in any discipline with not 
less than 50% marks in aggregate Candidates appearing for the 
final degree examination in the year 2005 can also apply. 


i EN 6 ee EE 
A ee ee ee us s 


* Spread over 64 acres campus including the Rural & Main 
City Campus. 

* State-of-the-art computing facility with over 100 
temrminals and latest softwares. 

* Computerised Library with more than 35,000 books, 
periodicals & connected to DELNET. 

* Hostel with a capacity of over 250 students in addition to 
the executive hostel facilities. 

* Faculty & Student Exchange Programmes with leading 
foreign universities. 

e 100% Placementtrack record assisted by Placement Cell. 


Specialization 







XN 
m 
P. 


E 





a OF | US 


SELECTION PROCEDURE 


All candidates will be required to appear in MAT/XAT/ATMA. Final 
selection in based on over-all scores obtained by the candidate in 
any of the above exams followed by Group Discussion, Personal 
Interview and Academic Record. 


APPLICATION PROCEDURE 


Pate aS ES 





Aspirants are required to apply on prescribed 
application form obtainable alongwith Information 
Bulletin from the Registrar, FMS - IIRM Campus, 
Mansarovar, Jaipur-302020 on payment of Rs. 600/- in 
cash or Rs. 650/- by D.D. (in case of postal 
request)drawn in favour of "Indian Institute of Rural 
Management": Payable at Jaipur. 









ATE eet nt PAZ Don sn Danis verit st M nT enm rA jtm n Vm AP ATE 4 HARI ae PI) Ad A 


Highest Cost Of Education 


B-School 
Management Development Institute, 
Gurgaon 
T.A. Pai Management Institute, 
Manipal 


MATS School of Business, 
Bangalore 


NIILM Centre for Management Studies, 
Delhi 
Fore School of Management, 
Delhi 
Indian institute of Management 
: Ahmedabad 
..Jaipuria Institute of Management, 
_ Lucknow 
- Indian Institute of Foreign Trade, 
Delhi 
EMPI Business School, 
Delhi 
Indian Business Academy, 
Bangalore 
Institute For Technology & Management, 
Mumbai 
Xavier Labour Relations Institute, 
Jamshedpur 
_ICFAI Business School, 
Hyderabad 
ICFAI Business School, 
Mumbai 


ICFAI Business Sao 
Gurgaon 



































* Figures in Rs reflect the cost of the post-graduate programme for the years 2002-04, and is 
inclusive of tuition and accommodation costs 


About Cosmode 


OSMODE Management Research Centre is a think 
tank established in 1993 by a group of academics 
led by Dhami P. Sinha, former principal of the 
Administrative Staff College of India and one-time 
chairman of the All India Board of Management Studies. 
Cosmode's first initiative was the publication of a 
collection of case studies on leading Indian B-schools in 
. 1993. Its latest publication is Management Education in 
Indía: Perspectives & Challenges (2004). 
In between, it has produced a series of research 
reports on different facets of management 
education, including quality assurance and 
| accreditation of B-schools in South Asia. It has 
| been rone business schools since 1998 with 
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Total cost * 
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B-SCHOOLS 2004 
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Highest Starting Domestic Salaries 


B-School 


Xavier Labour Relations Institute, 
Jamshedpur 


indian Institute of Management 
Ahmedabad 


indian Institute of Management 
Calcutta 


Indian Institute of Management 
Bangalore 


Management Development Institute, 
Gurgaon 


Indian Institute of Foreign Trade, 
Delhi 

Department of Mánngament ees: 
IIT Deihi - 


S.P. Jain institute of Manddemeni & 
Research, Mumbai 


Xavier institute of Management, 
Bhubaneswar 


National Institute of Industrial Engineering, 
Mumbai 


Fore School of Management, 
Delhi 


Shailesh J. Mehta School of Management, : 
IT Mumbai 


Bharathidasan Institute of Management, = 
Tiruchirapalli’ Bo n 


Vinod Gupta School of. Management, n "c 
Kharagpur | 


_T.A. Pai Management Institute, 
Manipal 


Rank 





To establish an equitable cost-to-company for all B-schoois, Cosmode reviewed the data given by 
the schools based or the actual record of offers made by recruiting firms. Calculations based on 
gratuity, superannuation benefits, house loans, cost af fumiture, ete., were excluded 


the objective of helping prospective MBA students and 
recruiters zero in on the best management naruto! in 
the country. 

The core team for this year's survey cass Mohd 
Sayeed Ahmed, Romesh Singh, Kalpana Sinha, 
N.G. Pradeep and Dhami P. Sinha: Apart from them 
M.P. Sinha of Global HRD Centre, Delhi, and his colleagues; 
D.P. Pahuja of United Consultants, Ahmedabad; Manish 
Saxena of CSIR Centre for Innovations, Ahmedabad; | 
D.R. Nagaraj of Nagaraj Management Services, Bangalore; 
Jose Thachil of ICI India, Kochi; G. Upadhyay of Nalco, - 
Bhubaneswar; M.K: Verma of Philips. india, Ranchi; and 
S.K. Mukherjee of IPCL, Kolkata, also contributed to tt d 
survey. In all, over 28 researchers participated inthe atest | 
e For nored detailed information you may visit. | 











BUSINESSWORLD 98 6 SEPTEMBER 2004 





Look where Wigan & Leigh's 
Traineeship Programme got our students 


Gaurav Kapoor 


Akshay Moza 
Manager, SOL MELIA 
Groups & Resorts PLC, U.K 
( £ 35,000 per annum) 


Mitrakant Parwal 
Area Sales Manager, Reliance Infocom 
(Rs. 4 Lakhs per annum) 


Creative Head, 
Varuag Advtg. & Promotions 
(Rs. 4.5 Lakhs per annum) 







Nitin Kumar 
Manager, Standard Chartered Bank 
(Rs. 6.2 Lakhs per annum) 


Kc 


Charu Kanodia 
Asst. Buyer, Donna Karan 
(Rs. 11 Lakhs per annum) 


Careers in Fashion, Advertising, Management & 
Media studies with assured “training and placements! 





GET TO WORK FOR COMPANIES LIKE THESE WHILE STILL STUDYING AT WLC 
ING Vysya, Kotak Securities, Shell, Wipro, Carrier-Aircon, Crosswords, 
Deutsche Asset Management, O&M, Ritu Beri, LKP Forex ... 


Wigan & Leigh College (UK) is one of the largest 
further education institutions in the UK with a worldwide 
reputation for quality education. The college now 
operates in 26 countries around the world and has 
55,000 students. 


About the Institution: Wigan & Leigh College (India) 
has been operational for the last eight years and its 
qualifications are recognised by Wigan & Leigh College 
(UK). Students study for internationally recognised 
qualifications leading to successful careers in India and 
abroad or onward progression to higher education. 


*Traineeship Programme: The college has partnered 
with leading Indian and multinational companies to offer 
this unique opportunity to students. In the Traineeship 
Programme, students get to join as trainees and earn an 
attractive stipend, even while they study in the College! 
After completing the course and showing satisfactory 
work performance, they are absorbed as full-time 
employees with these companies. 


The Courses: Wigan & Leigh College (India) certificates 
are recognised by Wigan & Leigh College (UK), as 
equivalent to the following qualifications. 


Postgraduate Programmes: 2 Yr. Full Time Post 
Graduate Diploma in Business Management (PGDBM 
with specialisation in Marketing/ Finance/ HR/ 
International Business)/Apparel Merchandising & 
Marketing/ Advertising & Marketing Communication. 172 
Yr. Post Graduate Diploma in Interactive Multimedia/ 
Mass Communication/ Fashion Technology. 


Undergraduate Programmes: 3 Yr. Full Time 
Advanced Diploma in Fashion Technology/ Advertising 
& Graphic Design/ Media Studies. 2 Yr. Part Time 
Diploma in Fashion Technology/ Advertising & Graphic 
Design. 4 Yr. Part Time Programmes leading to PG 
Diploma in Business Management. (These courses can 
be pursued along with graduation). These qualifications 
are not recognised by AICTE /AIU. 


Honours' Programmes: B.A. (Honours) in Fashion 
Technology/ Advertising & Graphic Design/ 
B.A. (Honours) in Business Administration (2*1 Yr. 
Twinning Programme) 


Eligibility Criteria: 
For PG: Graduate in any discipline 
For UG: 10+2 or equivalent qualification 


fic 


Wigan & Leigh College 
A Bridge to Your Future 


New Delhi e Mumbai e Bangalore 
e Hyderabad e Kolkata e Pune e Indore 


For details / Admission forms contact: 


Delhi: Ph.: 30966924/ 7108, 9818479333, 9871034567 E-mail: delhi@wiganindia.org Bangalore: Ph.: 25574311/12/13, 31816227 
E-mail: bangalore@wiganindia.org Mumbai: Ph.: 56623997, 34290195, 34481477 E-mail: mumbai@wiganindia.org 
Kolkata: Ph.: 9830088381/9830422703/24487160/24487161 E-mail: calcutta@wiganindia.org Pune: Ph.: 31502363/30915612 
E-mail: pune@wiganindia.org Hyderabad: Ph.: 55767425, 55737425, 32383294 E-mail: hyderabad@wiganindia.org 
Indore: Ph.: 0731-2493026/27, 9893059505 E-mail: indore@wiganindia.org 


CRAYONS 
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se The author is co-founder 
& chief operating officer at 
MindTree Consulting. 








We all 
have 
some 
disability. 
But we are 
not our 
disability, 
We are our 
dreams 














ubroto bagchi | 


! The human spirit 
knows no bounds 


ATHA was born to a truck-driver in a 
slum in Bangalore. She was born 
with a form of cerebral palsy that 
took away her ability to stand on 
two legs. Life delivered her as a crip- 
ple. In the eyes of society, she was doubly bur- 
densome — girl children are considered bur- 
dens anyway, but she was also handicapped. 
Her parents gave her away to a missionary. 
Latha was raised at a convent away from her 
family. The missionaries realised the nature of 


her handicap and enrolled her at the school of | 


the Spastic Society of Karnataka. We discovered 
her there when we were launching MindTree 
Consulting in 1999. We were looking for a visual 
identity for the organisation and decided to try 
working with children who had cerebral palsy. 
In a unique experiment, a week-long exer- 
cise was conducted with 10 children. They were 
briefed about the company’s mission, vision, 
values and DNA. Our DNA was settled as Imag- 
ination, Action and Joy. She was one of the 10 
children who were asked to render the concept 
of Imagination, Action and Joy into MindTree's 


| visual identity. Latha, who was in the class-10 





level of non-formal education at the school, did 


not make it with her design, but she won our | 


hearts with her enthusiastic smile. We asked 
her to come and intern with us. We wanted to 
see if someone like her could run the front of- 
fice of a consulting organisation. And over the 
last five years, she has grown up to fully take 
charge of our front office. 

When Latha joined us, she had just come 
from the doubly protected environment of the 
convent and the school. Though she was study- 
ing for her class-10 level non-formal exam, she 
talked like a small child and had a poor atten- 
tion span. But we refused to sympathise. We 
believed that she had to learn her work, and if 
she challenged herself, she could scale. She did. 

As soon as she started with a stipend of 
Rs 5,000 a month, her long-lost family redis- 
covered her. She wasn't a handicapped person 


anymore. Her economic viability made her | 














very wanted. They persuaded her to leave the 
convent, and come to live with them. They 
even tried marrying her off. And Latha was 
clearly not in a position to take her own deci- 
sions. We were also in a quandary: do we inter- 
vene or do we not? Were these her personal is- 
sues even though their outcome could hurt a 
shared goal of proving that a person like Latha 
could become part of the so-called main- 
stream? Were we selfish about nurturing that 
goal? These were not easy issues. Latha and the 
organisation worked their way through these 
challenges. Eventually, she emerged a winner. 

Today, Latha has a respectable place in soci- 
ety. She earns well and is even on MindTree’s 
stock option plan. She comes to work as regula- 
rly as the sunrise. She knows her work and does 
it very professionally. Not stopping at that, she 
has trained two students from her school — 
both are earning members of society today. 
One of them is Lavesh who was a complete in- 
trovert. Many people with cerebral palsy are 
like that. Being part of a social system that fo- 
cuses on the disability of an individual ahead of 
anything else, they tend to withdraw. It is both a 
defence mechanism and an inevitable trap. 

Months after coming into contact with peo- 
ple at MindTree, Lavesh has largely forgotten 
his past. He is not what his appearance or man- 
ner of speech is, he is what he knows and what 
he does. One day, when Lavesh was managing 
the front office, a visitor came looking for Abra- 
ham Moses, our administration manager. 
Moses was caught up with other work and, qui- 
te unlike his normal self, came to meet the 
visitor late. Lavesh chastised Moses and told 
him that while keeping a visitor waiting might 
be OK for Moses, it wasn't OK for him. Moses 
gracefully apologised, and was let off. 

One Latha has shown the way to one 
Lavesh, and to 1,300 other MindTree minds. 
Like Lavesh and Latha, we all have some dis- 
ability or the other — some are pronounced, 
some are not. Latha has taught us that we are 
not our disability. We are our dream. E 
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A Ladder of 
Commitment to 
Achievement 








The Master School of Management, with its broad vision and positive attitude 
towards imparting qualitative management education to the youngsters of our 
society, has been able to mark its' presence in the list of renowned management 
institutions of the country. The continuous thinking process and untiring efforts of 
the executive council supported by the dedicated efforts of its rich and resourceful 
faculty, well placed alumni and candidate managers has made it possible. We 
believe that learning process never ends since in the ever changing world no fix 
targets even of highest standards can be the guiding principles. Education is very 
wide and our knowledge is still very limited, we, therefore, have to unfold new 
layers by creativity and research work. 


/ manconinadd 


Doctoral Program The PGDBM Program Industrial Research & 
Consultancy Projects 
Eligibility: Duration: Two Years (Full Time) 
Post-graduate in Management ADACUS, an industrial interface cell 
in any Specialization Stream Specialization Streams : of the Institute is actively involved in 
Compulsory carrying out research based and 


consultancy projects for and on 


Information Technology behalf of its big industrial units, the 


Optional (Major & Minor) company list includes the following: 
Marketing | f 
Bante National Thermal Power Corporation 
Ltd., New Delhi 
Human Resource Development 
Operations Bharat Electronics Ltd., Ghaziabad 
Insurance Power Management Institute, Noida 


International Trade & Business 
Strategic Management 
Entrepreneurship 

Hospitality Management 


Indus Valley Promoters Ltd., Meerut 


Our Recent Placements in Companies : 
HT, Times of India, Cipla, Innovax, Elli Lily, Pep 
Infotech, Escotel Mobile, Sharda Exports, Torrent, 
Ind-Swift, Bayer, Mullar & Phipps, Grolier 
International, ICICI Lombard, IPL, HCL BPO, 
Dupen Labs, Asian Paints, Frooti, Abhinava 
Infosystem, Reptakos, Rational Business Corp. etc. 


F-17, Shastri Nagar, Meerut 250 005 (U.P.) 


MASTER SCHOOL Of | Phone : 0121 - 2763441, 2769984-85 


Fax : 0121 - 2770833, 2661590 


MANAGEMENT | Website: www.mastersindia.con 


e-mail : mastersmGnde.vsnl.net.in 
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With Elcoteq 
setting up shop 
here, cellphone 
manufacturing 
finally arrives 
in India 


AST year, 16 million cellular 

phone handsets were sold in 

India. The number of handsets 

made in India: zero. Come No- 

vember, that might change. 

When the Elcoteq plant is in- 
augurated that month, the first made- 
in-India handsets will start rolling. El- 
coteq, in essence, will father a whole 
new manufacturing sector in India: mo- 
bile handset production. 

So far, mobile handset manufactur- 
ers have bypassed India completely de- 
spite the pace at which the handset sales 
have been growing for the past two 
years (it is expected to double to 30 mil- 
lion this year). Instead, Nokia, SonyEric- 
sson, Motorola, Panasonic et al have 
plants in China, a market that has ex- 
ploded to 60 million handset sales a 
year. In the mid-90s, Motorola did try to 
set up a manufacturing plant in India, 
but, frustrated by the bureaucratic has- 
sles, moved to China. Today, Motorola 
makes 65 million handsets in that coun- 
try. The world's largest handset maker, 
Flextronics, too looked at India. But it 
chose to stay away as well. 

Enter the €2-billion Finland-based 
Elcoteq, the world's third-largest sup- 
plier of handsets to original equipment 
manufacturers (OEMs). Director (busi- 
ness development & marketing) Henry 


BIRTH JE 


NAMAS BHOJANI 





Elcoteq's Gilchrist (L) & Keinanen outside the Bangalore Vidhana Soudha: 
Their factory will set off a chain of new ancillary businesses 


Gilchrist has been to India 24 times in 
the last three years. In the last 10 months 
he has spent 50 per cent ofthe time here. 
As Gilchrist puts it, "I have spent more 
time with India than with my family." 
Gilchrist and his companys convic- 
tion about India and their dogged pur- 
suit of a manufacturing unit here may 
well give birth to a new industry. Re- 
member what Maruti's Gurgaon plant 


| 





sets every year. Incidentally, Beijing is 
also home to plants of SonyEricsson, 
Panasonic and Mitsubishi. 

Also, because Elcoteq is the first 


| company to produce the made-in-India 


did to car manufacturing in India? Or | 


the Japanese two-wheeler JVs did to 
motorcycle manufacturing? 
Admittedly, Elcoteqs Indian plant is 
small — at 4-6-million handsets a year, 
it is similar in size to Elcoteqs plant in 
Russia. (India is Elcoteqs 12th manufac- 
turing plant; Elcoteq has 11 plants in 


| eight countries that manufacture 60 


million handsets a 
year.) 





The Nokia | 
plant in Beijing | 
alone makes 35 | 
million hand- | 


handsets, it does not have a ready base 
of suppliers to source components. It 
will have to import all its components. 
"It will take some time to redirect or es- 
tablish new supply and capabilities to 
support Indian manufacturing. I expect 
that some engines (the basic software 
on which various applications run in a 
phone) will be manufactured in India 
during 2005," says Gilchrist. To crash 
factory set-up time from 12 months to 
six months, Elcoteq chose to rent a plant 
— à 5,000-sq. m facility at the new Tele- 
com Industry Park near Bangalore. It is 
investing €25 million in the facility that 
will employ 1,000 workers. 

Gilchrist's blueprint for India envis- 
ages localising at least 50 per cent of a 
handsets components within three 
years. "At this stage we believe we [will] 
have an attractive value proposition. 
| The greater the extent to which we lo- 
calise the supply chain, the more attrac- 
tive the cost structure," he says. The best 


A NEW INDUSTRY 
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www.rims-edu.com 


Golden Peacock National 
Training Award 2004 


Accredited by Notional! 
Board of Accredition 


courses x b. E inculcating values & ethics 


. — | | OW --..._ self management for 
Re WAM © =~ | E ' 
s WAGE ——— Wb - —— c : restructuring 


indivisible attention ""superlative infrastructure 


~ 


need based training- A 3 "+s hi-tech facilities 


THE ALL CARING ENVIRONMENT 
Only at ... 


Rourkela Institute of Management Studies 
Institutional Area, Gopabandhu Nagar, Chhend, Rourkela - 769015 
Ph. : 0661-2480482, 2480670., Fax : 2480665 
E-Mail : director@rims-edu.com 





Chinese 
crescendo 


TS raining mobile handsets in 

China. During the first seven 
months of 2004, over 200 different 
mobile handsets were launched. 
That's roughly a new handset every- 
day. In India, 80 new brands were 
launched during that period. 

The launch spree in China is not 
surprising. Over the past couple of 
years, sales have increased sharply. 
Also, China's famous low-cost man- 
ufacturing advantage ensures that 
many global OEMs have rushed to 
set up facilities there. So today 
China has over 44 mobile handset 
manufacturing facilities that churn 
out 180 million handsets every year. 

Chinese branded handsets ac- 
count for 20 per cent of the 60 mil- 
lion handsets sold in the country. 
Ningbo Bird is the biggest Chinese 
mobile handset firm. During 2003, 
Bird introduced 35 new models and 
sold 11.8 million handsets. It 
makes 60 varieties of GSM models, 
20 GPRS models and four CDMA 
models. It is among the few Chinese 
handset makers that does its own 
R&D and has design facilities. 

China, in fact, is expected to be 
the place for manufacturing hand- 
sets. According to the US-based 
Strategy Analytics' Wireless Device 
Strategies report, China will make 
46 per cent of the 698 million cellu- 
lar handsets to be made in 2008. 
Even now, the world's biggest hand- 
set plant is in Beijing. It makes 35 
million handsets a year for Nokia. 

Brazil and Mexico are also ex- 
pected to see solid growth in mobile 
handset production, serving the 
affluent North American markets 
and the expanding Central and 
Latin Americas. 

Incidentally, of the 600 million 
handsets to be made in 2004, some 
300 million will be made in Asia 
(182 million in China). Also, Asia ac- 
counts for about 250 million phones 
purchased. The biggest markets 
barring the US are all here: China, 
Japan, India and Korea. E 





ELCOTEQ 





Made around the world 


Handsets manufactured 


Country 


180 
60 
15 


. Finland - 
Israel 
Mexico 
S.E. Asia 
H 
‘Brazil 
Hungary 
| Estonia 


30 


35 
25 | 
10 


localisation opportunities are in plas- 
tics, electro-mechanical/mechanical 
parts, and packaging, for which Elcoteq 
is in discussions with local firms. Once 
key components are made here, it will 
achieve globally competitive costs. 
That is not to say that the handsets 
that Elcoteq will soon make in India 
wont be cost competitive. For one, they 
wont fetch the import duty of 5 per cent 
currently imposed on handsets. Also, El- 
coteq will derive some cost benefits 
from incentives the government has 
given for the plant, especially those that 
allow Elcoteq to import all components 
and capital goods at zero duty. What this 
also means is that there is no restriction 
on sale within the country or outside 
(should the company want to do so). 
Once the key components are made 
in India, the localisation drive gets into 
the realm of the more critical chip sets. 
"We have had discussions with Indian 
chip manufacturers. The chip set is typi- 
cally defined by the OEM." Gilchrist 
says. "We make phones for Nokia, Sony- 
Ericsson and Siemens from the same 
building without violating their IP in 
any way,’ adds Hannu Keinanen, presi- 
dent (Asia Pacific), Elcoteq Asia. Elcoteq 
is also in discussions with “a CDMA ser- 
vice provider" here (there are only two: 
Reliance and Tata Indicom) to supply 
handsets under its brand. Some Chi- 
nese brands wanting to sell their phones 
in India have also expressed interest in 
sourcing handsets from Elcoteq India. 
Eventually, of course, the Bangalore 
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facility won't manufacture handsets 
alone. It will also make telecom network 
equipment, one of Elcoteq' core busi- 
nesses. Elcoteq also plans to set up a de- 
sign centre in India at a later stage. 

So is this the catalyst for India to be- 
come another handset manufacturing 
nation like China? During 2004, China 
will make about 30 per cent of the esti- 
mated world production of 600 million 
handsets. And by 2008, it is expected to 
account for 46 per cent. 

India, like China, has low labour 
costs and a potentially large domestic 
market. Global firms worried about the 
bulk of their low-cost investment being 
in China may want to spread their risk 
by investing here. Gilchrist and Keina- 
nen say that in five years the size of their 
India operations could match that of 
their China ones. To start with, India will 
make a quarter of their China capacity 
(equivalent to 12-15 million handsets). 

Yet Chinas first mobile phone man- 
ufacturing facility was set up 10 years 
ago by Motorola in Tianjin. Now this fa- 
cility makes the entire range of telecom 
products. Motorola also brought in its 
suppliers to cater to the booming Chi- 
nese mobile phone market. This is what 
Elcoteq needs to bringto India ifit has to 
spawn a new sector. 

Can Elcoteq do that? The company 
definitely doesn't want to fritter away its 
first mover advantage. "From our board, 
there shall be no ceiling on what we 
want to invest (in India)," assures Keina- 
nen.Soundslikemusictotheears. E 
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We are here with a mission to groom careers. 
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e Regular personality development classes 
as well as lectures from eminent persons 
from industry and academics. 


We arrange 100% placements for MBA & MCA students ° Corporate Trainings and Seminars. 
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Mahesh Murthy advises, 
guides and occasionally 
invests in businesses. He 
can be reached at 

mahesh@passionfund.com. | 


Right 
from 
when 
were 
young, 
were told 
to make 
one 
choice 
and stick 
to it. 
Perhaps 
that’s 
wrong 


aby mahesh murthy —s_—| 


Focus isn’t bad, 














it is overrated 


AREER planning was never a 


ing up. The formula or decision 
tree, as one would call it today, 


C 


|, what you were good at by the time you reached 


Class 10, or how you did in the exams that year. 
If you were good at math and science, you 
hada choice: you could become an engineer or 


| a doctor. If you were good at science but not | 


math, all you could become was a doctor. If you 
were good at math but not science, you could 
get into economics or commerce. If you were 
good at neither math nor science, you got into 
arts — and then had to marry somebody rich. 


I didnt agonise too much over choices be- | 
cause it seemed to me that I had just two. Con- | 


demned with some ability in math and science 
and with no sugar daddies in the family album, 
I had to pick between an MBBS and a B.Tech. 


All I knew was that I didn't care for the sight of 
blood on others, and so couldn't imagine cut- | 
| ting up people. That was the deep analysis that 
| resulted in me going off to engineering college. 
Once in college, I realised that there was | 


nothing to interest me there. I was far more 
turned on by the thought of quizzes, debates, 


elocution contests, writing essays and doing | 


complex thing when I was grow- | 


was rather simple. It depended on | 
friends is yet another MBA whos a film director, 











the entire literary and extra-curricular thing | 


than getting into cathodes, anodes and diodes. 


Where did this all end up? My career, if you | 


can call it that, hasn't been a steady upward 
curve that HR guys like to portray, but an all- 


over-the-place ungainly splotch of things rang- | 
ingfrom selling vacuum cleaners door-to-door, | 


writing ads, directing commercials, designing 
websites, marketing software, running a TV 
channel, starting companies, thinking up pro- 
ducts, speaking at conferences, doing a few 
non-profit-type things and, now, even writing a 


| column. I'm not past my use-by date, so there's 


a chance of variety in the years to come too. 
Not exactly what the decision tree — or, for 

that matter, my parents — had in mind for me. 

But you know something, with the exception of 





afew parental ulcers, it's turned out all right. 
And I'm not alone. I have a doctor friend 
whos a creative director in a major ad agency 
and wants to write. Another doctor who did his 
MBA now distributes movies. One of my closest 


now on his second movie, and dying to travel. 
Heck, even our president was a scientist. Given 
all that, I’m not the best adviser when people 
ask for focused career recommendations. 

I've been asked: Mahesh, I'm interested in 
music but I also think I'd like to do an MBA — 
what do you think? My response: Do both. An 
MBA or an MCA? Do both, or do neither. It re- 
ally doesn't make much of a difference. To me 
theres little point in focus for focus' sake. 

My growing up was full of stories like: look at 
Mr X, graduate, postgraduate, topper through- 
out, then a doctorate, then 24 years in company 
Y and he’s a senior vice-president of Some- 
obscurity with a lovely house in Sometinytown, 
USA, with a green card, two brilliant kids, and 
he's such a success. 

Somehow, the highly-focused do-no-wrong 
Mr Xs of the world never impressed me. My 
heroes have been different. I’ve been a huge fan 
of Richard Feynman, the Nobel-winning physi- 
cist who thought up quantum electrodynam- 
ics, helped make the atom bomb, figured out 


_ why the first space shuttle exploded, taught 


drumming to the Brazilian samba team, wrote 
a treatise on picking locks, and also figured out 
how to pick up women at a bar when he was 
scrawny, broke and not exactly good looking. 

It blows me away that Ian Anderson of Jeth- 
ro Tullis a hugely successful fish farmer. Or that 
Neil French, the legendary creative director I 
had the fortune of working with, has been an 
account executive, an art director and, among 
other things he wouldn't want me to mention in 
a business magazine, a bullfighter. 

Focus isnt bad — but it's way overrated. We 
need the senior vice-presidents of Obscurities, 
butIbelieve we need the Feynmans, the Ander- 
sons and the Frenchs a lot, lot more. ai 
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he Indian Institute of Technology Madras (IITM) is recognized world 
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wide for its excellence in teaching, research and consultancy. It has 

a vibrant academic environment to nurture and inspire its young, 
brilliant student community and has state-of-the-art, fully accessible infra- 
structure (library, computer center, hostels, recreation facilities). The alumni 
of the Institute have excelled professionally and have earned all-round 
acclaim for their outstanding achievements and leadership qualities. 


The Department of Management Studies 

The Government of India and the corporate world continue to emphasize 
the need to significantly increase the supply of best quality young manage- 
ment talent in our country. The numbers graduating out of the best insti- 
tutes in our country is simply insufficient to meet the demand, The IITs 
have responded to this need through their superior quality MBA pro- 
grammes. Aftera thorough study of the critical needs of organizations and 
the best programmes worldwide, IIT Madras has conceived and offered 
MBA@IITM. 

The Institute has a long history of Management education, having offered 
the M.Tech (Industrial Management), a Masters level taught programme, as 
well as Masters (M. S.) and Doctoral (Ph. D.) level research programmes for 
well over three decades since the 60's. 

Inaddition to the MBA programme, the Department also offers the interna- 
tionally reputed M. S. and Ph. D. research programmes in various areas of 
management including business models and systems, finance, human re- 
sources and organizational behaviour, knowledge management, marketing, 
project and operations, public systems, and systems and information tech- 
nology management. These research programmes are pursued by fresh post- 
graduates, professionals from industry, and government officers. 


The MBA Programme 

This programme hasbeen designed keeping in view today's dynamicand com- 
plex business environment, and the consequent need to develop unique, young 
management talent to work proactively in this environment - talent that will 
respond to as well as steer the dynamics. 

The two-year, eight-quarter, full time MBA programme is uniquely struc- 
tured and rigorous. Following an internationally proven, optimal learning 
experience, students take four/five courses per quarter lasting for about 
eight weeks. This enables them to engage ina variety of constructive activi- 
ties including taking courses on audit, going on field visits, participating in 
various management workshops and competitions, organizing special pro- 
fessional events, and working on live business projects. The batch sizes are 
in the range of 40 to 50 students, selected from over twenty thousand appli- 
cants who sit for the grueling national-level Joint Management Entrance 
Test (JMET) conducted every year by the IITs and IISc. Each batch has a 
balanced mix of age-groups, work experience, socio-cultural backgrounds, 
and gender. This enables our faculty to give personalized attention and 
build a warm culture of group-work. Students come from across the length 
and breadth of our country. 

The programme consists of core courses dealing with the functional areas of 
management, concepts, methodologies, tools and techniques. These include 
unique courses such as Systems Thinking and Applications, Supply Chain 
Management, Project Management, and Total Quality Management. One of 
the glaring gaps in management education today is the lack of industry- 
specific knowledge and a thorough process-level understanding of organi- 
zations in various domains (verticals). This programme includes three core 
courses on Industrial and Business Domains that enable students to develop 
comprehensive and comparative understanding of industry-specific mana- 
gerial issues, practices and processes. These domains pertain to the Core 
Sector, the Manufacturing Sector, and the Services Sector. Professional 
Development Workshops (on business communications and presentations, 







negotiations, teamwork, managing conflicts, ethics and values, leadership, 
etiquette and yoga) are conducted for developing soft skills. 

The programme offers specializations, through elective courses, in the areas 
of Business Consulting, Systems and IT Management, Project and Opera- 
tions Management, Finance, Marketing, and Human Resources Manage- 
ment. A unique feature of some specializations is that several courses are 
designed and offered by leading business organizations through their senior 
executives. 

Students also work for 8 to 10 weeks on Summer Projects in a variety of 
industrial and business organizations. This gives them opportunities to blend 
their academic learning with practical problems and situations. During the 
last quarter, they work ona project to demonstrate their ability to apply the 
knowledge and skills gained during the programme. 

The students have won top prizes in all the Management competitions they 
participated in. This year, the IIT Madras MBA team finished the CNBC's 
“Trial by Fire" national competition as second runners-up to IIM Ahmedabad 
and FMS Delhi, out of over 1400 teams from the best business schools across 
India. One of the students won the top prize in IIT Bombay's “Avenues” 
national competition for advertisement design. The MBA team emerged 
winners in “Atharva 2003” the national B-school competitions of TAPMI, 
Manipal. A team of students, guided by a Professor, emerged winners (along 
with Arthur Andersen Consulting, and facing stiff competition from the 
most reputed business organizations and business schools/institutions) in 
the National Manufacturing Policy competition conducted by the WTI Fo- 
rum and FICCI in 2003, The students also won the top four places out of 
seven, including the top two, in CII's "ManageMantra' competitions held in 
2008. 


Placement 

Internationally and nationally reputed organizations, from a wide variety of 
business domains, have offered career placements. The students have se- 
cured 100 per cent placement in top class multinational and national com- 
panies. 

Faculty 

The core faculty of the programme are highly qualified from some of the 
world's best business schools and have rich teaching, research and consult- 
ing experience. Their research work is published in reputed national and 
international journals, and presented at prestigious conferences. They regu- 
larly interact with business and other organizations/institutions for mutual 
benefit. The programme also uses the services of expert guest faculty from 
industry, and visiting faculty from other specialised institutions. 

ITT Madras has now risen to meet the challenge of providing excellent 
management education in the complex learning and work environment of 
today. The distinctive MBA@IITM presents itself as an intellectually stimu- 
lating and highly valuable learning option. 
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programme. 
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and facilities. 
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Enviable global alumni network. and 
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For information on the 
MBA @ IIT Madras 


mail to mba@iitm.ac.in 
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SHISHIR PRASAD 


HE meek shall inherit the earth 
and testers the software code. 
Once the backroom boys, the 
‘invisibles’ of the software in- 
dustry are striking back. Test- 
ing has assumed strategic im- 
portance in all software services 
companies today. Customers and users 
have become tired of paying top dollar 
for software, which either does not 
work, or if it does, then not according to 
expectations. Nowhere is this change 
more visible than the Indian software 
industry where testing has virtually 
grown from an insignificant function to 
a $200-million business in 2003-04. This 
rapid growth in software testing is ex- 
pected to continue for the next three to 
four years. The Indian industry expects 
testing to bring in anywhere between 
$700 million and $1 billion in revenues 
in 2007. Already a few Indian companies 
—RelQ, Disha, Thinksoft and Stag, 
which only do testing — have come up 
to satisfy the demand. 

And the testers aren't complaining. 
They have had to put up with barbs 
from programmers since the day they 
stepped into testing. "Those who can, 
code. Those who cannot, test. That was 
what the developers said seven to eight 
years ago," says a head of an indepen- 





As it rakes in bigger bucks, 


software testing 


becomes attractive 


for companies as 
well as their 
employees 








dent validation unit of a large Indian IT 
company. This attitude towards testers 
is easy to understand. For software pro- 
fessionals, their idols have always been 
people like Dennis Ritchie, who in- 
vented the C programming language; 
James Gosling, inventor of Java; Dan 
Bricklin, who wrote the first spreadsheet 
programme, Visicalc; Bill Joy, who was 
the single largest contributor to Berkley 
Unix; and now of course Linus Torvalds, 
the Linux man. 

Notice that none of these guys are 
testers. They are all creative people. So, it 
is a bit embarrassing then for someone 
young and impressionable to admit that 
they want a career in testing. That's like 


NAMAS BHOJANI 


joining the internal affairs or the vigi- | 


lance cell in a police department. It is 
not considered a real job. K. Sharmistha, 
the head of testing at à US-based MNC, 
faced exactly the same problem when 
she started her career eight years ago. "It 
just wasn't seen as an important func- 


sically we had to finish our stuff quickly 
so that the development team could 


ship the software to the customer. To- | 





day, testing guys have a clear career path | 


that goes right into the company board- 
room if you are good," she says. 


shows up in large software companies. 
TCS, Infosys, Wipro, and Cognizant 





Infosys's Arun Ramu is expanding his 
testing team at a rapid pace 


have, over the past few years, created in- 
dependent business units that look at 
only testing. "We now offer our services 
directly to the clients even though In- 
fosys itself may be developing the soft- 
ware that we are asked to test," says 


_ Arun Ramu, head, independent valida- 
tion. There were just a few of us and ba- | 


tion services, Infosys. 

Wipro too has increased its staff 
strength rapidly in the last two years. In 
2002, Interops, the testing unit of Wipro, 
had 300 people. Today it has 1,700 work- 
ers. “We saw the opportunity in telecom 


| sector where a proliferation of tech- 
This upward mobility of testers | 


nologies after 1995 required that the 
telecom firms ensured their software 
worked. We now provide testing to al- 





ONCE TRYING, 


NOW TESTED 
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most all other industries" says 
C.P Gangadharaiah, vice-president, 
Interops, Wipro. A sign of increased im- 
portance of the testing function is that 
the heads of all the testing units within 
large firms now report directly to the 
CEO. Earlier, they would report to the 
head of software development, who in 
turn would report to the CEO. The 
change means two things. One, you get 
independence. Two, the top manage- 
ment in software companies clearly re- 
alise the strategic role that testers play. 
And the software industry desper- 
ately needs the testing firms to perform 
that role. The standard gripe against 
software is that it doesn't work properly 
or has too many bugs. This is perhaps 
acceptable if it is your Internet browser, 
but not if it's your banking transaction 
Software. "According to our experience, 
almost 5-8 per cent of the code (written 
in India) that we test has bugs. It should 
beless than one per cent ideally," says 
A.V. Asvini Kumar, CEO, Thinksoft, an 
independent testing company based in 
Chennai. Considering that Indian com- 
panies develop software that run banks, 
retail chains, energy markets and trans- 
portation hubs, a bug can prove quite 
costly fora company’s reputation as well 
- as finance. Especially now, when the In- 
dian industry has thrown off the voke of 
being sub-contractors to the large con- 


— 


sulting companies of the West and has | 
struck out on its own. One has to ask | 
though: after all those quality certifica- - 
tions and after being given detailed | 


specifications, why should Indian com- 
panies write software with so many de- 


fects? The reasons are the complexity of | 


software and a change in the nature of 
customer-software interaction. 

It isn't as if the Fortune 500 compa- 
nies, which the Indian firms supply to, 
haven't bought defective software be- 
fore. Even the IBM mainframe software 
had bugs, except that only a few users in 
the IT department ever had access to 
these systems. Take, for example, an air- 
line reservation system. Most users 
book tickets on the Internet. Earlier, 
they would ask the travel agent. Like- 
wise, in banking, earlier only the cashier 
would update the customer database. 
Now ATMs do it, and customers make 
changes to the database when they use 
Internet banking. This means that more 
and more users are interacting directly 


i 





with the code. While earlier the cashiers : 
or travel agents would know work- | eopie 
| the GUI — the ‘face’ or the ope 


arounds — tricks that one uses to by- 


pass the defect — ordinary users do not | | 
know and, more importantly, would not | how that GUI affects the rest of the pro- 


care to know. Put simply, the so-called - 


smart users (IT department people) 
spoilt the software companies by toler- 


ating bugs, and now lay users have ex- | 
| steep climb up the value chain, it needs 


posed that chink in the software compa- 


nies’ armour. "The Internet changed | 
everything for us. We just cannot let the _ 
users get stuck. It would mean revenue | 


loss for the customer, which would im- 
pact us," says Chandra Sekaran, execu- 


tive vice-president and MD, Cognizant. | 
This new focus on making sure that a | 
| bug-free software works according to | 
_ expectations is what has given testing | 
| company rolls but were not being 

The bug-fix check is today table | 
stakes. "The testing department has a | 
parallel programme that is matched to | 
the development project. As the soft- | 


units a more creative tinge. 


ware keeps getting written, itis continu- 


ously tested. We even check it from a | 
users point of view. So if our developers : 
write a banking software, which works | 
' from the development community? 


correctly but takes too much time in up- 


dating the customer database, we in | 
testing can ask them to rewrite and | 
modify,” says Sharmistha. What this also | 
means is that the testing professionals 
not only need to be technically smarter 
than the code writers, they also need to | 
understand the end-user better. "We | 
find that people in testing have better | 
appreciation of the big picture. This is | 
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Cognizant W Independent* and- 
others 


unlike development, where the workis __ 
so sub-divided that people who wrote 





screen — don't know anything about | 


gramme," says Aseem Marwah, CEO, 
Browse Consulting, a headhunting firm 


| specialising in IT industry. Since the IT 


industry is in the process of making that 


people who have a broader perspective 
of software development. This has re- 
sulted in adevelopment that career test- 
ing professionals find infuriating: re- 


| verse flow of professionals from 


development into testing. 

After the recent technology slow- 
down, many development profession- 
als got ‘benched’ — they remained on 


utilised — and some did not get pro- 
moted for three to four years. “I see 
many of these guys who actually con- 
sidered testing a low-end activity switch 
to testing because the career progress is 
much faster currently. Highly oppor- 
tunistic,” says Sharmistha. So now do 
the testing types attract more attention 


“Not really. There will always be a little 
animosity. After all, we always nit-pick 
and find faults. You can't like someone 
like that, can you?” she asks. Probably 
she isn't bothered too much by what de- 
velopers think because she knows what 
customers think is what matters — and. 


that's reflected in black on her com- - ux 


panys balance sheet. 8B — 




















How Indian 
pharma has 
just started 
rediscovering 
this highly 
lucrative 


market. 


. By Gina S. Krishnan 
& Gaur Kamath 


@ OTICE the irony. In 1961, 

| when India was building 

one of its first state-owned 
? pharmaceutical enterprises 

| — Indian Drugs and Phar- 
maceuticals at Hyderabad — 
dt rined to ally USSR for technology. By 
the late-1970s, itwas India that was a net 
exporter of pharmaceuticals to the 





. USSR, whose communist regime had 


stifled private enterprise. But we frit- 
. tered away our early-mover advantage 
and ‘Made in India’ could never capture 
more than 2-3 per cent of the Soviet 
pharma market. 

But year 2003 was another water- 
shed. According to the Russian State 
Customs Committee, during that year, 
imports from India grew by 49 per cent 
to grab a 4.81 per cent share ofthe coun- 
try’s pharma market. In the process, a 
country that traditionally accounted for 
just 4-5 per cent of Russia's pharma im- 
ports increased its share to 7.82 percent. 
The most striking fact was that in 2003, 
Russia imported $156 million worth of 
pharma products from the US, the 
largest manufacturer — about $10 mil- 
lion lower than that from India. 

At last, our drug majors are making 


————— 


their presence felt in Russia. Al- 
beit the earlier names —mostly 
traders like Phoenix and AGIO — 
have moved over. In their place, five 
manufacturer-marketers — Dr. Reddy's 
Laboratories (DRL), Ranbaxy, JB Chem- 
icals, Shreya and Lupin — now account 
for 58 per cent of Indias exports. 

We must measure what we are up 
against. Aventis of France is the largest 
exporter to Russia, with sales of $116 
million. Compared to that, DRL, the 
largest Indian presence, files in at the 
13th spot with sales of $38 million. Ran- 
baxy, the next largest, is at the 34th spot. 

Yet, for India the chase is worth the 
rewards. Russia accounts for 9 per cent 
of DRUS global revenues and it expects a 
compounded growth rate of 15-18 per 
cent in that market over the next five 


years. Its antibiotic Ciprolet and ulcer | 
| world's largest economies by 2050. The 


drug Omez are leaders in their seg- 
ments, with combined sales of $17 mil- 
lion. Another product — Enam, à car- 
diovascular drug — is the fourth largest 
in its category, with sales of $7 million. 
For New Delhi-based Ranbaxy, 2003 
was a record of sorts — its sales in Russia 
soared 55 per cent in a market that grew 
15 per cent. Mumbai-based JB Chemi- 
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cough 
syrup brand Dok- 
tor Mom is a market 
leader, with sales of Rs 65 

crore. Promed, a New Delhi-headquar- 
tered company, is the number two in 
eyecare products with revenues of Rs 38 
crore; it is now using its Russian rev- 
enues to fund its Indian foray. Shreya 


| Life Sciences, the 4th largest Indian 


company in Russia, sells products rang- 
ing from anti-spasmodics and insulin to 
drugs for rheumatic arthritis. 

Even apart from these individual 
successes, Indian pharma has a lot to 
lookforward to in Russia. 


A Well-Laid Table 

Russiais the ‘R’ in BRIC — Brazil, Russia, 
India and China — countries that are 
widely expected to be among the 


Russian economy grew by a commend- 
able 7.3 per cent in 2003, helped by ris- 
ing oil prices. 

For India, it's a great opportunity for 
several reasons. Like India, the Russian 
market is largely made up of generics. 
Disease patterns are similar too — in- 
fectious diseases like tuberculosis are 


















killers and lifestyle 

ailments like heart dis- 
eases and diabetes are growing. The 
population of Russia, though relatively 
small, is spending more on healthcare, 
making the country's pharma industry 
grow twice as fast as Indias. 

Also, the domestic industry there, 
with about 700 players, is highly frag- 
mented. Local manufacturers are small 
and financially weak. The largest manu- 
facturer is Otechestvennye Lekarstva, 
which did just $104.7 million in sales in 
2003, compared to Indias Ranbaxy, 
which is nudging the $1-billion mark 
globally. Thus, Russia imports about 70 
per cent of its pharma requirements. 

Brand building investments pay off 
handsomely in Russia because doctors 
don't change loyalty often. After Russia 
abolished the monopoly of Medexport, 
the purchase department of the Soviet 
health ministry that used to handle all 
pharma imports, the market is working 
in a manner similar to India's: medical 
representatives promote their products 
directly to doctors. 

And here comes the best part. Un- 
like India, the Russian market has very 


PERE EE EEA RUSSE EN T 





limited price control. 

Of the 15,000-odd drugs 
available in the market, 
prices of only 236 are controlled. As a re- 
sult, "the gross margins of Indian com- 
panies are anything between 300 per 
cent and 400 per cent (of sales)", claims a 
senior executive of a pharma company 
with operations in Russia. Not everyone 
may agree with the figure, but compa- 
nies do admit that prices are usually 
double those in India. 

The future holds promise, but the 
past provides a cautionary tale. The in- 
ability to capitalise on the early-mover 
advantage in Russia is considered one of 
the biggest failures of Indian pharma. 
Indian companies missed another big 
opportunity when the USSR broke up: 
other multinationals picked up new 
molecules from hard-up Russian scien- 
tists at throwaway prices. 

What hit hardest was the rise of 
counterfeits from India in the 1990s, 
which tarnished the reputation of In- 
dian pharma. "A number of consign- 
ments were rejected in 1998 and this 
created adverse publicity for Indian 
medical products," says Deepak Bahri, 
managing director of Promed. Also, be- 
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ing used to European brands for a long 
while, Russians still prefer ‘Made in Eu- 
rope labels over Indian ones, says A. K. 
Jain, executive director of Ipca. 

Another thing that hit Indian com- 
panies hard was the steep devaluation 
of the rouble in August 1998, which ren- 
dered many outstandings bad debts. 


The New Game 
Now that Indian pharma is trying to 
make the best of the new opportunity, 
other multinationals have caught on the 
scent too. So the game ahead is going to 
be all that tougher. 

So far, Indian companies have. been 
getting away by selling old molecules, as 
Russian doctors dont switch brands 
easily. But with MNCs launching their 
latest drugs and investing more in distri- 
bution and education, this scenario will 
change. “The future of Indian pharma 
companies in Russia will depend on the 
products that they bring in," says Satish 
Reddy, managing director and COO of 
DRL. According to him, companies 
have to move from single products to 
baskets of offering. For instance, DRLs 
Enam is its only cardiovascular drug 
and Omez its only product in the gas- 
trointestinal therapy segment in that 
market. 

The battle would be fought by the 
foot soldiers — the medical representa- 
tives. Here too, with MNCs “pampering” 
(as one company puts it) their represen- 
tatives, that is getting expensive, “They 
want cars, laptops and mobile phones 
because the MNCs are giving them 
these things,” says Dinesh Mody, direc- 
tor of JB Chemicals. 

MNCs have also been successful in 
keeping out copies of certain brands. 
World leader Pfizer, for instance, has 
managed to patent its impotence pill Vi- 
agra. It also dragged DRL to court alleg- 
ing violation of a patent on heart drug 
Norvasc (DRUs brand was Stamlo), and 
won. The Indian camp is fighting back 
too. DRL won a 3-year-long case against 
Merck, proving that its process on heart 
drug Enam did not violate Merck's 
patent. Russia has also banned similar- 
sounding trademarks, a trick compa- 
nies are known to use in PM 






Domestic companies ii "n ' 
and Vero Pharma have started buy 











edepth . . 


raw material from CIS countries, India 
and China for manufacturing in Russia. 
Domestic manufacturers are preferred 
in tender supplies; even repackaged 
bulk tablets are deemed local manufac- 
tures and are entitled to the benefits. 
Entering the market itself is becom- 
ing more expensive. Post-glasnost, gov- 
ernment purchase accounts for only 
about 20 per cent of the market. The re- 
mainingis sold through 600 pharmacies 
(354 privately owned and 257 by munic- 
ipal authorities). The top three distribu- 
tors are even bigger than most pharma 
companies in Russia. Protek, the largest, 
grossed $368 million in 2003, SIA Inter- 
national did $286.6 million, and Shreya 
Corporation (owned by the promoters 
of Shreya Life Sciences) $128 million. 
The government has also helped 
raise the barriers. From September, 
every drug has to be registered with the 
health ministry at a cost of $16,600, as 
against the earlier $12,600. Every drug 
has to be re-registered every five years at 


a cost of $16,600. Then there is an addi- | 


tional charge of $9,600 for every differ- 
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DRL wants $100-mn sales from Russia 
in 5 years. “The trick is to build a bigger 
product basket,” says Satish Reddy 


ent mode of drug delivery. 

Indian companies are also gearing 
up to face the heightened competition 
by investing in brand promotion and 
strengthening their market presence. To 


make it to its target of $100-million sales | 
in five years, DRL launching more drugs | 
| — its own and those in-licensed from | 
"Medium-sized companies | 


others. 
could look for sales and marketing al- 
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liances in Russia, provided their product 
portfolio is suitable," says Jaspal Singh 
Bajwa, president and head (branded 
formulations) at DRL. 

Ahmedabad-based Torrent incurred 
losses last year in Russia, as it invested 
heavily in distribution and marketing. It 
plans to register 10 more drugs this year 
and has also licensed out the gastroin- 
testinal drug Domstal's dossier to DRL 
for five years. Ranbaxy has recently set 
up its own distribution subsidiary. Ipca 
plans to add 15 product registrations to 
its existing 40. Cipla will launch an eco- 
friendly inhaler for mine workers in 
Russia. JB Chemicals has developed a 
general oral health product together 
with the Russian Dental Association. 

To win at this table, Indian compa- 
nies have to do a lot more than they are 
doing now. And a lot faster. Newer drugs 
(instead of just line extensions) and 
stronger distribution (most companies 
today are still focussed on Moscow and 
St Petersburg) are the need of the hour. 
They better get their act right this time. 
There may not be a next time. E 
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If not, do 
you know 
what redress 
you can 
seek? Find 
out ways 
you can take 
the long arm 
of the law on 


your side. 
By Rachna Monga 


Are 
being 


S far as financial goof-ups go, 





y 





years ago, Vandana Grover, a 
34-year old college lecturer 
from Delhi, was shocked to 





her savings account with one of the pre- 
mier foreign banks operating in the 
country. One fine day, the bank clubbed 


her account with someone elses, and | 


the amount was withdrawn. “The bank 
claims that it was never my account. 
And they are still looking into the mat- 


ter,” says Grover, who is still trying 


valiantly to reclaim her money. 

You probably have heard other hor- 
ror stories of bad service and mix-ups 
inflicted on unsuspecting customers by 
even leading financial service providers. 
Perhaps you have your own sorry tale to 
offer. As banks, other lenders and insur- 
ers rush to sign on an ever increasing 
number of customers, their service sys- 
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tems have also started short-circuiting. 
And the number of aggrieved cus- 
tomers is growing by the day. The vol- 
ume of plaints reaching consumer or- 
ganisations across the country has 
multiplied exponentially. Arun Saxena, 
president of the Mumbai-based Inter- 
national Consumer Rights Protection 
Council, says: "Three years ago, we used 
to get about 50 to 60 emails (all sorts of 
cases) everyday; today, we get more 
than 150 from across the country." 

In an industry where trustworthi- 
ness is the game, service providers rou- 
tinely commit gaffes — by omission or 


by commission. Every service has its | 


own horror stories. "The complaints ag- 
grieved consumers normally bring is 


against banks for harassment in making | 


drafts, overcharging, or wrongfully 
charging money in credit cards, and 
against insurance companies for delay- 
ing payment of claims and subse- 
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quently harassing consumers," says 
Deepak Saxena of the Centre for Con- 
sumer Action, Research & Training. 
India has robust regulatory authori- 
ties like the Reserve Bank of India (RBD), 
which governs banks, the Securities and 
Exchange Board of India (Sebi), which 
monitors stockmarkets, and the Insur- 
ance Regulatory and Development Au- 
thority, which regulates insurers. Then 
why are you, the consumer, getting such 
a rough deal? Pause and consider this: 
how many of you actually take up the 
cudgels when wronged? Many try to ra- 
tionalise the situation by blaming the 
system. Then there are those who don't 
even know whom to approach. And 
some are plain scared of raising a voice. 
But the buck has to start rolling at 
your end. Until you, as a consumer, do 
not fight for your rights, service 


| providers may continue on their erring 


ways. A list of the gaffes would be too 
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long. So let us highlight the ways you 
can seek redressal and the outcome of 
some such complaints that were taken 
to the related authorities. 

The Consumer Protection Act, 1986 
provides that if there is a deficiency in 
the goods or services provided to a con- 


complaint at a district forum (for claims 


"Their (banks) call centres should 
be called wall centres, as information 
gets stuck (doesn't get escalated as 


| needed),” laments Bharath Jairaj, legal 





up to Rs 25 lakh), a state commission (up | 
to Rs 1 crore), or the National Consumer 

| been trying to get his card company to 
| correct a bill for a purchase he never 


Dispute Redressal Commission (NC- 
DRC; for claims above Rs 1 crore). 

This redressal mechanism itself has 
thrown up some remarkable cases and 


landmark judgements. They can come | 


ofuse should you need to move court. 


Banking: Borrower Beware 


Virtually every bank today promises to | 


beaone-stop shop for your financial so- 
lutions — be it investments, savings, 


the way to bring you the most conve- 
nient of services like phone banking and 








Internet banking. All they need to know | 
is that you wish to open a bank account | 
| tomer service becomes faceless; de- 
utes to sell you a savings account or | 
process your loan application. But try | 


or take a loan — it takes them only min- 


calling them for a wrong debit or a 
wrong credit card bill, and you will find 
them yourself running into a brick wall. 


coordinator at the Chennai-based con- 
sumer organisation, Citizen, consumer 


| and civic Action Group (CAG). 
sumer for which he has paid, hecanfilea | 


Ramakrishna Prasad of Hyderabad 
would agree. He has a credit card issued 
by one of India’s foremost foreign banks. 
For almost seven months, Prasad has 


even made. But all he has received so far 
are abusive calls from bank executives. 
The problems of borrowers were 
highlighted by aconsumer credit survey 
conducted by CAG in December 2003. It 
noted some common complaints: be- 
fore a loan is signed, finance companies 
engage in aggressive marketing, delib- 


| erately misinform on loan expenses, 
loans, or bill payments. They go out of | 
, sumer. During loan processing, full loan 


and exploit the urgency of the con- 


documents aren't shared (anyway, they 
are too voluminous to read and com- 
prehend). And after a loan is taken, cus- 


faults, on the other hand, are met with 
severe measures, leading to traumatic 
experiences for hapless customers. 
Venkatswamy Srigadi has recently 
filed a case against ICICI Bank at a dis- 


R.K. Uppal took National Insurance to a consumer court when it refused 
to settle his Mediclaim, though he had paid in time. He won the case 





BUSINESSWORLD 121 6 SEPTEMBER 2004 





Line Of Fire 


O seek redressal against a fi- 

nancial service provider, you 

will need documents to bol- 
ster your case. Here is a primer on 
what you should do. 
1. Keep all the bills, account state- 
ments, forms, brochures, etc. 
2. Whenever you have a complaint, 
approach the service provider first. 
Here too, keep a proof of your com- 
munications. 
3. If that doesn't help, approach the 
grievance redressal bodies ap- 
pointed for that industry. Plaints 
against fixed deposit schemes of 
manufacturing firms or NBFCs can 
be lodged with the departments of 
economic affairs and company af- 
fairs in Delhi. 

For plaints against banks and 
insurance companies, there are 
ombudsmen (contact details on 
pages 114 and 115), who act as ar- 
bitrators between the complainant 
and the service provider. The om- 
budsman's office will first try to 
reach an agreement between two; 
if that fails, it can order a compen- 
sation. But compared to district con- 
sumer courts (numbering 569), the 
reach of ombudsmen is limited. 

4. If persistent communications 
with the above entities fail, then ap- 
proach a consumer welfare organi- 
sation. If there isn't one in your city, 
write to one (See ‘Friends In Need’). 
These are non-profit organisations 
that will advise you for free. First, 
they will try to settle the matter on 
your behalf with the service 
provider. If that fails, they will advise 
you on how and where to file a com- 
plaint, the documents needed, and 
even the lawyers you can approach. 

Lawyers come with a hefty price 
tag. Any individual can directly file a 
plaint at a consumer court. Noted 
consumer rights columnist Pushpa 
Girimaji says: “Going on your own 
helps, because the aggrieved party 
is always in a better position to give 
an account of the suffering.” 











trict consumer court. He had taken a 
loan from the bank to buy a motorcycle. 
According to him, he issued 36 post- 
dated cheques for equated monthly in- 
stalments with the understanding that 
they would be deposited by ICICI Bank 
on the 7th day of every month. The bank 
deposited some cheques earlier and 
charged him penalty when the cheques 
bounced. Later, when he changed his 
residence, he says he opened a new 
bank account and sent fresh cheques to 
ICICI Bank to replace the earlier ones. 
Yet, the bank allegedly continued to de- 
posit the old cheques. Srigadi claims 
when three of the cheques bounced, 
ICICI Bank seized his vehicle and filed a 
police complaint. The bank, on its part, 
says: "The matter is subjudice and 
hence we are unable to discuss the 
specifics of the case. However, we are 
contesting all the claims." The district 
court has asked the bank to respond by 
6September. 
in Chennai, a borrower who had 
taken a loan from a private bank at 16 
per cent rate of interest was asked to 
sign some blank documents. Later, 
when he got a better deal from another 
bank, he approached the first bank to 
foreclose the loan. The bank demanded 
4 per cent foreclosure fees and showed 
him a document where he had also 
agreed to an interest rate of 17 per cent! 
What can you do when faced with 
such service? Quite a lot, actually. 
Banks liable for services promised 
with credit cards: An October 2003 or- 
der by the Rajasthan State Consumer 
Dispute Redressal Commission, against 
Citibank and New India Assurance, is a 
landmark for such cases. The consumer, 
a credit cardholder with Citibank, had 
his father as an additional cardholder. 
Both primary and secondary cardhold- 
ers were promised personal accident 
cover up to a certain limit. The con- 
sumers father died in an accident, and 
the heirs claimed insurance from the 
bank as well as the insurer. Both refused 


eM CT DPI 
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the claim on the ground that secondary 
cardhoiders werent entitled to it. 

The consumer court, after examin- 
ing the sales brochures and other docu- 
ments, concluded that secondary card- 
holders were entitled to the cover. It 
directed the bank and the insurer to pay 
Rs 1 lakh as sum assured, interest at the 
rate of 9 per cent for the time wasted in 
the middle, and the cost of litigation. 

Banks responsible for safekeeping 
of lockers: Last month, valuables from 
16 lockers in a south Delhi branch of 
Punjab National Bank went missing. 
The bank reportedly sought to wash its 
hands of the case saying it was not 
aware of the lockers' contents. But you, 
dear consumer, shouldn't buy such an 
argument. In several such cases, con- 
sumer courts have asked banks to com- 
pensate customers because lockers are 
used as safe custody, and it is the con- 
sumers right to demand security. 

In another case concerning Punjab 
National Bank (Goregaon branch, 
Mumbai) Maharashtras state-level 
consumer court ordered a compensa- 
tion of Rs 1.26 lakh and interest at 18 per 
cent to the Shettys, who had lost their 
jewellery kept in the bank's lockers. 

Banks liable for wrongful with- 
drawal: A sum of Rs 3,200 was with- 
drawn from a consumers Punjab and 
Sindh Bank account in Dehradun with- 
out his knowledge and signature. The 
district consumer court ordered the 
bank to pay the customer the sum and 
interest at 12 per cent. 

In a landmark judgement, a con- 
sumer got a Rs 35,000 compensation for 
a banks failure to sign a demand draft. 
In the case — Malti Bhat vsState Bank of 
India — the complainant got a demand 
draft made to pay for her exam fee. The 
unsigned draft issued by the bank was 
returned by the institution, and she was 
declared ineligible for the examination 
fee. The unsigned draft issued by the 


bank was returned and the candidate | 


was declared ineligible for the examina- 
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tion. The district court awarded the 
compensation and the National Con- 
sumer Dispute Redressal Commission 
(NCDRC) upheld the order. 

Are you among the 8-lakh deposi- 
tors of the Global Trust Bank (GTB), 
which collapsed recently? Let's look at 
your case too. Now, the moratorium on 
GTB was lifted within 21 days and it is a 
part of Oriental Bank of Commerce at 
present. But is there a way of seeking re- 
dressal for the pain or inconvenience 
the whole fracas has caused you? 

The Banking Regulation Act, 1949 
states that during a moratorium placed 
on a bank, there is no obligation to pay 
depositors. "In this (GTB) case, it would 
be difficult to prove deficiency in ser- 
vice, as required under the Consumer 
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Protection Act. Depositors, especially 
those who have suffered major losses 
due to the restriction on withdrawal, 
will need to prove that there was negli- 
gence on part of the management, or for 


"—«————— 


that matter, on the part of the RBI (the | 
_ percent interest within six weeks. 


regulator)," says Shirish Deshpande, a 
Mumbai-based consumer lawyer. 


Fixed Deposits: Fight Redemption Blues 


If you have invested in a company fixed 
deposit, would you qualify as a con- 
sumer under the Consumer Protection 
Act? Yes, you would — that is what was 
established by thelandmark judgement 
in the Neela Vasanth Raje-Amogh In- 
dustries case of 1995. At maturity, 


fixed deposit placed by Raje, a retired 








teacher. She took the matter to the dis- 
trict consumer court and then to the 


state commission. Both dismissed her 


caseon theground that a depositor can- 
not be considered a consumer under 
the Consumer Protection Act. But the 
NCDRC reversed the order, saying that 
where a company invites deposits from 
the public on the promise of an attrac- 
tive interest rate, security of investment, 
and prompt repayment at the end of a 
stipulated term, the depositor is a con- 
sumer under the Act. 

The investor as a consumer: In 
2001, a group of depositors in United 
Vaish Co-operative Thrift & Credit Soci- 
ety complained to a district forum (as 
district consumer courts are also called) 
when the Society failed to repay fixed 
deposits on maturity. While the forum 
ordered repayment along with interest 
at 18 per cent, the Society appealed to 
the state commission, which set aside 
the order. A reason cited was that these 
investors were not consumers. The de- 
positors then appealed to the NCDRC, 
which upheld the district forum order. 

In April 2003, Cheedella Narayana 
appealed to the Andhra Pradesh State 
Consumer Disputes Redressal Com- 
mission that he be considered a con- 
sumer in a case involving fixed deposits 
with JVG Finance. He had filed a com- 
plaint when the post-dated cheques 
from the company covering the matu- 
rity amount bounced. The company 
was ordered to pay the amount with 24 


Investor has a right to be heard: 
Most non-banking finance companies 
(NBFCs) which defaulted in repayment 
of fixed deposits took shelter in the re- 


| payment schemes drafted by the Com- 


pany Law Board (CLB). What is lesser 
known is that even depositors have the 
right to approach the CLB against de- 


| faulting NBFCs. The CLB has the au- 


| thority to order the defaulting NBFCs to 
Amogh Industries didnt redeem the | 


repay deposits in full or in part, and that 
too in a specified manner. But a severe 
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problem is that many depositors never 
get to know about such CLB orders.or 


. never get the opportunity to file a com- 
| plaint in the first place. 


Alandmark judgement delivered in 
2003 (against Liyods Finance by 
Napeena Singh) held that if a depositor 
hasn't filed any application before the 
CLB, or has not received a notice from 
the Board in the proceedings initiated 
by any other depositor, or has not par- 
ticipated in the proceedings before CLB, 
he will still be entitled to file a complaint 


| before a consumer forum under the 
: Consumer Protection Act. 
This case could be a good defence _ 


for the fixed deposit holders of Morepen 
Laboratories, which defaulted on fixed- 
deposit repayments in 2003. The CLB 












| drafted a scheme in August 2003 fora ~ 
| four-year payback. In January 2004, the. 


company offered another option: to 
convert the deposits into equity aftera 


_ year. When BW wrote about the options 


(issue dated 1 March 2004), many de- 
positors wrote back that they had not 
been aware of the CLB option, in the 
first place. A case against the company 


| has now been filed at a court in Solan, 


Himachal Pradesh for non-compliance — 


| with the CLB order. 


Thus even ifa firm doesn't abide by a 
CLB order, depositors have the right to 
approach consumer or civil courts. 


| insurance: Ciaim Your Due 


A high majority of the cases at consumer 


| courts pertains to insurance claims. The 
| type of most of these cases — claiming 
_ of dues — points to the harrowing expe- 


rience of the consumer. Consumer or- 
ganisations say the complaínts often re- 
late to motor insurance, where 
companies refuse to provide third-party 
insurance, or for life insurance claims 
(including Mediclaim), where there is a 


. delay in payment. 


If you have a Mediclaim policv or are 
planning to get one, you should take 
note of the landmark consumer court 
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judgements that have held that insur- 
ance companies cannot refuse a gen- 
uine claim by a customer, or refuse to re- 
new a policy if the customer pays the 
renewal premium on time, or exclude 
any disease covered under an existing 
policy at the time of renewal. 

In this regard, the judgement passed 
a month back by the Delhi district con- 
sumer court against National Insurance 
Company is of note. R.K. Uppal, a 62- 
year-old businessman from Delhi, had 
taken a Mediclaim policy in February 
1995. He suffered a paralytic attack in 
August 2002 and the treatment cost Rs 
47,870. But the National Insurance de- 
nied the claim, saying that he sup- 
pressed the disease when he took the 
policy. The judge rejected the com- 
pany's argument on the ground that 
Uppal had constantly renewed the pol- 
icy and the insurer never actually got 
him medically examined. 


_ plications in March 2004. After sending | 


Another judgement, given by the | 


Gujarat High Court in December 2003, 
is a landmark for such cases. An insured 
person paid an extra 300 per cent pre- 
mium for renewal of a Mediclaim policy 


with United India Insurance. The pre- | 
mium was paid well before the expiry of | 
| off price of Rs 750. 
count could be renewed only if five spe- | 
cific diseases were excluded. The in- | 


the policy. But the insurer said the ac- 


sured, being 65 years of age, wanted to 
get covered for those diseases too. The 
court ruled that if the insured paid his 
premium on time, the diseases already 
covered could not be excluded. 

Such judgements, of course, do not 
ensure that insurers will stop harassing 
claimants. But, as a consumer, you can 
bolster your defence with them. 


Shares, Mutual Funds: Test By Time 


One of the latest woes of equity in- 
vestors in India was the share allotment 
mix-up in the issues of some public sec- 
tor units. Thousands who subscribed to 


the offerings of PTC India and ONGC | 
went through an ordeal for four months. | 


It's only now that they have started get- 
ting their refunds or proper allotments. 
Some of them told us it wasn't an easy 
process at all. 

Kapil Garg of Delhi had invested Rs 


82,000 in ONGC shares through two ap- | 


| Sebi and ONGC, he got the refund and | 
allotment in July. We learn that interest | 





Venkatswamy Srigadi cLaims ICICI Bank seized his mobike unfairly. The 
bank begs to differ. The two are slugging ít out in a consumer court 


repeated mails to MCS (the registrar), 


cheques for late refunds have also been 


| issued in some cases. But what about 





the notional loss? The ONGC share is 
now trading about 7 per cent off its cut- 


Similarly, K. Rohidas Sharma had 
filed for redemption of 60,061 UTI Mas- 


tershare units on 14 January 2004. But | 


his units were redeemed later, on 22 Jan- 
uary, when their value had fallen 9 per 
cent from when he had filed, resulting in 


| aloss of over Rs 1 lakh to Sharma. 


Delay in payment is deficiency of 
service: Consumer courts have, in the 
past, upheld the principle that a delay in 


| paymentisa deficiency of service. Nisha | 
| Singhal had bought units of a UTI (erst- 


while) scheme that matured in 2001. 


| She got back the amount in July 2003. 
The state commission ordered 10 per | 


cent interest to be paid for the delay pe- 
riod. Such a judgement bodes well for 
the likes of Garg and Sharma. 


be justice at all. Though consumer cases 
at the district level usually take 6-8 
months, those at the state level and the 


| national commission take much longer. 
Since their inception in the late 1980s, | 








district forums have disposed most of | 
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the cases brought to it (87 per cent), 
comparable with a lesser share dis- 
posed of by state commissions (65 per 
cent), or the national commission (76 
per cent). Among the state commis- 
sions, those in Rajasthan, Kerala and 


| Andhra Pradesh have the highest rates 


of disposal of cases. 
To ensure speedy justice, the Con- 


| sumer Protection Act was amended last 


year to stipulate that all disputes have to 
be settled within 90 days, and that the 
district forums should not adjourn 
cases; wherever an adjournment is 
given, the reason should be recorded. 
We have seen that often just a call for 
consumerism puts the financial service 
provider on its toes. Adite Chatterjee, 
who faced problems while extending 
her home loan with a foreign bank, got 
her account of anguish published by 


| VOICE, the Delhi-based consumer or- 
| ganisation. The bank promptly ad- 


dressed her complaint. 
So do you, the financial consumer, 
want to continue bearing the pain? We 


| guess not. What are you waiting for? Pick 
A judgement delivered late may not | 


up your cudgels! m 


(Some names have been changed.) 
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MANY people want to contribute to | 


charity. Some want to go beyond sending | 


a cheque or ad hoc work. For them, form- 
ingachartable trust is an option. A group 
of readers sent in queries asking about 
the rules, regulations and tax implica- 
tions of charitable trusts. If you want to 


do something similar, the answers here | 


should get you started. 


We both work in an IT company, 
and have decided to open a charity 
account to contribute some percent- 


age of our earnings. We want to con- | 


tribute to uplifting rural school infra- 
structure and computer education. 
We want to help rural schools or or- 
phanages which are not getting 
enough funds or media attention. We 
have no idea about the rules and reg- 
ulations, and want to know about the 
legal procedures. Does the common 
account fit this purpose? Do we need 
to form a charitable trust? If so, what 
is the procedure? 

Kannan Ramasubbu, Mumbai 


The contributions made by you to rural 
schools and orphanages will be eligible 
for deduction under Section 80G, pro- 
vided that the rural schools and orphan- 
ages to which you are contributing are 
registered under Section 80G of the In- 
come Tax Act. But presuming that such 
rural schools and orphanages are not 
registered under Section 80G, or pres- 
uming that you want to spend the mo- 
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Charity and taxes 


ney yourself like buying books and | 
blankets, or providing services to such | 


schools/orphanages, or if you want to 
run a facility yourself, you need to form 


a trust or a registered society and get it | 


registered under the Income Tax Act. 
Creation Of Trust/Registered Society: 
For creation of a trust, you need to form 
a trust on stamp paper and get it regis- 
tered with the district registrar. In the 
trust, you need to spell out your objec- 


said property, i.e., either a copy of the 
electricity bill or water bill or the like. 

A fee of Rs 50 is to be submitted 
along with an application on a plain pa- 
per for grant of registration under the 
Societies Registration Act. On grant of 
registration under the said Act, the soci- 
ety can move for seeking exemption un- 


| der the Income Tax Act. 
| Procedure For Registration Under The 


tives and the names and addresses of | 


trustees and the beneficiaries. 
Alternatively, you may form a regis- 
tered society to carry out the charitable 


work. To create a society, first prepare a | 


Memorandum of Association and the 
Rules and Regulations of the Society. 
Three copies of the same, together with 
the following documents, are to be sub- 


mitted to the Registrar of Societiesto get | 


| registration under the Societies Regis- 
| tration Act, 1860: 


(i) Address proofs of the desirous 
members of the society. 


(ii) A no-objection certificate from | 
the owner of the property at which the | 


registered office of the society is to be 
situated. 





(iii) A proof of the ownership of the | 


| IncomeTaxAct: 


The income of the trust/society will be 


| exempt under Section 11 and 12 of the 
| Income Tax Act provided the trust/soci- 


ety secures registration under Section 
12AA, which is a prerequisite for getting 
the exemption. The application for reg- 


| istration under Section 12AA is to be 


made in Form 10A to the income tax 


, commissioner [in case the application is 


made in Mumbai, Kolkata, Chennai or 


| Delhi the application is to be made to 
_ the Director of Income Tax (exemption)] 
| within one year from the date of the cre- 


ation ofthe trust or society. 
Where the total income of the trust 
or society is more than Rs 50,000 (before 


claiming exemption) in any financial 


year, the accounts of the trust or society 
for that year have to be audited by a 


Tax benefit of charity/trust registration 


If a charitable trust registered under sections 12AA and 80G, and gets donations of 
Rs 10,000 each from 100 persons without direction for those amounts to form part 
of the corpus of the trust, and Rs 1,00,000 as donation with a specific direction for 
that amount to form part of the corpus of the trust, then the position under the 


Income-Tax Act shall be as under: 


Total receipt of donations by the trust 
Less: Donation with specific direction 





Less: 15% of the income free from application 


Balance: To be used for charitable/religous purposes in 
the current FY or the following FY in order to be exempted 





Rs. 11,00,000 
Rs. 1,00,000 


Rs. 10,00,000 


Rs. 8,50,000 





The donors to the trust can avail of deduction under section 80G 
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chartered accountant. The returns for | 
the income, along with the report of the | 


audit in Form 10B signed and verified by 
a chartered accountant, has to be filed 
with the tax authorities. 

The commissioner, on receiving the 
application for registration of a trust or 
society, asks for documents or informa- 
tion. After satisfying himself about the 
objectives and the genuineness ofits ac- 


tivities, he passes an order in writing | 
registering the trust or society, or, ifheis | 


not so satisfied, passes an order in writ- | 
ing refusing to register the trust or soci- | 
ety. But no order refusing the registra- | 
tion shall be passed unlesstheapplicant | 
has been given a reasonable opportu- | 
= nityofbeing heard. Every order granting | 

-or refusing registration has to be passed | 
before the expiry of six months from the | 
end of the month in which the applica- | 


tion was received. 

Exemption Under IncomeTax Act 
To Charitable Trust/Society: 

section 11 of the Income Tax Act, 
1961, provides for an exemption to | 
charitable and religious trusts/so- 
cieties in respect of income de- 
rived by them from property held 
for charitable/religious purposes. 
All donations received by a trust/ — 
society form a part of the total in- 
come of the trust/society for the 
year in which donations are re- 
ceived. But donations received with the 
specific direction that it shall form part 


ofthe corpus of the trust/society are ex- | 
empt from Income Tax for the society - 


provided the trust/society is registered 
under Section 12AA. 

Under the Income Tax Act, 15 per 
cent of the current year gross income 
of a trust/society is exempt under Sec- 
tion 11. The balance of 85 per cent, in or- 
der to be exempted, must be applied to 
charitable/religious purposes, as per 
the objects of the trust/society in the 
previous year. 

But what happens if, in a year, the in- 


ety is Rs 10 lakh during the financial year 
2004-05, out of which only Rs 6 lakh is 
received during the year. Assume that in 
2004-05 the trust/society spends Rs 4.5 
lakh on charitable/religious purposes. 
The entire income of the trust, that is, 
Rs 10 lakh, shall still be exempt provided 
that Rs 4 lakh is spent in the year of re- 


ceipt or the next year. (Such an option is - 
to be exercised in writing before the ex- | 


piry of the time allowed for furnishing | 


the income returns.) 

Also, it is possible that 85 per cent of 
income could not be applied during the 
financial year for charitable or religious 
purpose due to some other reason. For 


come of the trust (Rs 10lakh) shall be ex- | 
5.5 lakh ir in | 


ome if the trust e Rs 5 


Trust or society 


donors may 
avail of a tax 


deduction of up & 
to 50% of the 
donation 


come applied to charitable or religious — 
purposes in India falls short of 85 per - 
cent of the total income of the year be- | 


cause some of that income has not been | 
received during that year? This can be - 
| previous year to 31 March 2004 and the | 
lakh on - 


best understood through an example. 


e 2 : de sand 
Consider the income of the trust/soci- | 


2005-06. Here also, the option is to be 
exercised in writing before the last date 
of filing of returns for 2004-05. 

Thus where 85 per cent of the in- 
come referred to above is not applied to 
charitable or religious purposes in India 


charitable/religious purposes, then it 
can accumulate/set apart Rs 6.5 lakh for 
a specific purpose, e.g., buying comput- 
ers, building a school, etc. However, 
such amount needs to be spent by 31 
March 2009, and in that case the entire 
income of the trust shall be exempt. 

The forms and modes for investing 
or depositing the money so accumu- 
lated is given in section 11(5). For exam- 
ple, the investment can be in Central or 
state government securities, the post 
office saving bank, etc. The funds of the 
trust/society are also to be invested as 
per Section 11(5). 


| Registration Under Section 80G: 
example: consider the income of the | 
trust/society is Rs 10 lakh and the | 
trust/society has spent only Rs 3lakh in. | 
2004-05. In such a case, the entire in- | 





during the same year, such income so | 


accumulated or set apart shall not be 
taxable in that year provided the 
trust/society specifies in writing to the 
assessing officer the purpose for which 
the income is being accumulated or set 


apart, and the period for which the in- | 


come is to be accumulated or set apart. 
This period shall in no case exceed five 


years, and the money so accumulated or | 


set apart should be invested or de- 
posited under the manner specified in 
section 11(5). Therefore, if the income 


———— ae > 


ofa trust/society is Rs 10 lakh during the | 


trust/society spends only Rs 2 
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The trust/society can seek registra- 
tion under section 80G by making an 
application in Form 10G to the com- 
missioner in triplicate. The applic- 
ation has to be accompanied by the 
following documents: 

. . (i) Copy of the registration 

. - granted under Section 12A; 

—' (ii) Notes on activities of the © 
~~ trust/institution or funds since its - ES 
.. inception or during the last three p 
- years, whicheverisless; - oo 
. . (iii) Copies of. accounts of the uL 


Ts institution or fund since its incep- P 


| tionorduringthelastthreeyears, 
. whichever isless. — E 

The condition stipulated ino 
(i) above can be dispensed with 
in case the registration under Section 
12A and under Section 80G is sought and 
thesame is granted at the same time, 

By registering under Section 80G, 
the persons making donations to the 
registered trust/institution can avail the 
deduction under Section 80G. The de- 
duction available is to the extent of 50 
per cent of the donations made subject, 
toa maximum of 10 per cent of the gross 
total income ofthe donor (as reduced by 
the amount of income not subject to tax 
or for which a deduction is available to 
the donor). 

The querists should consider for- 
ming a trust/society and registering 
under Sections 12AA and 80G of the 
Income Tax Act. Ld 
The author is a practising chartered ac- 

countant and a tax expert. Send your 
queries to tax@bworldmail.com. 
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If there is one banking product that 
has changed the lives of many 
people, it is the home loan. At HDFC, 
while 82 per cent of customers still 
opt for floating rate loans,18 per cent 
of customers now choose fixed rate 
loans. That is more than double the 
percentage twelve months ago. 

Renu Sud Karnad, executive 
director, HDFC, tells BW's Ashish 
Aggarwal about the trends in the 
home loan market from HDFC's 
point of view. Excerpts: 


What are the customers choosing when 
they are taking home loans nowadays? 
How does it compare with the trend a 
year ago, and does it point to a change? 

^ Enquiry levels on fixed rate loans 
have gone up. But even today, a majority 
of housing finance customers are opt- 
ing for floating rate. That is because the 
differences between the floating rate in- 
terest and the fixed rate interest have in- 
creased. While the floating rate loans are 
at around 7-7.50 per cent, the fixed rate 
loans are at around 8.50 per cent (fixed 
rate means the rate cannot be changed). 
Another option under fixed rate is 
where the lender reserves the right to 
change the rate in case of extremely ad- 
verse conditions. This is what all major 
players offer and promote as a fixed rate 
loan, which is different from the real 
fixed rate loan, which HDFC is offering. 
Our variable interest rate is 7 per cent 
onwards. Even if it increases by 25-50 





D 
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basis points, the increase in 
EMI will be about Rs 25-30 per 
lakh of loan. Customers still 
want to ride the interest rate cy- 
cle and go for variable rate loans. 


People get an impression [across 
financial institutions (FIs) and banks] 
that floating rates are not floating when 
rates are falling and fixed rates are not 
fixed when the interest rates are looking 


to rise. Are you doing anything to change | 


that? Is the industry doing anything? 

™ We agree that this confusion exists 
in the market. Let’s take a look at the 
second part of your question first. We 
at HDFC are offering two options under 
fixed rate loans at differential rates: one 
where HDFC has a right to increase 
rates only in the event of extreme volatil- 
ity in the money market conditions, and 
the other at a slightly higher rate where 


| therate is fixed for the entire term. (Only 


HDFC offers this product) Other major 
players in the home loan market offer 
only the first option, i.e. fixed rate loans 
with a right to increase the rate in case 
of adverse money market conditions or 
even changes in their internal policies. 
Also, the floating rate in our case is 


(RPLR). During the last four years, we 
have revised our RPLR downwards 13 
times — from 13.50 per cent to 9.75 per 
cent — while most of our competitors 
have done so only about five times. 


How have the interest spreads been mov- 
ing for the home loan portfolio in 
the last three years for HDFC? Is there 
likely to be pressure on the spreads 
going forward? 

^ Our spreads increased from 1.8 per 


cent in 2001 to 1.96 per centin 2002,2.15 | 


per cent in 2003, and further to 2.20 per 
cent in 2004. The key reason for stable 
spreads is that our fixed rate loans are 
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funded by fixed rate liabilities, and float- 
ing rate loans by floating rate liabilities. 
Consequently, any movement in inter- 
est rates will not impact our spread. 


— There have been talks about an in- 
crease in riskon the part of various banks 
and FIs because of increased exposure in 
the real estate sector and possible non- 
performing assets. Is that a worry now or 
in the next one to two years? 

A recent Crisil study on the housing sec- 
tor's profitability has high-lighted the is- 
sue of high NPLs (non performing 
loans). Crisil estimates industry NPLs at 
3.3 per cent. This report specifically ex- 
cludes HDFC from its study, since 
HDFC's gross NPAs have always been 


, very low (less than 1 per cent) and could 


have skewed the report. 

Some of the other players, when 
they were pricing their housing loans, 
believed that there would be no non- 
performing assets (NPAs) or very low 
NPAs. They have experienced a lot of 
frauds perpetuated by people seeking 
housing loans. Players who have exp- 
erienced a spurt in NPAs may have to 
re-look at their pricing strategy in order 


| to maintain adequate returns. 
linked to our retail prime lending rate | 


In which markets do you see big growth 
coming for property mortgages in the 
next three years? Or, do you see a slow- 
down in growth? 

— Apart from the major metros, we ex- 
pect growth to come from relatively 
smaller towns such as Noida, Farid- 
abad, Pune, Coimbatore, Jaipur, Trichy, 
etc. The reasons for this are cheaper and 
easier land availability, and businesses 
moving or starting fresh projects in 
these towns. E 





For the full text of the interview 
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I am in my early 30s and want to 
invest for my child's higher educa- 
tion. My child is five years old. 
Would mutual funds be a safe bet? 
— Alpana Chaudhary 

Planning children’s education early 
helps. Your child has 15 years to go be- 
fore his higher education. It would be 
advisable to invest at least 70 per cent of 
your funds in diversified equity funds. 
Invest the balance in fixed income in- 
struments like RBI/GOI bonds and PPE 
You may be aware that there is no guar- 
antee of returns on mutual funds, but 
you can assume an average return of 8- 
12 per cent p.a. over this time frame. 

Among diversified equity funds, you 
could look at Franklin India Prima, 
HSBC Equity and HDFC Equity Fund. A 
systematic investment plan for the gro- 
wth schemes of these funds is advisable, 
as you would get the advantage of rupee 
cost averaging. Also remember to evalu- 
ate your portfolio every six months. In- 
vestments have to be re-allocated as as- 
set class valuations keep changing. 


I already own diversified equity 
funds. Should I invest in the recen- 
tly launched theme-based funds? 

— Neeraj Palkhiwala 
Indian stockmarkets have cyclical mov- 
ements when it comes to sectors with 
periodic and sporadic movements in 
valuations. The risk-reward ratio does 
not justify the additional risk of invest- 
ing in sector-specific stocks. We have 


A 
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seen volatility in sectors such as tech- 
nology, and oil and gas. In Indian mar- 
kets, which are relatively shallow, down- 
ward movements in sectors create panic 
and a herd mentality in the short term. 
Banking sector funds is a case in point. A 
sudden and sharp increase in interest 
rates have caused a drop in bottomlines 
ofall banks. This has and will further de- 
preciate banking stock valuations. 

The trick lies in identifying sectoral 
movements in advance, investing in 
troubled times, waiting for the sector to 
catch the fancy ofthe markets, and then 
selling. This is not easy. Even mutual 
funds enter the sectoral game late, and 
float funds only after the sector has seen 
an upward movement. 

Diversified funds are inherently 
safer (See 'Being Selective: Does It 
Help’). Exposures to sectors in ‘favour’ 
automatically increase or decrease to 
take advantage of the trends. I would 
suggest investments in diversified funds 
than in sector- or theme-based funds. 


I am a 65-year-old retired defence 
services officer. | am financially 
secure, having adequate NSCs and 
post office monthly investments. In 
early 2000, I invested in the IPOs of 
two technology funds, namely Pru- 
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Alliance New Millennium 
Franklin Infotech 
Pru-ICICI Technology 
BSE Tech Index 


Franklin Pharma 
UTI Pharma & Health Care 
BSE Health Care Index 


Franklin FMCG 
Pru-ICICI FMCG 
BSE FMCG Index 


Franklin India Bluechip 
Franklin India Prima Plus 
HDFC Equity 

BSE Sensex Index 
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dential ICICI Tech Fund and Alliance 
New Millennium, which I hold to 
date. Their net asset value (NAV) is 
Rs 4.83 and Rs 6.39 respectively. - 
I have a lot of faith in the long-term 
prospects of the technology sector, 
but am not sure if their NAV will 
come up to their par value of Rs 10. 
Would you recommend holding 
onto these funds? 
— Sanobar 

I wouldnt know the extent of your 
knowledge on the technology sector. 
Butone must not have too much faith in 
this sector because of the common en- 
dowment bias, which affects most inve- 
stors. Because of the endowment bias, 
investors overvalue stocks or funds that 
they hold, and are overconfident of the 
performance ofthe company or sector. 

So if you do not have specific knowl- 
edge of the sector, I suggest you switch 
to diversified funds. These funds now 
have a 12-20 per cent exposure to the IT 
sector. But, if you have good knowledge 
of IT and are bullish with a long-term 
perspective, I don't see why you should 
get out ofthe tech sector funds. x 


The author is director and CEO of 
Parag Parikh Financial Advisory Services. 
Send your queries to pf®bworldmail.com. 
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Checking financial health 
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WHILE stock markets go up and down, 
it makes sense to look up the financial 
statements of the scrip you hold or wish 
to invest in. You need to treat your invest- 
ments as financial babies. After all, you 
expect them to take care of you when 
you're older. So check their health regu- 
larly especially stocks. : 


oo many things influence a com- 
panys share price — like liquidity 
ofscrip, the economy, political situ- 
ation, industry outlook and quality of 
management. But a three-point check 
is enough to give you some indication 
oflong-term health. These points are: 
the return on capital employed (ROCE), 
its profit margin, and how much free 
cash the company is generating. They 
tell you how the company is faring and 
help you question the movement of the 
companys share price. Remember to 
analyse the three criteria together. 
ROCE is the rate of return on the 
money invested in the business. If com- 
pany A earns 12 per cent and ‘B’ is 
earns 15 per cent, there should bea 
good reason for choosing ‘A’ If vou can 
earn 6 per cent in fixed deposit, then 
whatis a company doing earning just 
9-10 per cent? Find out if over the last 
few years the ROCE is going up, down 
or nowhere. Profit after tax divided by 
long-term capital gives you ROCE. 
Long-term capital is paid-up capital 
and reserves added to long-term debt. 
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What about the profit margin? Operating margin tells you how profitable the sales 
are. This is irrespective of whether the company sells 1,000 units or just 10. It doesn't 
tell you ifthe company has one client or 50. But you will know that the company is 
in the volumes game if the operating margins are low but total amount of profit is 
large. If the margins are high, then compare it with its peers. A high operating mar- 
gin compared to its peers over time means that the company is doing something 
right that others are not. So what is the competitive strength? Will other players 
catch on quickly and force the operating margins to go down? 

Check for free cash flow. After all, cash is king! And profits do not accurately reflect 
how much money is going into keeping the company and business in shape by way 
ofinvestments in fixed assets and projects. Also, profits can be subjected to ac- 
counting tricks, while cash is the real money. You will find the cash flow statement 
in the annual report. From the cash from operating activities subtract the cash spent 
on fixed assets and projects and acquisitions. This is the free cash that the company 
can invest for strategic growth. Low or negative free cash does not necessarily mean. 
that the company is doing badly. For example, companies in their early years can 


Pharma companies: a healthy bunch 
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on these criteria: ROCE > 10%, 












E 686 27.5. 
Chosen from BSE Healthcare Index operating margins > 1096 and return on assets 
| > 5% for last 5 years. ROCE: Return on capital employed, ROA: Return on assets. Ranked according to ROCE 
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invest huge cash in projects, especially companies in the infrastructure sector and 
those setting up large manufacturing facilities. A negative or low cash flow might 
indicate that it will take some time before the company starts earning spare cash. A 
company churning out large free cash is definitely low risk, but if the stock price is 
very high then this baby is probably running a risk for you. That's when referring to 
ROCE and operating margins is helpful. If they are better than industry peers, then 
you can book profits or stay put. 


_ Does the company pay high dividends? Analyse this in the context of the ROCE and 
| freecash flow. Ifthe ROCE is high, and the company is investing heavily into growth 


(through capital expenditure in assets and acquisitions) then it has a good reason 
not to pay high dividends. Conversely, if it is paying high dividends then it might be 
running out of ideas. So keep a tab on the news on growth taking place in the indus- 
try and what the company is doing, If you cannot get the annual report, be an on- 
line warrior. There are many research reports available on financial portals such as 
moneycontrol.com. And bug your broker too. E 
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HR Lab for Applied Behaviour Sciences - 


Charting a new initiative in HR Management 


he definition of workforce has undergone significant changeinthe  Thereisagrowing trend towards outsourcing of HR functions, increased use 
2]* century. The traditional labour - factory workerisincreasingly ^^ ofextemalconsultantsall of whom mustintegrate with the business and un- 
being replaced by the knowledge worker, workers whoare derstand the objectives of the organization. The HR manageris the 
alsoshareholders of the company. Apart from the physical capital it facilitator who should possess the sensitivity.” 
is the intellectual capital, the pool of human resource (HR) talent A i VP ANT E SRE : 
within theorganization which is considered the wealth of the com- a Sr Ni wee nee, es lian sa 
e skillsand students with social sciences background are ideally suited 
pany. A traditional MBA doesnottacide allrequirements of IR func- forit. But given the predominance of mathsin almostall entrances 
tionsin totality. Itis to plug thisniche created in the industry that Rea inl : disadvantage The MBA-HR ans 
The HR Laboratory for Applied Behavioural Sciences (HR LABS) JE ADAE b eni dillsofapelied behavicurel 
was conceptualized and launched by EMPI. An international net- da aT d * 
ked centrethatbrings together contemporary indus- sciences, the social scientist on the other hand trains to be a 
try and Tite for professionals who synthe- behavioural scientisthasa low exposure tobusiness education. This 
size Management, Applied Behavioural Sciences, Information mena e sodes sete 
T ultural t i EMPIBusinessschool - the base Institutionis located at Cha 
echnology, Cross-Cultural Managementand Consulting Skills. The ttarpur 
Centre has launched The Post Graduate Diplomain Human Resourceand in theoutskirtsof Delhi. Itstands apart inidentifying market driven areas for 
Talent Management, a masters level programme management education, training, research and consulting. Its associates in- 
m A , dudeGLOBE programme, The 


with this objective. -— 
Anindustry endorsed programmeit has behind it ~ Wharton School, the Japanese 
Multinational Enterprise 


stalwarts of the Indian HR movement, Dr. Uday 


elitpi 
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Pareek, T V Raoand Anand Prakash. As Dr. Pareek, im Study Group, SAA University of 
former Professor IIM Ahmedabad and Chairman a" Turin. Similar arrangements 
ofthe Academy of Human Resource Development, arein the pipeline for HR-LABS. 
Ahmedabad says, “the courses as designed donot The PG HR-TM programme 


HR LABS flagship course 

we ' js a master's level two year 
full time programme slated for launch in end September. For 
further queries visit our website : www.empiindia.com 


cater to the industry. We have to take into account 
new directionsin HRD. The goalis to developnew LABS, EMP 
leadership at alllevels and management of change with a aT a 
Ashok Narain, Exec VP-HR, Pepsi says, “the HR fraternity is large. 
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Repayment options 





I am studying motorsport vehicle dy- 
namics in London. | have been passi- 
onate about motorsport, and with 
age my ambition to get into it has 
intensified. | took a Rs 14-lakh loan 
to pay for my education and stay in 
the UK. Being from a middle-class 
home, my family could not afford it 
but mortgaged our house for my ed- 
ucation. | realise now what a fool I 
have been. My course finishes in 


September this year, and my visa ex- | 


pires in January. I will try to find work 
here, but in case I don't I will have to 
return to India. Will it be possible to 


| 


from your taxable income. An income of | 


Rs 20,060 per month may not suffice to 
pay off the EMI. 


There are several opportunities in | 
your area of specialisation such as work- | 


ing for auto manufacturers or ancillary 


units as an engineer. The TVS group, | 
Hyundai, Honda, Kinetic Engineering, | 


Elgi, Delphi, Tata Motors and Bajaj are 
some companies that would be rele- 


vant. Software companies related to this | 


industry are another option. A better 


option, in fact, would be to apply fora | 
job in dealerships in the Middle East | 


(jobs there pay more). These positions 


| have to do with sales or service. MRF 


repay the loan if I work in India? I thi- | 
|, me one, saying I have to approach a 


nk l'Il have to earn about Rs 20,000 
to pay the EMI. Please advice. 
— Nikhil Eldurkar 


The repayment period for loans, whose | 


maximum tenure is seven years, com- 
mences one year after the educational 
course period or six months after you 
secure a job. The EMI depends on the 
tenure you choose to repay the loan — 
it would be higher if you choose a 
shorter period. 

A shorter repayment period re- 
duces your interest cover over the 
term of the loan. There are usually 
no hidden costs, and no pre-pay- 
ment penalties if you pre-pay your 
loan amount. The EMI payable 
would work out to about Rs 19,000 
(Rs 228,000 p.a.). You can claim tax 
exemption u/s 80E up to a maxi- 
mum amount of Rs 40,000 p.a. 





| 


and JK Tyres have a motorsports divi- 
sion, and spend a good bit on motor- 
sports. Get started on something now. 
Later, you can work at picking up 
jobs in motorsports. By then you could 
even restructure your loan. Your bank 
would be willing to restructure the loan 
once they know you can pay it back. 


| am a production engineer doing my 
PGDM at Alliance Business Academy 
in Bangalore. | need an education 
loan, but banks here refuse to give 


bank of my native place, i.e. Bihar. I 
still want to take a loan from Banga- 
lore because I can't go to my native 
place to process the loan. How can I 
go about it? 

— Kislay Kumar Sharma 
The documentation required to process 
education loans is quite simple. It is pos- 
sible that a loan amount of less than 


Students often worry about 


the EMI of their education 
loans. Much of the 


homework needs to be done 


while choosing the tenure 
to repay the loans 





BUSINESSWORLD 136 6 SEPTEMBER 2004 








Rs 25,000 would not require more than 
just basic documentation. This will typi- 


| cally need your father's income tax retu- 


rns across a couple of years, references, 
guarantors, proof of permanent resi- 
dence, proof of course enrollment, aca- 
demic performance, etc. You could get 
this in Bangalore at a stretch, provided 
existing bank accountholders refer you. 

Your concern is valid. No bank is 
likely to provide you with a higher loan 
out of Bangalore, should property be a 
collateral. But your parents could apply 
for a loan out of Bihar. That would be 
simpler. Let me, however, point out here 
that collateral doesn't have to be re- 
stricted to property. Jewellery, NSC, RBI 
bonds and a car would be acceptable to 
many banks. In this case, you could get 
yourself a loan in Bangalore itself. Re- 
member, relevant information would 
relate to both the guardian and the stu- 


| dent when the loan is taken jointly. You 
| would need to furnish the following 


documents with the application form: 

ll Mark sheet of last qualifying exam for 
school and graduate studies in India 
@ Proof of admission to the course 


| IM Schedule of expenses for the course 


lil Copies of scholarship letter 
@ Two passport-size photographs 
lll Statement of borrower's bank acco- 


| unt for the last six months 


W Income tax assessment order not 
more than two years old 
lll Statement of assets and liabilities. 
Also look at off-the-line banks that 
might be more willing to provide a loan. 
The bank your family deals with would 
be a good starting point. The Bank 
of Indore, State Bank of Bihar, 
Jammu and Kashmir Bank are 
banks that have aggressive educa- 
tion loan policies. Approach them 
through their branches in Banga- 
lore. Good luck in your hunt! ES 
Vasu Krishnamurthy is the direc- 
tor of Allegro Capital Advisors, 
headquartered in Bangalore. 
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fm Indian Institute 


of Forest Management 


The Institute 

IIFM, established in 1982 by the Union Ministry of Environment & Forests, is a premier management institute in the 
development sector, unique of its kind not only in India but also in Asia. Itis situated in a sprawling 200 acre lush green 
campus with modern infrastructural facilities of high standards and strong international linkages. The institute is 
engaged in Education, Research, Training and Consultancy in the field of Natural Resource Management with 
specific reference to forestry, environment and rural development. 

Education 

The institute is offering a Master's level Post Graduate Diploma in Forestry Management (PGDFM) recognized by the 
Association of Indian Universities. Students are admitted in this course through the CAT Examination followed bya 
Group Discussion and Personal Interview. All students of this program get placed through campus. Alumni are working 
in leading organizations like World Bank, IUCN, UNESCO, Siemans, TCS, WWF, PRADAN and many more. 

The institute is also offering a M.Phil level Post Master's Course on Natural Resource Management (MRM for those 
who have a research aptitude in the field of Natural Resource Management. Admission to this course is through 
application followed by Presentation and Personal Interview. The Institute is also a recognized research centre for the 
Ph.D. programme ofthe Forest Research Institute (Deemed University), Dehradun. 

Training, Research & Consultancy 

The institute offers short term refresher courses known as Management Development Programmes (MDPs) to working 
executives of govt., non-govt. and corporate sectors in the field of Natural Resource Management. 

The institute undertakes various research and consultancy projects sponsored by different national and international 
agencies like World Bank, Ford Foundation, ADB, ITTO, FAO, etc. The research information is disseminated through 
institute's publications like News letters/ booklets/bulletins/occasional papers/case studies/ training 
manuals/published papers in reputed research journals etc. 
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Personal finance 


overed call cues 


the availability of the strike prices on | curs a loss that is Rs 25,000 lower than 
the NSE trading screen. , one that doesn't. The covered call out- 
| performs by 2.15 per cent that month. 

Benefits Over Buying-SellingStocks | Advantage Two: If the stock remains at 
Whenever an investor enters into a | Rs116 by the month-end, the covered 
covered call strategy, he orshereceivesa | call portfolio will make a Rs 25,000 pro- 
fee (option premium). This reducesthe | fit. A shares-only portfolio won't yield 
portfolio risk considerably. Such a port- | any money. The covered call will outper- 
folio outperforms the normal stock- | form again by 2.15 percent that month. 
only (or a futures-only) portfolio, in case | AdvantageThree: The covered call port- 
share prices stay below the sold call | folio would outperform if the rise is up 
options strike price. Since oneisselling | to Rs127.50 at month-end. There is only 
a call, the exchange requires that an ini- | one disadvantage though — if the stock 
NE may recall shortcallop- | tial margin be deposited through a bro- | rises beyond Rs 127.50 (a 9.6 per cent 
tions, discussed in this col- | ker. But since one has bought shares, | rise) bythe month-end, then the shares- 
umn earlier, which is when | these can be deposited as a substitute | only portfolio would outperform the 
one takes upanobligationto | for the initial margin amount. Thus | covered call portfolio. This is because we 

















sell a stock or index at the | thereis no additional cash outflow. _ have limited our upward potential for 
strike price — for a fee (the Assume ‘Mr A on 1 August has | that month to arise up to Rs 125 only. 
premium). A portfolio plan that combi- | 10,000 shares of Hindustan Lever (HLL) | Now, can call options sold for Rs 2 re- 


nes the short call position with a portfo- | valued at Rs 116.30 each. He feels that | ally make us money? Consider the follo- 
lio ofshares or futures is called a covered | during the month, the share price of | wing fact: HLL has fallen by 32 per cent 
call strategy. Investment managers and | HLL will not go above Rs 125. On 2 Aug- | in the last one year. If one had used the 
investors across the globe use this strat- | ust, he sells the Rs 125 strike call option | covered call strategy consistently, the 
egy that involves selling (or writing) call | having a maturity of 26 August for a pre- | loss would have been less than 15 per 





options against a portfolio. | mium of Rs 2.50. Note that the premium | cent (after taking into account the pre- 
The covered call strategy is some- | is about 2.15 per cent of the share value | mium received on the call options sold). 
what similar to the usual buying and | (derived after dividing Rs 2.50 by This strategy is best suited for shares 


selling of stocks. The difference is that | Rs 116.30, and multiplying the quotient | that move up slowly or are stagnant. 
here one agrees to sell one's stock at | by 100). The HLL lot size is 2,000 shares, | Government shares usually form part of 
a certain fixed price (strike price) in fut- | so he sells five lots of the specified call | anyinvestor's portfolio. One can do cov- 
ure. An investor may fixselling priceat2 | option. The inflows from selling them | ered calls in stocks like MTNL and 
per cent above the current price oreven | would be to the tune of Rs 25,000. ONGC that give good dividend and are 
10 per cent above the current prices | Advantage One: If the stock keeps fall- | fundamentally sound. In months when 
depending on his bullishness, subjectto | ing, the portfolio with covered callin- | one expects a sharp rise in stock price, 
one can sell call options that are more 








Four-step guide to covered call option | than8-10 per cent higher than the cur- 


rent market price. Generally, invest- 











E Keep track of your shares. Make sure no major event has occurred that may affect ment portfolios have different stocks 
the fundamentals of the company. Usually you may not bother about the fundamentals | including those unavailable in the deri- 
while choosing a derivatives strategy. But never do a covered call on a fundamentallyun- | vatives segment. One can then sell Nifty 
sound company. | call option contracts against such a 
lll Avoid volatile shares. Opt for shares that rise gradually or move in a range. | portfolio in an appropriate proportion 
ll At the end of any month, sell only the near-month options and not the mid-month to the portfolio beta. For more on the 
ones. For example, at the end of July one should sell the August-maturity call option and | Nifty strategy log onto this column on 
not the September-maturity one. It can be mathematically proved, and has also been www.businessworldindia.com. D: 
seen that one usually makes more money this way. Nu ME LAS AIE A yee M 4 
lll Leave room for the share price rise: selection of strike price must depend on the view Vineet Bhatnagar is MD, Refco Sify. 
of the share price, and not on the yield by selling the option. The best-sold options are | Send your queries to 


those that don't get exercised against you — not those that give you higher upfront fee. pf bworldmail.com. 
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Mutual funds 
Assets Return Return . Return ‘Best ir Worst Lyri eee ACTIYRY gum " 


(Rs crore) yo der SIP yr relum return 


EQUITY: DIVERSIFIED g 


HSBC Equity TOP 15 SHARES BOUGHT 
RelianceGrowth tseo 
Franklin india Prima Satyam Computer Services 
Reliance Vision infosys Techriologies | 
DSPML Opportunities | | Bharat Electronics 

PCL 


Best and worst returns calculated since launch of the scheme 
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Gujarat Ambuja Cements 

| Divi's Laboratories 

| Hindustan Lever 


Nestle india 


Best and worst returns calculated since launch of the scheme 
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HYBRID: MONTHLY INCOME T | 


FT India MIP 
DSPML Savings Plus Mode. ; MINL 
Alliance MIP | HPCL 


Returns as on 24 August 2004. "Portfolio data (asset s size, average maturity and Composition) à as BPEL 
on 34 July 2004. Fund returns (in %) are annualised, except for the six-month period (absolute). | (T ta Mot 
Schemes with the largest corpus (and not having a single investor with more than 2595 of assets) a "S 
are ranked in order of 1-year returns. SIP (Systematic Investment Plan): Returns on Rs 1,000 | Data based on funeduty 2004 duin of 
invested on the 10th of every month in the scheme for the last 12 months. ; all open-ended funds 
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BROWSING 


L.C. Singh, 
President & CEO, 
Nihilent Technologies 


Iam reading an engrossing book 
written by Nobel Prize winner and 
master storyteller Jose Saramago, 
called BLINDNESS. 

Blindnessis a compelling tale 
narrated in Saramagos inimitable 
style, translated by Giovanni Pon- 
tiero. It describes the chaos and 
brutality that result when an epi- 
demic of white blindness strikes a 
city. Itis a cautionary tale and a grim 
meditation on human nature. The 
book gives a startlingly deep insight 
into human nature against the 
backdrop ofthe artificial or even su- 
perficial cultural exterior of a phoney 
civilisation. It propels you to see the 
‘emptiness’ of the ‘human mind’ and 
brings out the deep-rooted vulnera- 
bility of our race. I recommend this 
booktoanyseriousbooklover E 


ALERT 


The Weekenders: Adventures 
in Calcutta 

Edited by Andrew O'Hagan 
(Ebury Press) 





== Seven authors, three 
= scribes and a former 

= England cricket captain 
descend on the ‘dying 
city’ for five days or so. 
They bring their post- 
colonial medikits too. 
Diagnosis: the patient 
is alive but not kicking. These 
fictions do surprise, but in all, it’s 
not the promised 'tone-poem', 
but a blood pressure chart of this 
300-year-old patient. 








PARANJOY GUHA THAKURTA 


ANY _ businesspersons 
operate on the premise 
that since competition is 
tough, if not brutal, nice 
guys would invariably fin- 
ish last unless they bend 
the rules. Such individuals also believe 
that corporations cannot afford to be 
overly moral, and that a firms reputa- 
tion is not a long-term strategic asset 
that generates profits. Building Reputa- 
tional Capital questions these assump- 
tions and draws attention to a com- 
pany’s intangible reputation. 

Written in the wake of the collapse of 
the energy giant Enron that was, in turn, 
followed by the fall of the company’s 
auditors Arthur Andersen and then, 
like ninepins, Global Crossing, World- 
Com, Aldelphia and Tyco, Jack- 
son asserts that “corporate 
credibility is the business 
issue of today”. His re- 
search indicates that the 
annual loss of ‘reputa- 
tional capital’ on account 
of unscrupulous corporate 
conduct exceeds the com- 
bined profits of the top 40 
corporations in the US, 
and that “all this economic 





SELECTION 


Laws for the 
digital world 


HIS book looks at both interna- 
tional and Indian cases to com- 
ment on and illustrate, say, what hap- 

pens if someone appropriates the 
name of your company on the Net. 
The book thankfully does not (like 
others ) just quote verbatim from 
sections of the Information Technol- 
ogy Act of 2000. 

Vakul Sharma takes the main is- 
sues and looks at the case law that 
applies to them. An example: the law 
has long held that obscenity lies, liter- 


24^ RT te eee 
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Be ethical 


waste cries out for more than a public 
relations makeover". 

Reputational assets are distin- 
guished from a firm's image in the man- 
ner in which a persons 'character' can 
be differentiated from his ‘personality’. 
A companys reputation may enhance 
its image, Jackson argues, but image 
alone cannot build reputation. He urges 
industry captains to realise the vast ex- 
panse of wealth beyond physical assets. 
What matters are trust, integrity and fair 
dealing — qualities that matter most to 
a business but, at the same time, exist 
beyond conventional measurements of 
the value of the firm. 

Jackson states the short-run costs of 
ethical behaviour at the outset: "Walk- 
ing away from deals tied to demands for 
illicit payments, refraining from push- 
ing unnecessary services on a customer 
or disclosing adverse 


BUILDING | 
REPUTATIONAL 
CAPITAL 


BUILDING 
REPUTATIONAL 
CAPITAL 


ally, in the eye of beholder. A court in 
Tennessee upheld this principle. The 
accused was found guilty of obscenity 
because he was scanning porno- 
graphic material and selling it in a 
state where the community in general 
thought it was obscene. The court 
ruled that such cases have to be 


INFORMATION 
TECHNOLOGY 
LAW AND 
PRACTICE 


By Vakul Sharma 


Universal Law 
Publishing 
Pages: 427; 
price: Rs 350 


Vakt Sharma 











side-effects of a drug 
may all add up to lost 
business opportuni- 
ties. Everybody knows 
that. But the conse- 
quences of ethical fail- 
ure — loss of credibil- 
ity and trust — are 
much greater. They are long-term." 
Despite the recent increases in 
government regulations, corporate 


ethics committees and vastly-net- | 


worked consultants, opinion polls indi- 


cate that public confidence in business | 


and businesspersons is at an all-time 
low. While panning "stuffy and arrogant 


academics" about their “overwrought | 


theoretical concoctions" on corporate 
ethics and social responsibility, the 
author indulges in what he calls 'practi- 
cal suggestions’ that go far beyond 
quick fixes, creation of brand images 


and PR band-aids. He believes a com- | 


pany can increase its competitive 
advantage by turning the prevailing 
climate of cynicism to its benefit. It is 
possible, Jackson asserts, to master the 
art of "balancing financial mandates 
with social imperatives”, thereby over- 


coming the current crisis of confidence | 
| attracting good clients and employees. 


about business. 
As a consultant, Jackson found that 
many company management teams 


heard in the place where the material 
is sold. Needless to say, it has been 
useful in assigning guilt in cases 
where people sell obscene material in 
electronic form. 

Of course, Sharma is not in the 
same class as Lawrence Lessig. 
Lessig's Code And The Other Laws Of 
Cyberspace is difficult for any other 
author to touch. But there are impor- 
tant differences in the markets they 
work in: Lessig works as a new econ- 











KEVIN T. JACKSON, associate pro- 
fessor of legal and ethical studies 
at Fordham University's School of 
Business, is a consultant on busi- 
ness ethics. He is a frequent com- 
mentator on legal and ethical is- 
sues facing corporations and has 
appeared on major TV channels. 


were uncomfortable with the term 


'ethics' since it had negative associa- 
tions and was perceived to be akin to a 
moralistic sermon. Instead, a term like 


‘integrity’ was preferred. He considers | 


the notion that success consists only of 
material accumulation as a 'false as- 
sumption. "Corporations have to rea- 
lise that they are moral agents through 
and through — their character and 
probity are among the most fundamen- 
tal determinants of their financial 


soundness," he writes. e 


For certain categories of firms, for | 


instance, those of auditors, consultants, 
lawyers and investment bankers, a good 
reputation is itself a marketable prod- 
uct. A good reputation can assist a firm 


to command premium prices for its | 
products and services and obtain fresh | 


leverage in negotiating with suppliers, 
creditors and distributors, apart from 


Jackson urges companies to go be- | 


yond the letter of the law in building 


Green: the 
way to go 


HE Energy And Resources 

Institute (Teri) has prod- 
uced quite an inspirational 
tome, CLEANER IS 
CHEAPER: Case Studies of 
Corporate Environmental 
Excellence (Volume 2). The 





BOOKMARK 





and boost profits 


their reputational capital. This capital 
has some resemblance to — and yet 
is quite distinct from — the accoun- 
ting concept of goodwill and the mone- 
tary concept of brand equity. Goodwill 
has a narrow accounting connotation 
that is tied to the value of a corporate 
entity when it is up for sale, while brand 
image relates to its impact on only one 
category of a companys constituents, 
that is, consumers. Reputation goes 
further than these concepts and has 
its roots in the management discip- 
line that promotes fairness in the work- 
place, quality products and services, 
attractive investments for stakeholders 
and good citizenship in communities 
and beyond. 

By elaborating on how reputational 
capital links ethics to the bottomline, 
Jackson hopes his words will not be dis- 
missed as those of a preacher on a pul- 
pit. Interestingly, the only Indian com- 
pany that has been mentioned in the 
book a number of times, and always in a 
favourable context, is the Mumbai- 
based Housing Development Finance 
Corporation (HDFC), LI 


Paranjoy Guha Thakurta is 
director, School of Convergence at 
the International Management 
Institute, Delhi. 


everyone's benefit in the 
long term. Even compli- 
cated technical processes 
are explained clearly forthe | 
uninitiated. 
Take, for instance, Birla 
White Cement. For years, | 
the firm was struggling with | 
dust emission, which af- 
fected both the surrounding | 
neighbourhood and the ma- 
chines of their Khangar 


— 


omy lawyer in the happening US mar- 
ket, while India is behind on simple 
things like broadband usage and 
Internet penetration. Having said 
that, Sharma has done a lot of work 
on this book and it shows. 


VANITA KOHLI-KHANDEKAR 


unit. It came up with an innovative in- 
house solution: it re-engineered the 
cleaning system, and found it could 
actually use much of the dust it was 
emitting as waste. The result: less pol- 
lution, increased production and a 
value addition of Rs 6.2 million per 
annum. How's that for green? 


editors, R.K. Narang, Kapil Kumar 
Narula, Suneel Pandey and Atreyi 
Paul, collected some diverse cases: 
from HLL and Eicher Motors to the In- 
dian Farmers Fertiliser Cooperative. 
The book, with extensive charts 
and graphs, illustrates how environ- 


mentally-friendly practices work to * 


Ye Áo oye 
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"The fuss over Geneva 


AVE we sold out in Geneva? Predictably, 
there was opposition outrage to start with. 
Then, sundry others like former Planning 
Commission member N.K. Singh began to 
sound anxious about the implications of 
the Geneva accord of 31 July. That, it must be emphasised, 
was merely a consensus to see the Doha Development 





Agenda through. There were hardly any numbers in the | 


agreement, and very little of that was specific. The accord 
was a framework to ensure that the Doha Agenda was put 
back on track, though there was no question of conclud- 
ing it by the original deadline of December 2004. 

The first to talk of a sell-out was former commerce 
minister Arun Jaitley, who criticised his successor Kamal 
Nath for not pushing harder on 
non-agricultural market ac- 
cess. Jaitley is just scoring a po- 
litical point. Here, a non-linear 
formula for tariff cuts contin- 
ues, implying proportionately 
higher reductions for countries 
with higher tariffs along with 
the possibility of zero duties in 
select sectors. If there are no 
bindings, the base for tariff re- 
ductions will be twice the ap- 
plied (MEN) rate in 2001. This 
is important because India 
doesn't have bindings in sec- 
tors like consumer goods. 

With unilateral plans for 
tariff reduction — reinforced 
once in a while by various 
Kelkar reports — not to speak 


Just as it is hard to understand 

what the critics are cavilling at, 

it is difficult to fathom why the 
commerce ministry is celebrating 





of FTAs, duties on manufactured products are hardly an | 


issue, as everyone knows. Thus, Jaitley's concerns are hard 
to figure out although politically understandable. 
But what could explain media reports that the agricul- 


ture ministry has submitted a report to PMO complaining | 
more likely, there will be few changes. So just as it is diffi- 


that the commerce ministry sold out farmers' interests? 
Although the reports have been denied, there is clearly 
some friction. Is agriculture minister Sharad Pawar scor- 
ing a political point? His ministry must surely have pro- 


vided inputs before the WTO's General Council meeting, | 
and there must certainly have been a joint secretary from | 


the agriculture ministry at the meeting itself. Oris this one 
more instance ofthe left hand ofthe UPA government not 
knowing what the right hand is up to? 


Although said in a lighter vein, civil aviation minister | 
Praful Patel said much the same thing ata recent business . 


meeting in Delhi. But the UPA is increasingly showing 
signs of a government at odds with itself. There have been 
several instances of the Prime Minister being upstaged 


and his authority questioned. Lalu Prasad Yadav, Daya- 
nidhi Maran, Priyaranjan Dasmunshi, Natwar Singh, 
Pranab Mukherjee, Shivraj Patil and Arjun Singh have all 
done their bit to embarrass Manmohan Singh. And now, 
apparently, Sharad Pawar too is keen to lengthen that list. 

Every Prime Minister is a first among equals. But with 
a separate power centre and with a nominated rather 
than an elected Prime Minister, primacy among equals is 
open to question. Coherence in policy is difficult and bet- 
ter governance, which the UPA promised, seems unlikely. 

Let us return to the WTO framework agreement. Since 
the fourth ministerial conference in Doha in 2001, there 
has been no dispute that export subsidies, domestic sup- 
port and market access, all needed to be addressed. The 
victory in Geneva, if that is the 
word to use, is on account of 
the movement on export sub- 
sidies and domestic support. 
There is a commitment to eli- 
minate export subsidies (by 
the EU), to control export cred- 
its (by the US) and to discipline 
state trading enterprises (by 
countries like Canada). There 
is even a commitment to slash 
domestic support, with a 20 
per cent cut in the first year. 

Of course, some caveats are 
in order. The 20 per cent cut is 
on a base of allowed subsidies, 
not actual subsidies, and there 
is a loophole for countries that 
have higher initial domestic 
support. Messing around is 
also possible with the Blue Box and even the Green Box of 
subsidies by the developed world. 

At the moment, the framework only offers a structure. 


| If the flesh matches the spirit, agricultural markets will be 





substantively reformed. And if the flesh is wanting, as is 


cult to understand what the critics are cavilling at, it is 
equally difficult to fathom why the commerce ministry is 
celebrating. It claims a victory, but whose victory is it? 

If keeping out imports is the issue, despite elimination 
of some remaining QRs in the forthcoming national for- 
eign trade policy, Kamal Nath’s ministry is presumably 
celebrating the special products caveat. If eliminating 


| subsidies in the developed world is the issue, Brazil rather 


than India should claim credit. Could India have pinned 
down the developed world further? One doubts it, given 
that the framework is only a structure and given India’s re- 
luctance to liberalise. The truth lies somewhere between 
the claimed victory and the alleged sell-out. ge 
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Kodak EasyShare 


system 


The easiest way to go from 
picture to print. 


[1] Take a picture 
(2| Place the camera on the EasyShare printer dock 
(3) Press print and make great Kodak quality prints 


KodakEasyShare * 3X optical zoom, 


<£7330[3 Tid 3.3X advanced digital zoom 


... zoom digital camera * Kodak Retinar Aspheric all-glass lens 
NOE NU * Continuous digital video with audio 









The Kodak EasyShare CX7330 zoom 
digital camera and printer dock now 
available together at a fantastic 

low price! 


KodakEasyShare , 


printer dock 


* Print directly from the PictBridge-enabled 
digital camera without a computer 
* Transfer images and recharge camera batteries 
* Get prints with vivid color and stunning details — f 
Kodak Color Science inside ) 
* 4 selectable photo sizes — 
1-up full-size 4" x 6" (10 x 16 cms), 2-up credit card 
size with borders, 4-up wallet size, 9-up mini photos 


COLOR | "Ó 
SCIENCE PictBridge 


For more information, please contact Kodak India Limited on e-mail: 958402N@knotes.kodak.com, or call Mumbai: 022-56416300; Chennai: 044- 
23621 490/23621838/23622271:; Kolkata: 033-22172324; New Delhi: 011-23387215/23073068/23387216/23382770 or log on to www.kodakindia.com; for sales and 
demo call: 011-23315300/23318500. Distributor: Neoteric Infomatique Pvt. Ltd., Ahmedabad: 079-6754523/6754524; Bangalore: 080-24831 15/88/89; Bhubaneswar: 
0674-2508103/2545160; Chandigarh: 0172-5087467/69/2728105; Chennai: 044-28190444/45/46; Cochin: 0484-2319530/2324310; Coimbatore: 0422-2482259/2490085; 
Dehradun: © 35-2750756; Guwahati: 0361-2606152/58; Hyderabad: 040-55382321/55293254/; Indore: 0731-5026619/20; Jaipur: 0141-2360978; Kolkata: 033- 
22346347/86/87; Lucknow: 0522-2201154/2201325; Mumbai: 022-23812874; Nagpur: 0712-3099498/2525243; New Delhi: 011-26433549/50/51; Pune: 020-254501 18; 
Raipur: 0771-3090878; Ranchi: 0651-2331376; Surat: 0261-3099753/31 13671; Trivandrum: 0471-3102327. 
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Call Canon at 1600 33 33 66 or visit www.canon.co.in 
CANON INDIA PVT. LTD., NEELA GAGAN, MANDI ROAD, MEHRAULI, NEW DELHI-1 10 030. 
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Every year thousands of families in India go back home from their 





holidays with a healthy tan and a healthier smile. Only to return. 


Again and again for 25 years. Because they know that the only one 
known cure for stress is with us. It's this trust that's made us India's 4 
$ no.1 in lifetime holidays. Concrete proof that if you are inspired you — — 


can make a business out of the sun, sea, sand and even snow. 


o have holidays. 
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Q Behind all this hoopla about 


yet big point is missing. Indian 
markets are swamped with 
imported products. These have 
better packaging and are better 
in quality. Hence, the consumer 


getting what the world gets. HLL must realise m | i HERUM 
people want better products at Indian costs. The rest of the IIM-like 


Hindustan Lever (HLL), a simple 














is 


talk of power branding, restructuring, etc. is useless unless they 


introduce world-class products. 


Lastly, as the spending power of Indian consumer increases, HLL 
should introduce more premium products in all FMCG categories. 


W.Z., posted on BW website 


THAT INCESSANT RINGING 
Mobile etiquette is something I feel 
very strongly about ('Mobile Manners 
Immobile, BW 30 August). Having 
been to a couple of large seminars like 
the one in AdAsia, I was thoroughly 
disgusted to see that executives did 
not understand basic courtesy. I 
understand the need for staying 
connected constantly with your work, 
but people can simply try putting their 
cell phones on vibration mode. That's 
the least they can do. Yet, call it 
audacity or pure forgetfulness — 
people don't seem to learn. 
But we shouldnt expect mobile 
companies to do much about 
etiquette. The companies would never 
do something to offend their cust- 
omers (even though the customers 
may be offending other people). 
Vishal Agarwal, via email 
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IRAFFE VERSION 5.0 

| Mahesh Murthy drew an interesting 

| comparison between the T-Rex 

| dinosaur and Microsoft (‘Tyranno- 

| saurus Vexed’, BW, 16 August). But what 
| if Microsoft turns out to be a giraffe and 
| nota dinosaur? Scientists' excavations 

| have proved that the giraffe's body 

_ Structure has remained constant for at 

| least 15 million years. 

| Aditya, posted on BW website 

| 


IMPERFECT FINDINGS 
| I feel that no market research (MR) is 
followed 100 per cent (‘The Case 
| Against Research, BW, 30 August). 
| This is because 50 per cent of the 
| people who give feedback to the 
| surveying agency dont actually give 
| their true views.(You can call it an 
| immediate reaction.) 
| And, another reason for the failure 
of MR is nothing but the human 
psychology. This means that although 
somebody may say in a survey that 
he/she would like to buy a refrigerator, 
when he/she actually goes into shop, 
the decision changes. This is due to 
various factors (economic, delivery 
hassles, etc.) that present themselves, 
irrespective of enticing advertisements. 
Himanshu Shah, via email 


MESSY, MESSY, MESSY 
Thanks for pointing out the mess in 
Whirlpool (‘In A Pool Of Mess’, BW, 2 
August). I am an aggreived customer 
who purchased a front-loading 
Whirlpool washing machine. I have 
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Independent India moved on Mahindra. 50 years later, things seem quite the same. 
Mahindra still rules. The country's landscapes are testimony to its almost 50 96 share in the 
UV market. And then it's taken Scorpio just two brief years to become one of urban India's 
most stylish, most desired vehicles. It's appealed to juries and connoisseurs equally. But then, 
excellence and sheer dominance are evident in every business that Mahindra functions in. In 


fact, you will find that when you are really inspired, all roads lead to success. 


Mahindra 
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had to tie up the 
machine to prevent it from moving and 
knocking over things. If the product is 
any reflection of the company, it is in 
big trouble. 
Ramesh S., posted on BW website 


KEEP IT ON THE RECORD 


| |. The media should explore, and exploit 


the Freedom of Information Act to 
publish weekly statistics on all the 

dimensions that Mr Goswami lists. 
(For A Parliament That Functions; 
BW, 30 August) 

In the US, election year partisan 
speeches and debates often cite 
attendance and voting patterns by 
specific individuals in the Congress 
in order to pick holes, point to contra- 
dictions, or attack positions on matters 
of political concern. The Indian media 
could push parties to do the same by 
listing a weekly log. This would prompt 
parties to change their election 
campaign strategies and ensure more 
accountability. 

The fact is that regulations have 
never worked in the country, in or out- 
side Parliament, because of indiscip- 
line and lack of enforcement. Enlight- 
ened self- interest is the only way. 

S. Sarma, via email 


ELITIST MAGAZINE 

BWis a damp squib. Your magazine is 
not meant for general readers. Your 
story on advertising did not even tell us 
how all the ad spending actually affects 
the consumer by increasing maximum 
retail price (Advertising Rocks Again, 
BW, 23 August). 

The other subjects you cover have 
similiar drawbacks. What is the benefit, 
in any tangible way, to the majority of 
BW readers who are not CEOs? Please, 
at least include consumer-focused 
information in the sidebars. Or is it that 








you dont want the average person 
to understand? 
M.K. Jain, Delhi 


RED-TAPE EXTRAVAGANZA 
Ladies and gentlemen, put your 
hands together for the opening 

scenes of 'The Return Of The 
Licence, Quota and Permit Raj: 
Part IT, astutely identified by 


Cause Havoc' BW, 16 August). 

The mandarins of this nation (i.e. 
P Chidambaram) can still find so many 
ways of milking the milked till there is 
no more to milk. The human race takes 
on the challenge in the predictable 
way: corruption and bribes. Solution: 
outsourcing. The income tax depart- 
ment should evaluate tax returns in a 
different geographical setting at least a 
thousand kilometres away from where 
the return orginated, with no personal 
knowledge of the assessee. 
Mayank, posted on BW website 


NOT COMPLETELY FREE 


; l agree with Subroto Bagchi that the 


coming half-century will be about 
intellectual freedom (‘Freedom From, 
Freedom Of, BW, 23 August). One way 
to achieve this is through proper 
value-based education — education 
which creates responsible and duty 
conscious Citizens, and not mere 
software engineers or doctors. Yet, with 
the slow progress in primary education 
and the commercialisation of higher 
education, I wonder how true 
intellectual freedom can be achieved 
in today's political climate. 

Harish Prabhu, posted on BW website 
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Omkar Goswami (‘Potential To 





| IM So Mr Subroto Bagchi wants: 
| , "freedom of intellect" for the teeming 

| masses of India. And why not? He 

| seems to have it all. He is a contented 

| man and does not have to worry about 
| his next meal or where he will quench 

| his thirst. 

| But what of the 300 million-400 

| million people who toil away in 

| grinding poverty? They are still fighting 
| for their economic freedom, which has 
| not “been largely won". Before all of our 
| middle-class/rich intellects can be 

| freed, the poor must lose their 

| economic chains. 

| Rohit Choudhary, via email 
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With real leadership comes real responsibility. The onus of making a 


difference not just in business but also in society. Nanhi Kali is one sucl 


initiative, to help the girl child learn to read and write. Hopefully rewri 
her own future. Will this make our tractors better or sustain out 
leadership in each of our businesses? Probably not, but then if we can’t 
touch the lives of the needy, we surely are in the wrong busines 
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COVER STORY 





Test of Mettle 


The buyout of Singapore-based NatSteel has put Tata Steel in a select club of global companies that are look- 
ing at ever more efficient ways of producing and marketing the commodity. A comprehensive report of how 
this acquisition will also play a significant role in testing out MD B. Muthuraman’s play for globalisation. 


Parted By Debt 


A secret report, a turf war between the 
banking regulator and the market wat- 
chdog, an attempt to restrict public 
infrastructure to a closed user group. 
Whats brewing in the government 
debt market today? 





« R.H. Patil: Contentious report 


Quotas Is the UPA serious about job reservation in 
the private sector, or was it just a pre-poll promise? 


RBI The annual report of the central bank puts warn- 
ing signals on inflation, interest rates and economic growth. 


BPO indian com panies are shopping for foreign 
companies to grow their overseas presence faster. 


BUSINESSWORLD 


. money to revive two public 


Double Jeopardy 


A Budget decision to put in 


sector units, Hindustan Antibi- 
otics and ITI, could restart an 
unhealthy trend. 


P Chidambaram: Same » 
man, different stance 





Stem Cell After all the hype and excitement, embry- 
onic stem cell research seems to have run aground in India. 


New Flavour Asianuxis off toa flying start in the 
Asia-Pacific region. But there may be problems ahead. 


Data Security Take a good look at the darker side 
of some of the sleek, ubiquitous gadgets in play. 
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46 Polaris will the new product dimension bolster the 
services-based revenues of Polaris Software Lab? 


48 Radio Listenership has risen in the country, as have a 
few eyebrows. The radio seems to have found its voice. 


IN VOGUE 


eo Ultra Luxury Hom 


Opulence has gonehigh Mm 
rise. And the super-rich < SCAUNE 
can now choose from 
among the several 
clusters of luxury that 
are coming up all over 
the country. 
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64 Bookmark Ahardlookatthe key corporate players 
who have influenced the occupation and plunder of Iraq. 





ECONOMICS 2.0 
10 Niranjan Rajadhyaksha The 


roots of economic illiteracy run deep — down 
to our schools where education is still statist. 


COMMENT 
25 Ashok Desai To make life easier for 


exporters, the finance minister needs to finish 
what the commerce minister has started. 


THAT’S IT 


59 Mala Bhargava Finally, Microsoft 
addresses all those gaping security holes in 
Windows with its Service Pack 2. 








4 FEEDBACK 
51 CASE STUDY 
66 BW OPINION 
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Web Exclusives 

A Andrew Kyte of Gartner on the rise of the chief 
purchasing officer in Fortune 500 companies. 

A Q&A with Dr Mahendra Rao, National Institute of 


Health, on the progress of stem cell research in India. 


A What Haier India is doing to shake off its ‘Made in 
China’ tag and woo consumers in India. 


Log on to 





| The Tata group, it seemed, would 











The Year of the Tatas 


HIS is turning out to be the year of the Tatas. One 
after another, their companies are beginning to 
sparkle with a new pioneering spirit and the Tatas 
have become the largest private sector group in 
the country once again. On JRD Tata’s 100th birth 
anniversary, chairman Ratan Tata couldn't have found a better 
way to pay tribute to the remarkable men who built India's 
most enduring and trusted business group. 





Things didn't look anything like this in March 1991 when Ratan, 
a largely unknown quantity, took over the group from JRD. A 
collection of satrapies lorded over by larger-than-life men with 
larger-than-life egos, the group could have gone the way of the 
Mughal Empire, as many indeed expected it to. Ratan dis- 
banded the satrapies, but then it 
looked as if he had also elimi- 
nated entrepreneurship with it. 


Businessworld | 


» 


Is the world 
ready for 


TATA 
SEL? 


muddle along now, without re- 
gaining the glory it once had. 


At Businessworld, we pride our- 
selves in our ability and willing- 
ness to break conventional wis- 
dom when it needs to be broken. 
But on this matter, I must admit, 





| ittookus longer than usual to ap- 


preciate the fundamental changes Ratan was making within 
his group. So when I met Ratan in 2000, it turned out to be a 
more confrontational meeting than either of us expected it to 
be. The cover story was an assessment of Ratans nine years at 
the helm, and we gave him a middling ranking. With hindsight, 
of course, we could have done better! 


This week's cover story on Tata Steel, written by Assistant Editor 
Radhika Dhawan, is about how the original flagship of the 
group is reinventing itself as a global steelmaker. "It's a fascinat- 
ing story not just because of the scale of the ambition — man- 
aging director B. Muthuraman wants to quadruple capacity in 
about six years — but also because of the novel way in which 
steel making is being sought to be recast," says Radhika. She 
believes that if Muthuramans plan works out, India could 
emerge as a big player in the global market. Already, she says, it 
is difficult to pin down the peripatetic Muthuraman in any part 
ofthe globe for more than a few days. 


le 5 


TONY JOSEPH, EDITOR 
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»eby niranjan rajadhyaksha 
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economic 





You can email the author at 
niranjan r&hotmail.com. 


The 

roots of 
economic 
illiteracy 
run 
deeper 
than our 
muddle- 
headed 
policies 











FEW weeks ago, I met a scientist 
who has also worked hard to pro- 
mote science education in India. 
He said something that startled 
me. "I think it is more important 





Economic sense 
Is drowned out 


today to spread economic literacy rather than | 


scientific literacy in our country," he said. 
This was a day before the Union Budget. 
The Railway Budget had just been announced, 


and was met with popular approval because | 
passenger fares had not been increased. His | 


point was that citizens literate in economic iss- 
ues would have figured out that higher fares are 
needed to raise money to upgrade trains, build 
new lines and reduce the number of accidents. 

Economic sense is often drowned out, not 
just in India but all over the world. I was remi- 





nded of an interesting story in The Wall Street | 
Journal. Jagdish Bhagwati, the world's foremost | 


trade theorist, was visiting Cornell University a 
few years ago. He was to lecture graduate stu- 
dents in the morning and debate Ralph Nader 
in the evening on free trade. So Bhagwati asked 
his students whether anyone would be attend- 
ing the evening debate. Not one hand went up. 


These undergraduates thought the debate | 


would be a waste of time. The anti-trade rheto- 
ric that people like Nader propound had al- 
ready been refuted by economists from across 
the ideological spectrum. There is, perhaps, 
not a single serious economist who doesn't see 
the advantages of more trade between nations. 
50 why bother with such nonsense? The audi- 
ence was eventually full of economic illiterates 
who cheered Nader. This is the sort of thingthat 
happens again and again in our public life. 
Why does this happen? Some of the central 


ideas of economics are counter-intuitive. The | 


pursuit of self-interest can lead to public wel- 
fare. International trade benefits all countries. 
Rent control leads to a housing shortage and 


higher real estate prices. Rigid labour markets 


harm employment generation. The list goes on. 
Muddle-headed (though often well-meant) 
economic policies have done immense harm 








to the country, keeping millions tied to poverty. 
Yet most people mistakenly believe that heavy 
government regulation, protectionism and 
price controls are actually just. They are not. 

One major problem is the way economics is 
taught. I spent seven years studying the sub- 
ject, and these years were taken up by learning 
thoroughly discredited theories — planning 
models, export pessimism, the vicious circle of 
poverty. Looking back, it's surprising how little 
liberal economics we were taught in college 
and university. Ashok Desai once called us a 
generation brought up on Dewett and Varma 
(authors ofa popular undergraduate textbook). 

Recently, I realised that the roots of eco- 
nomic illiteracy run deeper — all the way down 
to our schools. School children are not taught 
much economics. But the notions that are 
drilled into their heads at a very young age must 
be doing some harm. I often come across such 
notions when I go through the textbooks my 
two daughters use to study. Stories about evil 
merchants. Theories about how natural re- 
sources, rather than people and their skills, are 
the real wealth of a country. Claims that only 
the government can provide roads, education 
and healthcare. A lot about governments, but 
very little about the rights of individuals. And, 
perhaps most important, a complete blanking 
out of knowledge about the people of other 
countries. Is this how we are going to prepare 
the next generation for a global tomorrow? 

The ideological assumptions of our educa- 
tion continue to be unthinkingly statist, even 
though statism has been thoroughly discred- 
ited since 1990. It's akin to teaching school chil- 
dren that the world is flat, even after scientists 
have shown it to be round. In economics and 
the social sciences, the flat-earth gang still 
seems to have control over school curriculums. 

Nobody seems to bother about this. The po- 
litical establishment seems happier raging on 
unnecessary fronts — be it Murli Manohar Jos- 
hi's devious attempts to rewrite history or Mani 
Shankar Aiyar's senseless attack on Savarkar. E 
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GILTS TRADING 


Contining the markets 


An RBI report on bond trading spells trouble for NSE and its brokers 


ROM October on- 

wards, India's biggest 

debt market is likely to 

see a set of changes 
which could put many of the 
country's debt brokers out of 
work, ruin the National Stock 
Exchange (NSE) of a major 
chunk of its business and lead 
to conflicts between the secu- 
rities regulator, the Securities 
and Exchange Board of India 
(Sebi) and the central bank. To 
add to the irony, the man who 
recommended these changes 
is the one who is identified 
with the extraordinary success and 
growth of the NSE — R. H. Patil. The rec- 
ommendations are made in a report, 


SANJIT KUNDU 


which has not been made public till | 
date. Brokers are enraged about the | 
RBI-commissioned report. "The regula- | 
tor cannot shutoutthe playersthathave | 


got the Indian debt market to where it is 
today," says one broker. 

The wholesale market in govern- 
ment securities, with an annual turn- 
over of Rs 15.9 lakh crore in 2003, has till 
date been far more opaque than in the 
equities market. Most of the transac- 


tions are conducted over the phone | 


with brokers as intermediaries. Because 
of this, other traders get to know of 
trades with a time lag only. Bigger play- 


ers have better access to information. | 
| uidity on the NDS saying the market 


“To get a quote, a trader has to call a 
number of brokers and then place a 
bid," says I.D. Singh, MD, PNB Gilts. 

In contrast, equity traders have 
ready access to electronic trading 


screens that give them current prices of | 


all securities instantly. Two years ago, 
the RBI, in an attempt to bring the kind 
of transparency available to equity 
traders into the debt market, intro- 
duced the screen-based Negotiated 
Dealing System (NDS). 

The NDS flopped because it was 
cumbersome and had technical glit- 
ches. Most traders in gilts continue to 
use the phone to deal with brokers and 





other traders. The NDS is now primarily 





At loggerheads: RBI's Y.V. Reddy (L) and Sebi's G.N. Bajpai 


used to report deals which were earlier | 


| 


concluded over the phone. Because of | 


RBI requirements, all trades are also set- 
tled over the NDS, with the Clearing 


Corporation of India being used as the | 


central counterparty. Trades are also re- 
ported on the NSE's wholesale debt 
market which accounted for 17 per cent 


of the total turnover on the exchange | 
from equity, derivatives and debt in July. | 


Earlier this year, Patil, who is cur- 


rently the head ofthe Clearing Corpora- | 


tion of India (CCIL), was asked by the 
central bank to head a committee to 
lookinto the problems faced by the NDS 
and to recommend changes to make it 
more efficient. In an interim report is- 
sued in February, Patil blamed the illiq- 


was dominated by a few brokers who 


| made the market non-transparent. His 


solution: cut out the middleman and 
move to a screen-based order matching 
system similar to the one NSE uses. 

In the final report issued recently, 
Patil laid out his recommendations in 
greater detail and a roadmap towards 
the order matching system. He recom- 
mends a two-tiered market divided into 
wholesale and retail segments. The 
high-liquidity wholesale market domi- 
nated by institutional players would 
move to an electronic order matching 
system where players would deal di- 
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rectly with each other. 
The second tier, the retail 
segment, mostly for play- 
ers like provident funds 
and co-operative banks 
who trade a smaller vol- 
ume, would be relegated 
to the NSE where brokers 
would be intermediaries. 
The problem for 
brokers is that the retail 
segment, despite numer- 
ous efforts over the years, 
has failed to take off and 
remains highly illiquid. In 
July the total traded value 
of securities in the retail debt segment of 
the NSE was just Rs 12.62 lakh. Since 
January this year, the maximum traded 
value in a month hasn't exceeded Rs 64 
lakh. Says a market participant: “It’s fine 
if you want to say that the market needs 
an order matching system, but why re- 
strict it to just one system and put entry 
barriers to others? Further, the initiative 
to create a retail debt market must come 
from the big participants like the banks 


SANJIT KUNDU 


| and the primary dealers. Brokers simply 








don't have the ability to create such a 
market on their own." If the changes 
come through, brokers say they might 
as well shut shop tomorrow, despite the 
report's claim of a 'significant growth 
potential' in the retail segment. Brokers 


CCILs R.H. Patil: Changemaker 


SANDEEP RUPAREL 


are miffed at being kept out of the most 
lucrative part of the market. 

The report says that the wholesale 
debt market should continue to be reg- 
ulated by the RBI. This has been a bone 
of contention between Sebi and RBI for 
a long time. Sebi currently regulates 
debt brokers, but doesn't control the 
government securities market. The Patil 
report has lent fresh ammunition to 
Sebi's contentions as the debt brokers 
are seeking the regulator's help for their 
cause. Also, an anonymous screen- 
based trading platform is equivalent to 
an exchange and should come under 
Sebi's purview. 

The report recommends that “CCIL 
may be associated with the task of mak- 
ing suitable modifications to the NDS to 
facilitate creation of requisite function- 
alities with appropriate linkages to the 
clearing and settlement processes." In 
other words, CCIL would continue to be 
the key clearing and settlement coun- 
terparty under the new system. Hardly 
surprising for a report prepared by a 
committee headed by CCIL boss. 

Neutral observers are disturbed by 
the latest recommendations. "There is 
little debate about the need to move to 
an electronic system," said an econo- 
mist who has been associated with pol- 
icy-making in the debt market. "This is 
the trend in the world and should hap- 
pen in India too. But the problem is with 
the exclusion of brokers from the mar- 
ket. Markets become deep and liquid 
only through a diversity of views and 
opinions, and that comes when there 
are a range of participants. When you al- 
low just one set of banks and other insti- 
tutions into the market and create a clo- 
sed community, there tends to be a herd 
mentality — everyone takes one view of 
interest rate trends and all of them rush 
in one direction. That is not healthy." 

The report cites the experience of 
electronic dealing systems in other 
countries, especially the MTS system, 
initially rolled out in Italy and then 
across Europe. This seems to have been 
an unfortunate comparison because 
turnover on the EuroMTS has fallen 
50 per cent since 2003. A recent report in 
the Financial Times claims that traders 
in European bond markets are reverting 
to dealing on the phone because of the 
flexibility offered by phone broking. Wi 

AVINASH CELESTINE & VIKAS DHOOT 


_ trade and warehousing 


FOREIGN TRADE POLICY 


SPECIAL eco- 
A nomic zone for 

handicrafts, a 
services export promo- 
tion council, a new free 


zone scheme, Target 
Plus, Vishesh Krishi 
Upaj Yojana, Served 
from India, a new look 
Pragati Maidan, so on 
and so forth. Almost 


DINESH KRISHNAN 


any idea one can think of has been in- 
cluded in Kamal Nath's foreign trade 


Ambitious targets 





policy 2002-09. Very few ideas are 


entirely new. Most are rehashed ver- 


sions of old schemes. Nonetheless 


the commerce minister seems to 
have been able to come up with 
something for everyone. 

And if he wants to achieve 
his target of doubling India's 
share in world merchandise 
trade, he had better make sure 
that whoever can possibly con- 
tribute does so. 

India's current share in 
world trade works out to around 
0.8 per cent (using data from 
WTO sources). To double that in 
five years to 1.5 per cent is no 
mean task. In absolute terms, 
this implies that India's trade 
must go up from the current 
$55 billion to almost $140 bil- 
lion by 2008. As calculations 
done by Confederation of Indian 
Industry (CII) senior economist 
Bidisha Ganguly show that to 
get there, India's merchandise 
trade must have a compounded 
annual growth rate (CAGR) of 


around 20.4 per cent every year over 
the next five years. This is assuming 
the world merchandise trade grows at 


5 per cent per year. 


Says Ganguly: "This is quite ambi- 
tious. We have had growth rates of 20 
per cent in some years, but this is dif- 
ficult to achieve on a sustainable ba- 
sis." She points out that India's CAGR 
in the last five years has been around 
10.5 per cent, which is almost half of 
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what it now hopes to 
achieve. 
Commerce min- 
istry sources concede 
that the target is fairly 
ambitious as India's 
share in world trade 
has in the past been 
inching up quite slowly 
(see ‘Towards A Bigger 
Share’). It is also evi- 
dent from it that be- 
tween 1990 and 2000, India's share 
of world merchandise trade went up 
from 0.5 per cent to only 0.7 per cent, 
a mere 0.2 per cent increase. “One 
needs to keep in mind how long it 

| took the country to reach a figure of 
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| $55 billion. We have to more than 
double our present merchandise trade 
to actually increase India’s share of 
world trade as that is also growing,” 
says a ministry source. It's also inter- 
esting that for 2004-05, the policy as- 
sumes a target growth rate of only 

16 per cent. 

How the gap will be made up in fu- 
ture years is not very clear. But, let's 
not worry. We do have Mr Kamal Nath 
to show us the way. A 

ANJULI BHARGAVA 


—————————————————— 


HE sustained effort to keep the 

rupee down against the dollar 
has cost the Reserve Bank of India 
(RBI) a pretty pile. 

The RBI's. new balance sheet 
shows how the structure of its as- 
sets has changed dramatically over 
the past five years or so. Tradition- 

4 ally the central bank owned far 
4€ more domestic securities than for- 
,  ** eign securities. In 2000, for in- 
CU Ge stance, the RBI's foreign currency 
AE ju d ' assets were Rs 1,50,901.13 crore, 
ESNS ae » while its domestic assets were 
s - i pe . Rs 2,09,065.64 crore. 
: - pi : The balance moved the other 
«= way sometime in 2001 — and the 
+ scales have kept tipping further in 
. that direction. Today, the value of 


























. 5,24,865.01 crore) is over six times 
' more than that of domestic assets. 
. Why has this happened? The huge 
* dollar inflow over the past five years 
. has threatened to send the rupee 
* sky-high and, perhaps, hurt export 
, competitiveness. So the RBI has 
» been busy buying dollars and selling 
, domestic securities to 'sterilise' 
, a € these dollar inflows. Or, in simple 
æ> words, it has been substituting ru- 

, ?* e pee securities with dollar securities 
^. aw *' in its balance sheet. 
: The problem: interest rates on 
2, € dollar securities have been far lower 
« * than domestic interest rates. That's 
4 5 one big reason why the RBI's profits 
4 have fallen a fair bit over the past 

« * few years. They fell from Rs 8,834 
«^ crore in 2002-03 to Rs 5,400 crore 
«€ in 2003-04. 


BS 


OST recent businesses in the 
€ Indian manufacturing sector 
2.5 have been built around four factors 
^. 4 of production — capital, labour, 
| > energy and materials. A new study 
. a € by Rashmi Banga and Bishwanath 
4 * Goldar of the Indian Council for 
«^. Research in International Economic 


p ^ Relations adds a fifth — services. 





MERERI ANS SMALE ORAS EE A a BA patton 


| the 1980s, when the first round of 
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tives. Three, the transition from 


Of services so as to maintain larger 


| the vehicle in front of them and ap- 


cated drivers." Hic! m 


by Niranjan Rajadhyaksha 


This is something that most in- 
dustry people will instinctively un- 
derstand. Services are today an in- 
tegral part of the manufacturing 
process. The two economists show 
that services played a major role in 
increasing industrial output since 


trade and industrial reforms were in- | 
troduced. The contribution of ser- — | 
vices to output growth in manufac- 
turing has galloped — from 1 per 
cent in the 1980s to around 25 per 
cent in the 1990s. This means that 
a quarter of the growth in manufac- 
turing output today is accounted for 
by services. 

Other economists have shown 
that there are a few principal 
reasons why services are becoming 
more important in manufacturing. 
One, indirect production work is 
often outsourced. Two, the critical 
role that services play in various 
cost-cutting and efficiency initia- 


local to national (and global?) 
markets often requires greater use 


supply chains and a more diverse 
group of consumers. 


P f 


OW dangerous are drivers who 

talk into their mobile phones? 
They're worse than drunk drivers, 
say three economists from the Uni- 
versity of Utah in a new study. The 
drunks are more aggressive while 
driving, tend to come too close to 


ply more force when braking. Yet 
drivers with mobiles, be they hand- 
held or hands-free, tend to have 
delayed braking reactions and are 
involved in more traffic accidents. 
All in all, say the three econo- 
mists, who used high-fidelity driving 
simulators to compare the two 1 
groups: ^... cell-phone drivers exhib- | 
ited greater impairment than intoxi- | 


um 
p. 
aep E (SE) i M c D D Oe AES uM 
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HE UPA government was aim- - 
ingattheDalitvotewhenitde- .. 
cidedtosetupaGroupofMin-. : 
isters to look into the demand — 
to ar job reservations for the sched- 
ule castes and tribes to private firms. 

Crucial assembly elections are com- 
ing up in Maharashtra (October) and Bi- 
har (February), and in both the BSP has 
mounted a serious challenge to the UPA 
partners for the Dalit vote. 

At the Lok Sabha polls, in Vidharba 
in Maharashtra, BSP got 8 percent of the 
votes, mostly Dalit, that traditionally 
went to the Congress- NCP duo. Conse- 
quently, they lost 10 ofthe 11 seats in the 
region. In Bihar, BSP’s vote share rose 
from near nothing to almost 4 per cent. 
Its unexpected performance has shaken 
RJD chief Lalu Prasad and LJP chiefRam 
Vilas Paswan, both of which rely heavily 
ona Dalit-Muslim combine to win. 

So, with assembly polls round the 
corner, it is natural for the UPA to try and 
neutralise the BSP Paswan was the first 
to hit the panic button. UPA sources say 
he was the one who got the issue into 
the Common Minimum Programme. 

While other quota votaries like Lalu 
Prasad had maintained studied silence 
in the UPA meetings where Paswan did 
the talking, they might indulge in a bit of 
competitive populism now that LJP 
chief has thrown down the gauntlet in 
Bihar and is challenging the RJD. 

The move to set up the GoM has nat- 







EARD of Plachimada?. Over m 
ME thelasttwo-and-a-half — 
^ M M years, people in this Kerala ES 
: village have been agitating to geta: 
-. neighbouring Coke plant shut down. 
According to them, Coke's water o 
. mining has parched the lands of S 
a over 2,000 people. - dum 
Welcome to the water wars. This = 
T i is why: it was heartening to hear the 
-= water resources minister Priya Ran- 
. jan Dasmunshi declare last month 
that his ministry isworkingonapol- _ 
35: icy for the preserve ition, of groundwa- .. 
_ terand rainwater harvesting. It, he 
a promised, would stipulate how much - 
XA dwate rani industrial unit could 
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JOB RESERVATION IN THE PRIVATE SECTOR 


Poll posturing or polemics? 





The Infosys campus: Is its meritocratic culture under threat? 


urally created fears in the pro-liberalisa- 
tion lobby. But a closer reading ofthe or- 
der on the formation of the GoM gives 
enough indication of the thinking in the 
government. The order talks of "affirma- 
tive action" rather than "reservation", 
which virtually rules out the imposition 
ofa quota system on the private sector. 
As one GoM member admitted pri- 
vately: "Introducing quotas would be 
like making labour laws stricter. We are 
trying to ease labour laws. How can we 
bind industry down to quotas?" 
Echoing this sentiment, a PMO aide 
pointed out that the term affirmative ac- 





IN tion was carefully 


controversy 
quota imposition. 


scholarships for the 
deserving, training 
institutes and so on, 
to which private in- 
dustry can con- 


weaker sections." 
tion of the GoM, 


too, reflects a clever 
balancing act between the compulsions 


of electoral politics and the desire to | 
promote economic growth by easing re- | 
strictions on India Inc. On one side are | 


three quota votaries: Paswan; social 
welfare minister Meira Kumar, herself a 
Dalit; and Lalu Prasad. Lalu may stir the 
pot by demanding reservations for the 
OBCs in addition to the SC/STs. 


On the other side are three ministers | 


who are perceived to be industry- 
friendly: finance minister P Chi- 
dambaram, communications minister 
Dayanidhi Maran of the DMK and com- 
merce minister Kamal Nath. And head- 


chosen to avoid a | 
on | 


"We're looking at | 
other measures like | 


tribute to help the | 


The composi- | 


ing the GoM is agriculture minister 
Sharad Pawar, who despite the Con- 
gress-NCP combines electoral compul- 
sions in Maharashtra, is known to be 
pro-industry and a pragmatist. In fact, 
one minister hinted that Pawar has 
been specially chosen because he has 
| the political savvy to strike the right bal- 
| anceandreign in hot-heads like Paswan 
and Lalu Prasad. 

The government is also aware of the 
difficulties of extending the quota sys- 
| tem to the private sector. As one minis- 
ter acknowledged, it would require 
legislation through a constitutional 
amendment that will have to be passed 
| by a two-thirds majority in both Houses 
of Parliament and subsequently be ap- 
proved by more than half the states. The 
UPA neither has the numbers nor the 
political authority to push this through. 

The GoM can at best hope to engage 
the captains of industry in a dialogue on 
ways and means to bring socially de- 
prived sections into the private sector. 
One of the ministers said that the GoM 
| could consider suggesting tax breaks 
| and other fiscal incentives to “encour- 
age" private companies to employ more 
SC/ST persons. LI 

ARATI R. JERATH 











WATER 


SOS for H20: Will pricing save it? 


harvesting rainwater. 

A couple of points need to be made 
here. One, there is a growing tendency 
to see rainwater harvesting as a fix-all 
solution. It isn't. There are, says Sumita 
Dasgupta, a coordinator at Delhi's Cen- 
tre for Science and Environment, two 
aspects to solving the crisis. One, 
recharging the groundwater. This is 
where rainwater harvesting and waste- 
water recycling come in. The second 
has to do with controlling what we con- 
sume. And that is where the pricing of 
water comes in. So far, water has been 
regarded as an infinite resource. And 


| So, it has been made available at no 


cost, resulting in irresponsible use. 
Right now, India follows a Pigouvian 
model wherein a (nominal) cess 
goes to the government. Trouble 
is: this doesnt address the plight 
of the people whose water has 
been taken away. 

Take Plachimada. Within 
months of the 
plant coming up, ` 
the well water in 
the village turned 
brackish and milky- 
white. The water 


ASHISH SAHI 
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level plummeted. 

It might be a good idea to price wa- 
ter, not centrally, but by telling compa- 
nies to compensate the other parties 

dependant on that water. This 
way, companies will face a sim- 
ple trade-off. If it is cheaper to top 
up the groundwater instead of pay- 
ing the villagers, they will do that. If 
rainwater harvesting is more ex- 
pensive, they will pay the villagers 
for the water they harvest. That 
will make them more judi- 
cious in their water 
mining. Everybody 
wins. Let us hope 
the new policy fixes 
this problem. $ 
M. RAJSHEKHAR 
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EPFO 


A surprise exit 


N 9 August 2004, the 
Ou Board of Trustees 

(CBT) of the Employees 
Provident Fund Organisation 
(EPFO), headed by the labour 
minister Sis Ram Ola, decided to 
cut the interest rate on EPF from 
9.5 per cent to 8.5 per cent. This 
was a decision that was long 
overdue (see ‘Scarier than UTI’, 
BW, 16 September 2002) which 
the NDA government refused to 
take. So it was a bold move 
coming from the new UPA 
government in the face of strong 
opposition from their partners in 
power, the Left. Though even 8.5 
per cent is not financially 
sustainable for the EPFO to pay, 
it's better than 9.5 per cent. 

Two weeks later, the labour 
ministry has asked the central 
provident fund commissioner 
(CPFC) Ajai Singh to “proceed on 
leave”. Sources say Singh, who 
has been holding the CPFC post 
since 1999, has been trying to 
draw attention to the EPFO's 
problems for a few years now. 

The EPFO had embarked on a 
huge project to improve service 
delivery. To convince the govern- 
ment about the project’s national 
significance, Singh recently made 
a presentation to the Planning 
Commission. A few days later, he 
was asked to go. His tenure was 
to end in October anyway. Sour- 
ces say a rollback of the PF rate 
cut may come now. E 
VIKAS DHOOT 






he asked to go? 


Ajai Singh: Why was 


DINESH KRISHNAN 





RBI 


Three worries 


HE first creases of worry can be | 


seen on the brows of the coun- 


try's central bankers. In its new | 


annual report, the Reserve 
Bank of India flashes warning signals — 
on inflation, interest rates and GDP 
growth. The RBI hasnt yet cut its GDP 
growth forecast of 6.5-7 per cent for this 


year. But the annual report hints darkly | 


at the prospect of a "downward bias" in 
its growth estimates because of the ef- 
fects of a late monsoon and higher oil 
prices. The official outlook on inflation, 
too, is sanguine: 5 per cent for the full 
year. But “...the inflation environment 
needs to be monitored closely,” it warns. 

The bias towards lower interest 
rates is now a thing of the past. "With 


the raising of policy rates by several 
central banks, reversal of the existing 
ample liquidity conditions will impact 
domestic financial markets," says the 
RBI. With money supply growth picking 
up in the first quarter of 2004-05, the 
policy conclusion is inescapable: inter- 
est rates are likely to go up. 

That said, there are enough bright 
spots. The industrial recovery contin- 
ues. Exports are up 28 per cent. Imports 
are up 31 per cent, an indication of 
strong domestic demand. Companies 
are once more in the investment mode. 


| And the current account will be in sur- 


the return of inflation worldwide and | 





plus despite higher oil prices. It's still a 
strong economy, unlikely to be derailed 
because of a small jump in inflation. B 

NIRANJAN RAJADHYAKSHA 





HOME LOANS 


Will a rate hike hit demand? 





FTER HDFC, 
State Bank of 
India has made Loan 
its home loans dearer Amount 





by 0.25-0.50 per cent. 5 Lakh 
Other players in the 10 Lakh 
segment are adopting 

a wait-and-watch pol- 15 Lakh 
icy. In the retail loans 20 Lakh 
segment, home loans 25 Lakh 


were the first benefi- 
ciary of falling interest 
rates, helping trigger a 
real estate boom. But it's also been 
the first to be affected by the rate 
hike. The impact, however, isn't very 
steep (see table). "In the short run, 
this hike will not impact the growth as 
there is still a lot of intrinsic de- ` 
mand," says Mahesh Balasubrama- 
niam, business head, Apnaloan.com. 
Home loan disbursements have 
grown at a compounded rate of 38- 
40 per cent over the past five years. 
But Tariq Vaidya, head of advisory 
services at Knight Frank India says: 
"If the interest rates rise by 1-2 per 
cent over next 1-2 years, it will dent 
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HOW MUCH DOES IT PINCH 


Increase in EMI (Rs.) for loan tenure of 











Data based on SBI's home loan rates, which are up by 0.5096. Rate for 
10-yr and 15-yr tenure is 8.75%, for 20-yr it's 9% 


| 









20-Year 15-Year 








the borrower's capacity and may af- 


| fect the demand to some extent." 


| 
| 


Still, a 1-2 per cent hike in inter- 


| estrates will translate into a Rs 800- 


1,600 hike in the EMI for loans above 
Rs 15 lakh. And this could lead to 
more stringent eligibility criteria for 
the borrowers. "But the fierce com- 
petition, as it existed during the 
falling interest rate regime, should 
ensure the borrowers don't suffer 
much" opines Balasubramaniam. 
Thus, it would be wiser to take the 
home loan decision fast. e 
RACHNA MONGA 


CHRIS Cramer, 55, has done itall —from | 


pounding the pavements as a BBC re- 
porter to managing a business the size of 
CNN International. During Cramer's 36- 


year career, he has worked in almost | 
every function in the business of news. He | 
is an active supporter for the safety of | 


journalists and a big believer in multi- 


reporting, for both television and radio, 
as BBC's news head. In India to launch a 
show on CNN, Cramer spoke with BW's 
Vanita Kohli-Khandekar on everything 





Global news is priority, but growth 
comes through ‘regionalisation. It is not 
about localisation, but doing global 
news with regional spectacles. A part of 
our strategy is to get past the English 
language. So we have 24-hour Turkish, 
Spanish and Japanese CNNs. And we 


| are looking at India. 
skilling. He implemented ‘bi-media’ | 


Es On the big changes in news 

The barriers to entry have dropped. 
Technology means anyone can be a 
news gatherer. You can launch a station 


from why CNN is hated to why news | with $100,000-200,000. But the profes- 


rocks in India. Excerpts. 


jt On the BBC versus CNN experience 
Strangely, there are 


| sion is in trouble. Around the world, 


there is scepticism about journalists. 
Some even want them killed. This year 
more than 60 jour- 


a lot of similarities. CHRIS CRAMER, CNN nalists have died in 
Both are huge, BBC Iraq and we are just 
had a staff of about N ' into August. 

29,000. Both have O re ason 0 

the same views on E Un the mistrust 
editorial integrity. There is no alchemy 


for regret 


CNN and BBC are 
the only ones that 
put their money 
where their mouth 
is ON news cover- 
age. Having said 
that, BBC is a bu- 
reaucracy and so it 
is slower. Except for 
BBC World, it does 
not have a profit 
imperative. 


m= On CNN being 
more American 

The BBC has had a 
60-year headstart 
over CNN. So the 
level of affection for 
the brand is much 
more. Next June, CNN will complete 25 
years; so we are not exactly new. We've 
had an international version for 20 years. 
We are American owned and proud ofit. 
That doesn't change the fact that we are 


positively and singularly international. | 
We reach about 200 million households. | 


On most days 1.5 billion-2 billion peo- 
ple touch something with CNN on it. 
CNN International brings in about a 


third of the revenues for CNN. We are | 
profitable. We are key to the domestic | 


CNN since it sells CNN to advertisers. 


mw On how some localisation is good 








involved in access- 
ing news. People 
can find it them- 
selves. So what you 
offer them is your 
version. Plus, the 
Hutton Enquiry 
and some incidents 
in the US show bad 
journalism. So trust 
is down. Many parts 
of society see media 
as an extension of 
the government. 


m On CNN's pro- 
government image 

| have something 
hanging in my of- 
fice. It says When 
feelings run deep, impartiality can be 
seen as bias. In January last year, when 
we knew that there was a war looming 
on the horizon, I went to London, Hong 
Kong and Atlanta and spoke to all of the 
400-500 people who work for me. I told 
them that the stakes were high, that 
there would be more questioning, that 
they had to devote more time to a story. 
This I think we maintained. We were as 
questioning as needed and not soft on 
the government. We did not hide from 
our viewers the level of dislike there was 
for this war around the world. We have 


DILEEP PRAKASH 


| noreason to regret what we did. La 
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INDIABULLS 


Bull — not a 
cash cow 





Indiabulls CEO Sameer Gehlot 
(R) and CFO Rajeev Rattan 


NDIABULLS IPO is a first. Out of 

the million ideas that ended 

with a dotcom after their 
names, Indiabulls is the only one 
so far to have ended up with an 
IPO. And it definitely needs the Rs 
42-50 crore that it is trying to 
raise. Other brokerages with heavy 
emphasis on electronic trading all 
have a pedigree: ICICI Direct has 
ICICI, Sharekhan has SSKI and 
HDFC Securities has HDFC Bank. 
Indiabulls does not. 

Having said that, IndiaBulls has 
done well for itself recently. It had 
an EPS of Rs 2.24 for 2003-04 
compared to 0.66 in 2002-03 and 
0.61 the year before. The boom in 
the earnings of the intermediaries 
is riding on the back of a spectacu- 
lar performance on the bourses in 
2003-04. The P/E, thus, looks a lit- 
tle reasonable at 7-8.5. In a normal 
year this valuation would look 
stretched. 

There is competition driving the 
margins down too. Apart from tradi- 
tional brokers, there is E*Trade, 
Charles Schwab's e-broking outfit, 
looking at the Indian market. But 
increased competition that will 
bring more investors to India may 
not be such a bad thing after all. 
The test for Indiabulls' young CEO 
Sameer Gehlot and CFO Rajeev 
Rattan is how they stand up to the 
competition and ride the market. li 

ASHISH AGGARWAL 
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MOBILE PRICE CUTS 


Win-win for BSNL 


ELIANCE began the price war 

by slashing pre-paid tariffs by 

60 per cent. Within days, 

Bharti and Hutch announced 
a cut in mobile tariffs for pre-paid cus- 
tomers. But, what state-owned Bharat 
Sanchar Nigam (BSNL) did took virtu- 
ally everyone by surprise. It slashed tar- 
iffs for both pre-paid and post-paid sub- 
scribers, and cut long-distance tariffs 
for fixed subscribers too. To match 
BSNL, Bharti went ahead and slashed 
post-paid tariffs too. 

As if this wasn't enough, the Depart- 
ment of Telecommunications (DoT) 
has ignored private cellular operators' 
demand for direct interconnectivity be- 
tween two circles. This will benefit exist- 
ing long-distance service providers like 
BSNL, Bharti and Reliance. Moves like 
these directly impact the private mobile 











Within days of BSNLs announce- 
ments, the Delhi-based Cellular Opera- 
tors Association of India (COAI) ap- 


proached the Telecom Regulatory | 


Authority of India (Trai). The COAI con- 
tention is that the entire telecom indus- 
try is actually subsidising BSNL by pay- 
ing access deficit charges (ADC). COAT's 


ANTHONY LAWRENCE 





once and for all or discard BSNLs new 
tariff. It goes ahead to say that BSNL can 
afford such tariffs simply because it was 
misusing the Rs 5,000-odd crore it re- 
ceived as ADC. The Association of 
United Service Providers of India 
(Auspi) also plans to approach Trai. 

BSNL officials are quite sanguine 
about the brouhaha. They point out that 
itis the only operator that caters to the 
needs of the rural subscribers. That can 
be done only ifit gets the ADC. Secondly, 
they point out that all along, none of the 
private operators had considered BSNL 
to be competitive. Now that it is posing 
tough competition, the private opera- 
tors are invoking the ADC issue. 

Over the next few months, BSNL will 
roll out capacity for an additional 11 
million mobile lines. That means it is go- 
ing to go deeper into the country. That 
could mean even tougher times for the 
private mobile service providers, be it 
GSM-based cellular mobile operators 
or the CDMA-based operators. But, for 
now, BSNL is focused on voice. Once 
it gets active on data, it could pose a 








service providers. However, the gainer | director general T.V. Ramachandran ar- bigger challenge. & 
in both these moves is really BSNL. gues that Trai should either scrap ADC ANUP JAYARAM 
USINESSWORLD recently PREVIOUSLY UNPUBLISHED 
wrote about the Securities Ap- i 
ethane aou The undisclosed SAT orders 
ing their orders public (‘Why This Veil?’ | velopment of the nascent securities appealed to the SAT on behalf of the 
BW, 16 August 2004). The SAT is the law framework in India. BW is now in now financially beleaguered entities. 
forum of appeal for entities that Sebi possession of seven orders that the Take a look at ‘Justice, The SAT Way’ 
acts against, and by making its orders | SAT passed on 9 August 2004. for a summary of SAT's decisions. 


secret, the SAT is hampering the de- 





Case Sebi 
(all cases vs Sebi) 


Roofit Industries 


Sun Earth Ceramics 





Auto Investment 


Vynex Chemical Engineering 
(Bombay) 


Mayfair Paper & Board 
Veegee Holding and Finance 
Wada Arun Asbestos Cements 


Alkan Projects 


be passed." All figures in Rs 





Justice, the SAT way 





penalty 









1 crore 
75 lakh 


75 lakh 


* SAT reduced penalty citing a Supreme Court judgement that held that 
“the means of the accused has to be considered if a workable order is to 


Sebi was looking into the alleged 
rigging in the stock 
price of Roofit Indus- 
tries from October 
1999 to December 
1999. Sebi had is- 
sued summons to 
the company and 
seven other entities. 
When the companies 
failed to respond to 
these summons, 
Sebi imposed penal- 
ties on them ranging 
from Rs 75 lakh to 1 

. crore under Section 

= 15Aofthe Sebi Act. 

2 Mumbai-based advo- 

Z cate Vishwas Pathak 









60,000* 
60,000 






15,000 









BUSINESSWORLD 18 13 SEPTEMBER 2004 


The pattern is obvious — the SAT 
has slashed penalties in these cases. 
In fact, SAT regulars note that this is 
the way the tribunal has gone in a 
large number of cases over the last six 
months. Sebi's legal executive direc- 
tor R.S. Loona says that such deci- 
sions from the tribunal is making the 
market regulator rethink its punitive 
actions. Legal experts say that Sebi 
could start by setting some standard 
penalties for varying degrees of 
misdemeanours. 

While Sebi figures a way out of this 
problem, watch this space for more 
SAT orders. At least, till the SAT 
changes its mind about their orders 
being akin to 'official secrets'. E 

VIKAS DHOOT 


| 












To be qualified, well informed, with confidence of speech, possess special knowledge in areas that require 
-| skilled and proficient manpower is the crying need of today. The need to be a step ahead and a step faster and 
| surer. To understand the dynamics of change and come out a winner. 

- At Skyline Business School students are trained to equip themselves to take on the world and carve out their 
- nichein tomorrow's world. 


» Skyline Alumni Placements & Summer Training: e ABN AMRO e Air Sahara e Air Tele Albertsons, USA | 
| e Amadeus India « American Express e Apna Loan.com e Bax Global e British Airways | © 
| e ebookers.com e Equus Advertising Limited e Galileo e GE Capital e Global Knowledge Portal (P) Ltd. © — 
* e Gulf Air e HDFC e Hewitt Interglobe e Jet Airways e Lufthansa e Makemytrip.com e Maruti e Pepsi | ` 
4 * Price Waterhouse Coopers e Royal Sundaram e Singapore Airlines e Sita World Travels (India) Ltd. © f 
j e Swiss Airlines e TATA Infomedia Ltd. e Thomas Cook e TATA AIG « William E. Conner © ` 
e LG Electronics e ICICI e Thomas Cooke Daksh e Delphi e Sify e Cox & Kings e HSBC. 


Several Skyline Alumni have gone abroad for further studies in the following university - e Kelley 
School of Business, Indiana University, USA e University of Akron, USA « Oklahoma City University, 
. USA e Eastern Illinois University, USA e Cardiff Business School , UK e University of Sunderland , UK 
» e University of Cranefield, UK e York University, Canada e Monash University, Australia e University of 
7? Exeter, UK «University of Surrey, UK 


Recognised Indian Degrees. Mass 
Specializations offered | " a 
PRN Communication 
e Marketing f | 
. om Recognized a 2 
e. Finance MA/BA Indian University a 


e Human Resources 
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BROADBAND WIRELESS 


Malappuram 
fat-piped 


HE Kerala government has 
T Multimode Multipoint 

Distribution System (MMDS), 
a technology that is over 10 years 
old, to offer wireless broadband 
services in the district of Malappu- 
ram. The Rs 5-crore project, which 
was implemented by Tulip IT Ser- 
vices, is the first of its kind in the 
country. Such systems will be dot 
the state by 2006. 

From the sky the district gives 
an unaesthetic pinhead look with 
560 antennae, each about 30 me- 
tres across, that beam signals in a 
15-km line of sight range. Radios 
deployed at Akshaya centres 
(named after the government's Ak- 





shaya project to bridge the digital 
divide) offer 16-64 kbps links to 
surfers. That's anything but broad- 
band. The subscription fee is 
Rs 20 for an hour's Internet surf- 
ing. An Akshaya centre can be set 
up with an investment of Rs 3 lakh 
and a certificate from the Kerala IT 
Mission. Tulip charges the fran- 
chisee Rs 1,000 per subscriber 
per month and the government 
takes a one-time fee of Rs 8,000. 
Kerala could well look at solu- 
tions like Wi-Max to cover other 
districts unléss it has to pay later 
for expensive upgrades. E 
SHELLEY SINGH 


IT-ENABLED SERVICES 


Progeon cracks the 
scaling-up problem 


NE of the en- 

during puz- 

zles of Indian 

IT services in- 
dustry is its apparent am- 
bivalence about BPO. 
Most large IT companies 
have made investments 
in buying or starting BPO 
companies or divisions. 
Infosys Technologies has 
Progeon, Wipro bought 
Spectramind, Tata Con- 
sultancy Services had In- 
telenet till it sold its stake 


recently, and Satyam has Nipuna. But | 


except Wipro, none of the others have 
been able to scale up their BPO arms the 
way independent BPO companies have. 


Progeon CEO Akshay Bhargava says | 


that one of things that concerns him is 
the lack of scale compatibility between 


Infosys IT services and Progeon. He | 











Banking on synergy: Progeon's Akshay Bhargava 


says: "When you look at Infosys at $1 
billion (in turnover) and look at us at 
$30 million, there is a huge gap. Some- 
times that does affect contracts larger 
than $50 million." 

To correct this mismatch, Infosys is 
giving incentives to its 200 sales people 
in the US to sell BPO services as well. 





BUSINESS PROCESS OUTSOURCING 


Shopping abroad is in 





the overseas acquisition route 
to gain access to new domains and cus- 
tomers. Europe and the US are primary 





target markets, but some are also eyeing | 
the Asia-Pacific region. Most ofthe play- | 


OLLOWING in the footsteps of | 
their IT services peers, Indian | 
BPO companies are adopting | 





ers are third-party, venture fund-backed : 


companies with a critical 
mass of 2,000-plus peo- 
ple. The customers of 
BPO companies are dri- 
ving Indian companies 
to open delivery centres 
outside India and closer 
to these customers. 

This week, Mumbai- 
based ICICI OneSource 
acquired a 51 per cent 
stake in Chicago-based 
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business research and analytics firm Pi- 
pal Research. The acquisition gives I- 
OneSource an immediate foothold in 
the $15-billion global business research 
market, which is a high-value business 
in revenue terms. Pipal currently has an 
annual revenue run-rate of $1.5 million. 
Acquisitions are not new to I-One- 
Source, but this is its first one overseas. 
Next in line is Banga- 
lore-based 24/7 Custo- 
mer. With $22 million in 
its kitty from private eq- 
uity firm Sequoia Capital, 
the company intends to 
push through two acqui- 
sitions in the US by the 
end of this fiscal, says 
its founder-chairman 
PV. Kannan (left). 24/7 is 
already well entrenched 





NAMAS BHOJANI- 


"They pass on qualified leads to our 
sales people in the US, who are far fewer 
in number, and we can then go and 
close the deal," says Bhargava. 

Infosys has closed three contracts 
where there is a single master agree- 
ment that covers both BPO services and 
IT services. The most important aspect 
ofthese contracts is how the IT and BPO 
works get divided and managed within 
the organisation. Till now two distinct 
contract structures have emerged. In 
one contract it is the customer, a For- 
tune 500 company, that itself divides the 
work and allocates the IT part to Infosys 
and the BPO part to Progeon. 

The other contract, with a large fi- 
nancial services company, is where In- 
fosys and Progeon have innovated. In- 
fosys has appointed a single point of 
contact, a programme manager, who 
manages the division of work between 
Infosys and Progeon. "Many companies 
that are not large companies will prefer 
the latter contract structure and this will 
allow us to open the Fortune 1000 com- 
panies market for integrated BPO and 
IT services," says Bhargava. He will be 
hoping to make the whole greater than 
the sum ofits parts. g 

SHISHIR PRASAD 


in its chosen verti- 
cals — banking, fi- 
nance and insur- 
ance — with 18 
customers ser- 
viced by 4,000 em- 
ployees. The ac- 
quisitions, says 
Kannan, will en- 
able the company 
to offer its cus- 
tomers an on- 
shore option and win new clients faster. 

Sanjay Kumar, (above) CEO of 
Delhi-based vCustomer says: “All our 
customers want to offshore, but have 
onshore needs as well.” vCustomer is in 
the market to raise fresh private equity 
money to part-finance the acquisition 
of a 1,000-seater company in the US. It 
currently has 3,500 people at its three 
centres in Delhi. "We will either buy a 
company that complements our exist- 
ing vertical focus, or allows us to expand 
into newer areas," says Kumar. G 
SNIGDHA SENGUPTA 





HEMANT MISHRA 


| 


| 





KARNATAKA FILM INDUSTRY 


Show of xenophobia 


| VEN by filmi standards this is ridiculous. Last month, local film stars and a 
motley assortment of film industry associations decided not to allow the re- 
lease of non-Kannada films in Karnataka till after seven weeks of their re- 

lease in the rest of India. Worse, no more than four prints ofthe new films can be re- 

leased in the state. 

The Film Producers Guild and other industry associations took a delegation led 
by Samajwadi Party's Amar Singh to the Prime Minister and the Union Minister for 
Information and Broadcasting, informed Guild president Amit Khanna. 

So how did things come to this? For long Karnataka has been a laggard on both 
film production and quality. The industry has been living on state subsidies and 
handouts. But Telugu, Tamil, English and Hindi films do well in the state. To 
counter this the state does not al- 
low dubbing of films or TV serials 
in Kannada, or for that matter, se- 
rials shot outside the state to be 
telecast there. So, Sun Network's 
Udaya TV, for example, has to 
shoot the serial in Karnataka if it 
has to be aired there. All non-Kan- 
nada films have to contribute to 
industry associations in the state 
when they release there. The en- 
tertainment tax on non-Kannada 
films was 70 per cent against 40 
per cent for local films. When the 
Karnataka Film Chamber of Commerce announced that it would reduce the tax, all 
hell broke loose. Thousands of protesters led by Rajkumar, the Kannadiga super- 
star, took to rioting on the streets. Industry observers and trade magazines say that 
many stars and associations, especially theatres, have distanced themselves from 
the tamasha. They point out that simply because Rajkumar's son had a bad debut 
against a Telugu film released around the same time, he's gunning for non-Kan- 
nada films. The latest ruckus could shut down theatres surviving on outside films. 

While Karnataka accounts for about Rs 300 crore or 5 per cent of the national 
box office gross, this amount is a crucial because of Bangalore. The city brings in a 
big chunk and is a happy hunting ground for English, Telugu and experimental 
Hindi films. The seven-week delay means "a huge revenue loss to piracy”, says 
Vikramjit Roy, head (publicity and acquisitions), Columbia Tristar. The simpler so- 
lution would be to focus on making better films to revive regional cinema, like the 
industry inWest Bengal has done. Why riot people into watching bad films? . 

VANITA KOHLI-KHANDEKAR 


Dhoom, Karnataka can watch it later 








Grabbing the chances 


in June 2003, the estimated Rs 500- 
crore group has been on an expan- 
sion spree. Bhaskar marketing direc- 
tor Girish Agrawal says there is no 


Ẹ S the Bhaskar group aiming for an 
IPO? It launched Aha! Zindagi, a 

lifestyle monthly magazine in Hindi 

last week. It also took over Saurash- 


tra Samachar and launched the grand strategy behind the expansion. 

Bhavnagar and Baroda editions of its | The group is simply stepping in wher- 

Gujarati daily Divya Bhaskar. Ever ever it sees an opportunity. a 
VANITA KOHLI-KHANDEKAR 


since it launched the Gujarati paper 
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Statement of 
Shri Sarthak Behuria 


Chairman & Managing Director 
Bharat Petroleum Corporation Limited 


at the BIST ANNUAL GENERAL MEETING 
of Shareholders in Mumbai, 30th August, 2004. 





Year Shareowners, 


On behalf of the Board of Directors and on my own behalf, let me extend a very 
warm welcome to all of you in this Annual General Meeting of the Corporation. 
The Notice of the AGM, Directors' Report and the Audited Accounts are already 
with you and with your permission, | take them as read. 

BPC has been recognised by ‘Fortune’ magazine as one of the global giants - giving 
it the 450th rank in the prestigious Fortune 500 list. BPC stands second amongst 
the four Indian companies featuring in the list. Our position is the result of the 
efforts put in by all the stakeholders viz. our customers, suppliers, employees, 
Government officials and all of you. 

The year 2004-05 is an important year for all of us at BPC, as our refinery at 
Mumbai is completing 50 years of operation during the year. The refinery started 
with a capacity of 1.8 Million Metric Tonnes per Annum (MMTPA) in 1955 and by 
the end of this financial year, would reach a capacity of 12 MMTPA of crude 
processing. Throughout this period, it has retained its technical edge over the 
competition through leveraging technology and has focussed relentlessly on 
value addition. The refinery has been a manifestation of the innovative ways used 
by BPC to enhance performance. 

With the settling down of the deregulated scenario, changes in the economy, 
changes in the mindset of consumers and new canvas provided by the 
Government, BPC is facing challenging times. | now intend to share with you my 
thoughts on the year that has passed, the international oil markets, the 
burgeoning consumerism in the country and BPC's plans to surmount these issues 
and outperform in the times to come. 


Bie ternationa! Oil Markets 


Although oil prices did fluctuate throughout 2003, except for an occasional spurt, 
they were moving mainly in a band of US $ 25 to 30 per barrel. This comparative 
stability had allowed the oil companies to effectively stabilize domestic prices. 
This was also aided by the strengthening rupee and therefore, the margins 
available during this period were quite significant. 


However, by the turn of the year, there was an upward swing in the crude prices. 
They have increased by about 5096 from US $ 30 per barrel levels to US $ 45 per 
barrel as at present. The stubborn refusal of oil prices to drop in the recent past 


has amplified the doubts regarding adequacy of near term supplies and long tt 
outlook for crude oil prices. The upswing can be attributed to a number of glc 
geopolitical reasons. To begin with are the regional conflicts in the Middle E: 
the Iraq crisis, US embargo on Iran etc. These conflicts have reduced the r 
availability of oil from this region while creating doubts about the cur! 
availability. The supply fears were further aided by the labour turmoil in Nig 
and Venezuela and the Yukos impasse. All these have given rise to a ‘Scar 
Premium’ in the crude oil prices. On the other hand, the temporary stabilizatio 
world oil demand is also under attack, particularly with a surge in the A: 
demand - Chinese and Indian. The International Energy Agency (IEA) estime 
that the world oil demand is likely to increase in the region of 3 to 3.3 mil 
barrels per day. The increase in demand is also forcing the oil ‘Security Premiun 
burgeon andis resulting in spiralling crude oil prices. 


Thus, oil prices are expected to remain at considerably high levels during the ı 
of 2004 and even during early 2005. The situation can only be salvaged thro! 
certain major increases in production - particularly by OPEC. The impact of 
high prices on the domestic oil companies, including BPC, is an area | will to 
upon later. 


Another major feature in the last year was an increase in the product spreads c 
crude oil. The Gas Oil AG - Dubai spread, which used to be in the range of US $ 
3 per barrel during the period upto December 2003, has now moved 
substantially, ranging from US $ 7 to 10.5 per barrel. The average would be ab 
US $ 8 per barrel. The increase in spreads has increased the refiners' margins 
all refineries in the world including the Indian refineries. 


Wie Indian Economy 


Last year, the Indian economy bounced back and began a move on a high gro 
trajectory. The country achieved an annual GDP growth rate of 8.296. | 
impressive growth rate could be attributed to the bountiful monsoon and 
stellar performance from the services, agriculture and automobile sectors. Al 
with the GDP the oil industry too has come out of stagnation by registering a 3 
growth. The consumption of petroleum products for the FY 2003-04 is estime 
at 107.7 MMT. A major change in the consumption pattern was the welcc 
growth in diesel consumption which was either stagnant or was reducing du 
the last three years. A similar growth is also expected during the current year. 














y 
'erformance | 


relatively stable oil prices, growth in demand and higher refiners' margins 
resulted in a remarkable performance by the BPC group in 2003-04. All three 
p companies, BPC, Kochi Refineries Limited (KRL) and Numaligarh Refinery 
ed (NRL) have recorded their highest profits ever. The group turnover 
ased from Rs. 569.25 billion to Rs. 625.70 billion. Group profit after tax (PAT) 
ased by 30% from Rs. 18.22 billion to Rs. 23.64 billion. The Group Earnings 
share (EPS) for a BPC shareholder has gone up from Rs. 51.76 per share last 
to Rs. 67.80 per share. 


as a company, also gave a sterling performance. Financially, BPC achieved 
growth in sales turnover from Rs.472.38 billion to Rs.525.16 billion. The profit 
tax showed an increase of 35% from Rs.12.50 billion last year to Rs.16.95 
n. Internal cash generation has been placed at Rs.17.4 billion. This has helped 
ing the debt equity ratio further down to 0.46. Investment in the business has 
very profitable for the shareholders as the return on capital employed has 
21.3% and return on networth has been 32%. 


has been following a liberal dividend policy and this year too, we have not 
ited. The dividend has been increased by Rs.2.50 per share from 
5.00 per share 
year to Rs.17.50 
share this year. 
ly 39% of the 
ts are being paid 
in the form of 
end and dividend 


(62) energising lives 


irst quarter of the 
nt year has been 
eventful. On the 
ive side, there has 
a major gain in 
refiners’ margins 
i result of the 
ening of the 
‘ads between 
? oil and products. 
! physical 
irmance on the 
eting side has 
deen encouraging 

most of the 
ucts showing 
ificant sales 
vth. However, 
r increases in the 
ational oil prices, 
ipled with 
taining prices of 
r retail products for the customers, has put substantial pressure on the 
eting margins. This has resulted in gains for the refineries at the cost of the 
eting companies. This pressure is evident from the declared results of most 
> oil companies. 


ew Government has also been watching the increases in the international 
s and has twice taken steps to cut duties since it has taken charge at the 
ʻe. Excise duty has been reduced on all major products. In case of diesel, duty 
ieen cut in two steps by 696 from 1496 to 896. Petrol duty has been reduced 
3096 to 2396, LPG duty has been halved from 1696 to 896 and a reduction of 
jas been effected in kerosene. The Government has also reduced the 
ims duties on major petroleum products, thereby reducing the cost of 
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FUELLING BUSINESS 


purchases for the marketing companies. These measures have partially helped 
the oil companies to maintain prices in the domestic market. However, in case the 
international prices keep on ballooning in the days to come, the current domestic 
prices would be inadequate to cover costs. 


Retail Revolution j 


The domestic retail customers are facing a new phenomenon with the changing 
retail landscape in the country. The customers are now experiencing shopping as 
a 'pleasurable activity as against the traditional 'necessary evil’ outlook. New 
channels of distribution are rising rapidly including shopping malls, self service 
stations and even internet shopping. Of particular significance is the development 
of the 'Self-Service' stores and supermarkets. These channels, although covering 
a small percentage of sales today, are fast emerging as a preferred channel in 
metros and small towns. These stores help customers make an educated choice 
by way of 'touch and feel' and aid in the growth of 'impulse' purchases. BPC's 
response to customers' increasing retail aspirations has been the 'Errand Mall 
proposition, branded as 'In & Out'. This was a build up on the existing convenience 
store model with value added through the concept of networked alliances in the 
product and service 
categories. The 'In & 
Out' initiative was 
launched in February 
2001 across 13 stores 
in Mumbai and 
Chennai. Today ‘In & 
Qut is a 234 store 
network and is the 
single largest retail 
chain in the country. 
The ‘In & Out initiative 
is expected to expand 
to over 400 stores by 
March 2005. 


BPC has decided to 
focus on the areas 
which are critical for 
the ‘In & QOut' 
proposition in order to 
remain successful and 
evolve into a strong 
7 brand. These include 
inter alia consistently 
ensuring three-way 
stakeholder 
profitability - dealers, 
alliance partners and BPC, while creating value for our customers. The store 
format is being fine-tuned and offerings are being modified, based on our learning 
till date. The possibility of an integrated 'In & Out' model with the grocery 
proposition is also being examined in the perspective of a larger rollout in its 
present form. We at BPC are striving to make the 'In & Out' a true convenience 
retail destination by a combination of offerings and process deliverables. In the 
process, we are also trying to build a strong retail organisation by identifying, 
developing and charting out a path for acquiring necessary skill sets with clear 
responsibilities for multiple retail functions. We believe that in the days to come, 
BPC would continue to be in the forefront of the retailing movement. 
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| ural Marketing. 


BPC = paeh the renine at various Demain al initiatives os benefiting the 
customers as well as the company. Some of the new initiatives 
introduced so far have benefited both, the urban and the rural customers. 


BPC realises that the six lakh villages in India include a large number of : 


customers who need to be targeted through different initiatives. With this 
aim, BPC has decided to tie-up with ITC Limited in their 'e-choupal' 
programme. The aim of the ‘e-choupal’ programme is to cover one lakh 
indian villages and link them electronically to the world. The programme 
aims at cutting the intermediaries and middlemen involved in purchase 
from and sale of products to the rural customer. BPC would make its 
products available through 'e-choupals' to the rural customers. The tie-up 
includes LPG cylinders, diesel and lubricants. This would enhance our 
market reach to a great extent, bringing us closer to our customers. 


"Branded Fuels 





Penn main. SUCCess has been the PARS and stan: of 


‘Branded’ fuels in the country. As you are aware, two years ago, BPC 
‘introduced the concept of Branded fuels to the domestic market. ‘Speed’, 





- our branded petrol, which was offered with value additions and at a higher 


price, now represents nearly 10% of our total sales. ‘Speed’ has nearly 50% 
of the branded petrol market in the country. The prominent market share. 
has been a result of the high values perceived by "Speed customers 
consistently.. A similar proposition was being researched on diesel and 
recently, we have also introduced our branded premium variant of diesel 
titled 'Hi Speed Diesel’. This has been introduced in the two major metro 
markets of Mumbai and Delhi. The consumers' response to 'Hi Speed 
Diesel has been very encouraging and in Some of the outlets, the 
conversion ratio is as high as 50%, 





i ian Modernisation 


By the end of the current financial year, ornclien Reon of our Mumbai | 


refinery would be complete. This project consists of four main units 
viz. Crude / Vacuum Distillation unit, Hydro-cracker unit, Hydrogen unit and 


Sulphur Recovery unit alongwith utilities and offsite facilities. Execution of 
this project in the existing working refinery with its space constraints was - 


a major challenge. This was handled by large scale re-organisation of 
existing operating facilities and ingenious solutions for accommodating 
new equipments. This project would enhance the refinery capacity to 12 
MMTPA. At the end of the year, our refinery would be able to make 50% of 
the MS - HSD production with a product quality matching Euro Ill levels. 
The rest ofthe production would match Euro Hl levels. 





other alleine=a02 


BPC has added LNG a as one of the products being étferad t to othe iniusto 
customers. The LNG field is one of the most promising fields. As a 
promoter stakeholder in Petronet LNG and as a marketer of LNG, BPC has 
made a small entry in this area. Further projects are under consideration 
and would be implemented wherever found viable. 

During NELP IV, BPC has acquired stakes in three exploration blocks. 
Further work on the exploration opportunities id ‘farming in' is being 
undertaken. 








{PESB). The study aims at determining characteristic competencies. 


Wolk like to expr ess my gratitude to our customers, for their loyalty ad 
faith in our abilities to continuously improve on our offerings to them. Thanks 
. ate also due to our dealers; 


Al gratefully. acinewledge the | ue 
|. Ministry of Petroleum & Natural Gas an d the 
_and State Governments. A 


E My heartfelt thanks to all the staff members whose unstinted efforts have 

contributed to. make BPC the. exemplary organization that it is. Our 
5 performance. bears witness to the commitment of our team to deliver 
| value to our customers and exceed expectations always. 


. also thank | my colleagues on the Board for their valuable contributions, 
which have steered this company onto the path of progress. 












Agreements. have been signed with GAIL for participating in joi 
in two Gas Distribution Projects - one in Pune and another in Ka | 
also undertaking gas distribution projects in the Gandhinaga Mehsana ep" 
and Sabarkanta districts of Gujarat. This would provide opportunities for 
diversification of business. 








luman Resources 


BPC is proud of its 12000 plus-human resources who have been toiling 
consistently to garner a better performance every year. BPC has studied the 
competencies required for critical and frontline positions like SBU Head, 
Entity Head, Regional Manager, Territory Manager and Sales Officer and 
has developed Competency Models. These models would form a basis for 
people recruitment, development and placement decisions in the 
company. They would also help individuals to improve their capabilities and 
thereby, successfully achieve business goals. Arising out of this process, 
BPC has also undertaken a landmark study on developing a new ethos on 
corporate leadership i in India jointly with Public Enterprises Selection Board 






required of successful Indian CEOs. The results of this study and th E 
model that has evolved are major contributions by BPC to management p 
research in the country. k 
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fibutors, contractors and suppliers, whose 
continued allegiance has si susta e i our xcellent pee moms the et 
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eo her Ministri ies of the Central. 





;t ncerely thank each and everyone of you, our shareowners, | 





-forthe confidi ince and trust you have plapedin in us. We wil tryourbestto — | 
 Surpass yout expectations. - ES 


. Thank you, ladies and Pm 





30" August, 2004 - Sarthak Behuria 

This does not purpert to be a recard of the proceedings of the Anriüal General Meeting. 
Bharat Petroleum Corporation Ltd. 

Bharat Bhavan, 4&6, Currimbhoy Road, Ballard Estate, Mumbai - 400 001. 
Visit us at WWW. bharatpetroleum. com - 
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Complexity 
makes the 
‘trade’ 
policy on 
import 
duties a 
prime area 
for rule- 
making 
and 
bribery 








ashok v. desai | 


The ball is in the 


an import-export (now re- 
named as trade) policy? It 
is because India subjects 
certain imports to quanti- 
tative restrictions. But did it not promise in 
Marrakesh that it would abjure quantitative 
import restrictions (QRs)? It did. And did it not 
abolish them in 2001? No; every WTO rule has 





an exception, especially for the so-called devel- | 


oping countries, and you can push elephants 
through it — especially if you find a precedent 
in some advanced country. For instance, the 
French government was once irritated by 
Japanese consumer durables flooding its mar- 
kets. So it made them all pass customs exami- 
nation in a remote inland post. Brilliant, 
thought Indian bureaucrats, so they subjected 
rubber imports to the same inconvenience. 
Most of our QRs relate to exporters. Our im- 
port duties are high and handicap exports, so 
the policy aims to exempt imported inputs if 
they go into exports. This is very difficult. Con- 
sider a catalyst used to produce stainless steel. 
It does not actually get embodied in the steel: 
should it get duty rebate? Some of that stainless 
steel is exported; the rest is sold at home. How 
much ofthe catalyst that went to produce it is to 
be allowed to be imported duty-free? Suppose 
Larsen and Toubro buys stainless steel, makes a 
centrifuge and exports it; should it get rebate on 
the duty paid on the catalyst that went into the 
stainless steel? Complexity makes this a prime 
area for rule-making, obstruction and bribery. 
Suppose that to get over the customs has- 
sles and obviate questions on how much went 
abroad and how much was sold at home, L&T 
sets up a factory that exports its entire produc- 
tion. After making the centrifuge, it is left with 


_ some scrap. Exporting it would cost more than 


it is worth. Should L&T be allowed to sell the 
scrap within the country? If so, how much duty 
should it have to pay? The machines exported 
by L&T will have hundreds of components, 


|! some imported, some not. Should L&T get re- 


's court 


HY is it necessary to have | 








bate for taxes paid by its domestic suppliers? 
Should parts be imported duty-free, or should 
L&T pay duty and claim rebate when it has ex- 
ported the machines? How can the port cus- 
toms know which parts were imported and 
which were not? Some of these questions are 
unanswerable, and others would require too 
much paperwork and inspection to answer. 
The problem of exempting exports from duty 
is, therefore, practically insoluble. What the 
commerce ministry does is to give the answers 
in four defined circumstances. 

li Itinerant exporters: It puts out a thick book 
showing, for a large number of products, what 
inputs it will assume to have been imported 
and in what proportions. Once the customs 
certify that those products have been exported, 
the ministry would give certificates that would 
entitle exporters to refund of duty on the speci- 
fied inputs if they are imported — duty draw- 
back. This arrangement led to such delays and 
corruption that it has been largely given up 
now. Instead, the exporter may take an export 
order to the ministry (actually, to its daughter, 
the Directorate General of Foreign Trade 
[DGFT]). The clerk there will refer to the thick 
book and issue advance licences which would 
permit duty-free import of the inputs. This has 
eliminated the delay, though not the corrup- 
tion. And then there is the problem of what to 
do with guys who got advance licences but then 
did not export. To reduce red tape, the DEPB 
scheme was introduced 10 years ago; under it 
an exporter gets a credit whenever he exports 
and can use it to pay duty on the inputs speci- 
fied in the thick book whenever he imports 
them. The customs hate it because it has re- 
duced bribes and have saddled it with onerous 
conditions. But exporters still love it. They are 
upset that the government did not fight EUS at- 
tacks on it, and it was declared incompatible 
with WTO rules. 

@ Exclusive exporters: If a firm exports over 
three-quarters of its output every year, it is 
called a 100 per cent export-oriented unit 
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= eliminate 
9 red tape, 

? not just to 
reduce it. If 
_ there were 
no import . 





| E easy Way to 
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(EOU). Then it is treated as a foreign island on | 
Indian soil. It can import any inputs it likes | 
| software exporter would care to go near it. But 


duty-free. But if it sells anything within India, it 
is taxed on these 'imports' into the country. 

lll Export enclaves: The government treats all 
firms located in a certain area as EOUs. Such 


| zones are called Export Promotion Zones 
| (EPZs) and, to create another fashion, Special 


—————— EER E T INIRE 


imports of ‘trir 


Economic Zones (SEZs). 

@ Lumpy imports: Some inputs (called capital 
goods) are used to produce other goods over 
long periods, An exporter might import them, 
get duty drawback, and then stop exports and 
use them to produce for the home market. The 


| | government allows their imports at lower duty 
"^ | but takes a promise that the exporter would ex- 
- port a multiple of the value of the goods in five 
bs years. Thisisthe EPCG scheme. 





Addressing itinerant exporters, Kamal Nath 


er assured them that the government would not 


use the term DEPB after April, but bring back a 


very similar scheme under some other name. it T 
is quite easy. All traders — not just exporters — | 
-should be asked to open an account with a 
_ bank, say, Exim Bank. They must maintain a 
|. positive balance. The account may be used ; 
| only to pay import duty. Whenever aproductis | 
exported, the customs should give the exporter | 
automatic credit for his drawback entitlement i | 
| in his account; whenever something is im- | 
„ported, thei importer should pay duty out ofthe : 
account. In this way, rebate will always be di- 


rectly related to an export; and exporters will 


pay duty just like everybody. That would be the 
rational arrangement, but let us see what hur- | 
- naged to get him to overrule his excise officials d 


dies the customs manage to create. 


Now, if a jeweller wants to import enamel, ' 
- he can do so duty-free, but not over 2 percent of 


his exports. He can take back jewellery a buyer 
has rejected, but not beyond 2 per cent of his 
exports. (Why not?) He will not pay duty on a 
sample his customer sends him to copy, but it 
had better be under Rs 1,00,000. He will be al- 
lowed to import gold over 18 carats. The earlier 
theory was that because major markets such as 
US and Japan use only 18-carat jewellery, the 
goldsmith should be allowed to import only 18- 
carat gold. Now it has been jettisoned. 

Indian handicrafts look too indigenous. To 





what trimmings and embellishments are. 


outany help from the commerce ministry; no 


the ministry's helping hand is always there, 
even if not required. For services, there was a 


DFEC scheme like the DEPB scheme for goods. 


That is not a grand enough name: now it will be 
called Served from India Scheme. Under it, a 
restaurant will get a rebate of import duty of 
5 per cent of its foreign exchange earnings if itis 
inside a hotel, but 20 per cent if it is next door. 


| That would give hotels a strong incentive to 


hive off their restaurants. 

Our banks have lent billions to industrialists 
who did not repay; for years the government 
and Reserve Bank have been using carrots and 
sticks to end this legacy of black borrowers. The 


| EPCG scheme is a similar scam; thousands of _ 
i exporters have brought i in capital goods and | 
. not made the necessary exports; DGFT contin- 


' ues to hound them. The minister has promised 


anui ey 


| action, and there is not much time. 


ister can earn popu arity simply by removing as : 


them 'additional flexibility" — a vague and 


pretty safe: promise to make. And if a travel 
_ agent imported ; a bus to carry foreign tourists, 


the central excise till now insisted on an ‘instal- _ 
lation certificate’ because they. did so: for all — 
‘capital goods. They 1 Amin 


irrational harassment. | 
- Exports | have always. been exempt from: * 
excise on inputs. But since Chidambaram initi- ~ 


| ated the service tax eight years ago, the excise 
authorities. 7 
bateon inputs. Now that Chidambaram is back | 





have refused to give service tax re- 
as finance minister, Kamal Nath has finally ma- 


and exempt export inputs from service tax. -< d 
The commerce minister has done other ack : 
mirable things to reduce red tape. But there is 
an even easier way to eliminate it, not just to re- 
duce it. If there were no import duty, there 
would be no need to rebate it. The FM should ` 
abolish as many import duties on inputs as 
possible. He should start with engineering. 
Steel and non-ferrous metals already bear very 


low duties; He should abolish them, as well as 


duties on metal goods and machinery. That 
would get rid of EPCG. Then he should abolish 


| duties on cotton, oil, petroleum products and 
increase their appeal abroad, craftsmen and | 
_ leather goods makers will be allowed duty-free 
immings and embellishments up | 
» to5 per cent of their exports. That will create | 
plenty of room for disputes with customs over | 


petrochemicals. That would free the entire tex- 


-tiles industry to grab the huge market that will | 
become available to it with the abolition of the 


multi-fibre agreement next year. We have a 
bold finance minister; this is the time for bold 
n 
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A Budget decision to put in money to revive two PSUs 





THE essence of a long-term 
disinvestment strategy sho- 
uld be notonly to enhance the 
budgetary receipts, but also to 
minimise budgetary support 
towards unprofitable units 
while ensuring their long- 
term viability and sustain- 
able levels of employment 
in them.” 

P. Chidambaram in his 

1997-98 Budget speech 


“Hindustan Antibiotics Lim- 
ited will be given financial 
support for restructuring. A 
rescue package has been 
worked out for Indian Tele- 
phone Industries (ITI), and 
ITI will be given Rs 508 crore 
to remain out of the net of the 
BIFR." (Both are loss making 
companies.) 
P. Chidambaram in his 
2004-05 Budget speech 


EVEN years is a 
long time. Long 
enough for one of 
the country's most economi- 
cally-minded politicians to 
contradict himself on the 
floor of Parliament. But then, the United 
Progressive Alliance (UPA) government 
had made its intentions pretty clear — 
disinvestment was not a priority. Even 
if it meant that finance minister P. Chi- 
dambaram had to go against the phi- 
losophy outlined in one of the Budgets 
he had presented earlier. 

Still, few expected the UPA to throw 
more good money after bad. There is no 
other way to describe the decision to 
give Rs 508 crore to ITI and possibly an- 
other Rs 250 crore to Hindustan Antibi- 





otics to resuscitate the two companies. 

After all, it was Chidambaram who 
crafted the new pragmatic policy of us- 
ing disinvestment to minimise bud- 
getary support to unprofitable PSUs. 
Only later did Arun Shourie, the minis- 
ter for disinvestments under the NDA 
regime, latch on to the theme and de- 
velop it into one of the NDA govern- 
ment's crowning achievements. But 
now the architect has demolished his 
very creation. 

Experts are worried that this could 
be the beginning of a dangerous trend. 
“This is a very bad idea. Already, several 
thousand crores have been spent on 
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companies that simply cannot be re- 
vived," says economist Ashok Desai. 

Even if the finance minister had 
wanted to make a broad political state- 
ment — economists can't imagine why 
else someone as astute would do some- 
thingso unwise — he could at least have 
chosen better candidates for the bud- 
getary largesse. 

Many are convinced that Hindustan 
Antibiotics has outlived its purpose. 
And ITI could easily have raised funds 
on its own rather than depend on 
the government (See ‘Not Worth the 
Trouble’ and ‘Weighed Down ByA Social 
Burden’). 





DINESH KRISHNAN 








The NDA had reversed the trend of 
mega PSU investments. But politics is 
now getting the better of economics, yet 
again. Says a senior industry ministry 
official: "Many of the decisions to not 
sell or to bail out particular PSUs have 
. been entirely political, and may not 
have much to do with the health or fu- 
ture of the company. Take, for instance, 
ITL Local politics in Karnataka is a 
prime reason why the government is 





in cd putting. more money into the com- 


i pany.” The company has two facilities in 
Karnataka, three in Uttar Pradesh and 


e 
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one in Kerala. Adds Bibek Debroy, direc- 
tor, Rajiv Gandhi Institute for Contem- 
porary Studies: “It's a waste of money. 
These are just ways to appease certain 
constituencies." 


Disinvestment ministry sources say 


that very often there is political pressure 


to revive a unit that is, in reality, a write - 
off. The ministry — it was downgraded | 
into a department soon after the UPA 
government took over — no longer has | 


the clout to resist such pressures. 


“The UPA government's resolve to | 


not privatise profit-making PSUs makes : 


no sense if one looks at cases like Steel 
Authority of India (SAIL). It may make 

more sense to look at which sectors the 
government needs to be in and whichit = __ 
doesnt. Whenitisfailingtodoagood ' 
job of basic things like law and order, ^. 
why must it make steel or run hotels? | 
Even if TTand Hindustan Antibiotics do 
survive, this is not something to be en- 
couraged,” says a consultant involved 
with the disinvestment of India Tourism 
Development Corporation. 

And it is not as if the government is 
unaware of the pitfalls of pumping in- 
vestments into PSUs. It only needs to < 
look ata recent CAG report on theper- © 
formance of PSU firms submitted last- 
month to Parliament. Over the years; - 
the government has invested a min d 
numbing Rs 103,389 crore in the e 

of 270-odd PSUs. Add to that th 
given by the government to 108 
companies and that figure j 
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Not worth the trouble 


HE moot question is not whether the company can be re- 

| vived, but whether it needs to be revived. it's not as if Pune- 
based Hindustan Antibiotics is producing bulk drugs and sup- 
plying them at a lower cost. As an IDBI official involved with 
the company's revival puts it: “The private sector is doing the 
job and doing it better than Hindustan Antibiotics can ever 
hope to. It's not revival that will be hard. But survival after that. 
it [reviving the company] is simply not worth it." 

Ever since purchase preference was withdrawn (monopoly 
on purchases by government), the company has been going 
steadily downhill. Competition from a host of private players 
hit it hard. The entry of cheap antibiotics (penicillin, in particu- 
lar) from countries like China added to its woes. Like other 
PSUs, the company is saddied with a huge workforce of 
around 800 persons, (This used to be 1,200-plus till a VRS was 
implemented last year.) 

According to a CAG report on the company, Hindustan An- 
tibiotics failed to achieve most of its micro objectives like intro- 
ducing at least five products every year, to become a market 
leader in some of its products or to diversify into other areas 
like cosmetics, foods products and synthetic drugs. Says a 
CAG source: "When we examined Hindustan Antibiotics, we 
found that it failed to achieve most of what it set out to do. 


. Many micro objectives like achieving a 15 per cent return on 
' capital employed, reducing debtors to 16 per cent of sales, 





increases in tumover— none of them were met." With the 
leasing of its Pen G plant to a joint venture with Max Pharma, 
the company lost its only profitmaking production facility, The 
joint venture subsequently incurred losses and will soon be 
. closed. Almost 400 workers who were on deputation to that 
venture will be retumed to the company. | 

Sources say that its heavy interest burden (over Rs 20 
crore a year since 1992-93) is the single biggest reason for 
Hindustan Antibiotics turning sick. It was referred to BIFR 
about eight years ago and IDBI has been looking at how the 
company can be salvaged. The NDA government had taken a 
decision to induct a strategic partner without infusion of any 
fresh government funds. Private sector company Sun Pharmea- 
ceuticals had shown interest in the company, but eventually 
backed out. "No one was willing to put fresh funds into the 
company," says an IDBI source. 

However, this decision has been reversed by the UPA gov- 
emment. Now, to revive the company, sources say, a write off 
of around Rs 250 crore-300 crore is required (the company 
has outstanding liabilities of around Rs 100 crore and Rs 150 
crore is owed to the government). It has working capital loans 
of around Rs 40 crore, Every year the losses are amounting to 
Rs 5 crore-6 crore. "But the company can still be revived if debt 
and interest liabilities are taken care of," says a senior govern- 
ment source. A revival package with a financial tab of around 
Rs 250 crore has been drawn up by the board and is expected 
to be brought to the Cabinet soon. 
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over Rs 185,000 crore (data till 31 March 
2003). In 2002-03, an additional invest- 
ment of Rs 5,855 crore was made to- 
wards the equity of the PSUS despite the 
fact that the average return on invest- 
ments continued to be low, at 9.9 per 
cent. Indirect assistance through write- 
off ofloans, waiver of interest and mora- 
torium on repayment of loans has also 
been given by the government to PSUs 
over the years. 

The total waiver of dues amounted 
to around Rs 1,392 crore in 2002-03. The 
government provided Rs 34,245 crore 
on account of subsidy to the various 


(A A big hole in the government's pocket P 
Till 2002-03 - -— 
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Waiver of dues from PSU: 
“Subsidy to PSUs under 
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Weighed down by: a | social burden 


HAT'S so strategic about the Indian Telecom Industries? That's the ques- 

y tion puzzling economists and telecom experts. Says a former telecom secre- 
tary: "At a time when the government has consciously opened up the telecom sec- 
tor, there is little reason for it to provide support to ITI, which can, if need be, 
approach the market." 

A whopping Rs 508 crore has been earmarked in the Budget for ITI. This will be 
used mainly to clear (TI's debts on voluntary retirement- related expenditure it has 
already incurred, and to fund another round of VRS this fiscal. Capital expenditure 
to the tune of Rs 50 crore is also expected to be financed from this Rs 508 crore. 

Ever since 1994, when the telecom sector was opened up, IT's market share 
has been falling. According to a company official: “Predatory prices by MNCs enter- 
ingthe Indian telecom sector through low entry bids forced ITI to maintain supplies 
to the government at unremunerative prices." He says that consideri ng the huge 
social burden the company carries, it didn't do too badly, But a crash in equipment 
prices worldwide and fall in demand for fixed-line equipment in India pushed the 
company into the red. 

Prior to 1994, most of the company's sales were to the government sector, In 
fact, even today over three quarters of ITI's revenues from supplies, turnkey jobs 
and annual maintenance contracts come from the state-owned BSNL and MTNL 
and other government agencies like defence, railways, and so on. The fall in de- 
mand for fixed lines — its bread and butter — in India also hit it adversely. 

But, as a former disinvestment commission member points out, there's no rea- 
son why ITI can't raise its own resources. The government has already divested 23 
per cent of stake in ITI by offering equity to public financial institutions and employ- 
ees in several tranches. "Recently BSNL and MTNL have subscribed to the corn- 
pany's preferential capital amounting to Rs 300 crore, and there's no reason why 
this or similar transactions cannot be done again," says a telecom ministry official. 
The only thing that stops this is the government's stance that ITI is a strategic PSU. 

Like several other PSUs, ITI has been saddled with a huge workforce and wage 
bill. AVRS in 1990-91 helped the company cut its staff strength from 32,000 to 
around 12,500. But its wage bill of Rs 370 crore is still too high by industry norms. 

ITI is banking on acquisition of new technologies for the convergence era to 
spur a revival. It is hoping to get into new areas like broadband and SIM cards, as 
well as diversify into non-telecom related products. "We hope to achieve a turm- 
around in the next three years. The strategy is to regain [TI's leadership in its core 
competency of manufacturing and retain its newfound status as the country's top 
telecom turnkey services provider," says Y.K, Pandey, ITI's managing director. 
Meanwhile, the government will continue to handhold the firm. 
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PSUs operating under the administered 
price mechanism in the year. The net 
burden of these PSUs after taking into 
account some of the dividend from the 
profit making ones was Rs 29,893 crore 
in 2002-03 (See ‘A Big Hole In the Gov- 
ernment'5 Pocket’). 

To top all this, the government also 
guarantees loans taken by PSUs at a 
nominal fee. In 2002-03, a total amount 
of Rs 15,464 crore was guaranteed by the 
government on behalf of the PSUs. 
A number of these loans end up in 
defaults. Says a senior CAG official: “The 
figures are astounding if one looks at the 
kind of public money that has gone into 
public sector units — whether it's eq- 
uity, loans, loan and interest waivers 
or guarantees. What's worse is the 
returns this investment has generated 
over the years." 

Only 139 of the total PSUs reported 
profits; most of these were operating 
partially under the administered or reg- 
ulated prices regime or facing little or no 
competition from the private sector. In 
2002-03, 45 of these PSUs had con- 
tributed 86 per cent of the total profit. A 
large chunk of the PSUS are loss making 
and their numbers are rising every year. 
An investment of around Rs 11,925 
crore (as on 31 March 2003) has been to- 
tally eroded due to losses accumulated 
by loss-making companies. The net 
worth of around 98 such companies is 
negative. "In such cases, recovery of 
loans given by the government and 
other agencies has become doubtful", 
says a CAG source. Just central govern- 
ment loans against such companies, he 
says, amount to around Rs 20,000 crore. 
But unfortunately, the voice of reason 
no longer prevails. a 
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WE WISH TO THANK EVERYONE WHO'S 
HELPED US COMPLETE THIS PICTURE. 





On the occasion of its golden jubilee, Voltas thanks its customers, 
stakeholders, associates, partners, principals and employees for 


their wholehearted support all through the last 50 years. 
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Embryonic stem cells research in 
India is making slow progress 


(ear mea ertlvaeei arie ae pe RAE à pr ya rel A bre eh 


. N August 2001, the biotech com- 
munity in India woke up to see 
one of India's best kept scientific 
secrets splashed across the media. 
The US National Institute of 
Health (NIH) announced on its 
website that two Indian organisations, 
Bangalore-based National Centre For 
Biological Sciences (NCBS) and Mum- 
bai-based Reliance Life Sciences (RLS), 
owned 10 of the 78 embryonic stem cell 
lines it had approved for federal fund- 
ing. Neither Reliance (which had seven 
lines) nor NCBS (three lines) 
ever approached the NIH for fi- 
nancial support, but the revela- 
tion had Indias scientific commu- 
nity all agog. 

Stem cells, human building 
blocks which are capable of re- 
generating endlessly, have been 
keeping biotech researchers ac- 
ross the world busy as they try to 
unravel the mysteries of cell de- 
velopment. Embryonic stem cells 
(ESC) are derived from aborted 
embryos which are capable of 
multiplying continuously. ESC re- 
search involves coaxing these cells 
to first differentiate into colonies 
in the laboratory and then, under 
laboratory conditions, to grow 
into body tissues like neurons, 
cardiac cells, etc. In theory, when 
enough similar cells are gener- 
ated, they could be harvested fora 
spot transplant or could then 
grow into organs and be used for 
anorgan transplant. 

If scientists could only fathom 
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- cell mass region of 
* blastocysts, or week-old 
E embryos 


-< By adding different growth factors, 
= itis possible to induce these 

= embryonic stem cells to develop into 
* different cell types 


the secret behind cell development, 
they could, perhaps, develop a heart ora 
kidney in the lab and replace a de- 
stroyed organ in the body. 

Not surprisingly, NIH has been 
pumping in funds furiously on research 
in this area, emerging as one of the 
world's biggest supporter of stem cells 
research. And, you can imagine the ef- 
fect its disclosure about NCBS and RLS 
had on the biotech world — the spot- 
light was immediately trained on India, 
ahead of many developing and devel- 
oped countries. India was, after all, alate 
entrant in this field. NCBS had initiated 
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: . Second stage . 
. Cells removed from inner Removed cells put in culture _ 
| plate with nutrients and 


work on stem cells only in 1999. While 
the intelligentsia preened, scientists 
wondered how they could have missed 
out on the work done by RLS, which had 
been set up just a year before, in 2000. 

Three years later, however, as BW 
undertook a reality check on stem cells 
research in the country, it found that 
there is little to show for that promising 
start. NCBS, for instance, has stopped 
research on its ESC lines — FCNCBSI, 
FCNCBS2, FCNCBS3. "It didnt work 
out. We are not concentrating on them 
at the moment. Developing a cell line is 
not easy. Cells multiply spontaneously 
and then stop without any apparent 
reason," says Mitradas Panickar, who 
leads the stem cells research at NCBS. 
According to information provided by 
NCBS to NIH about the three lines, nei- 
ther did the stem cells mass proliferate 
sufficiently nor were they characterised. 
(The cells have to grow under lab condi- 
tions and be identifiable.) NCBS is now 
working on mouse stem cells. 

RLS, on the other hand, did not re- 
spond to BW5 questionnaire. But its si- 
lence reaches beyond that. First, RLS is 
one of two companies — among the 15 
listed on the NIH website — that hasn't 
submitted information about the pro- 
gress of its stem cells to NIH. 'Cell 


Third stage 
: An embroyonic cell line is 
< established when these cells 
,^, multiply and divide. The cell 
^. fines can be maintained 
; indefinitely 
[* culture plate .. us n 
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These cells could then be used in therapies 
to replace different sorts of damaged cells 
and organs 
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characteristics not available from 
provider, says its website (http:/ /stem- 
cells.nih.gov). However, since RLS didn't 
seek NIH funding, it's not mandatory for 
it to supply information about its cell 
characteristics. And as a private com- 
pany, it may be trying to keep its stem 
cells research secret and proprietory. 

Yet there are other disturbing signs. 
RLS recently lost Satish Totey, its second 
head of R&D. Totey moved to set up the 
stem cells research centre for the Mani- 
pal Institute, Bangalore, early this year. 
Earlier, Firuza Parikh — RLS' founder di- 
rector and head of R&D — quit the com- 
pany in October 2003 and went back to 
Jaslok Hospital where she had set up the 
IVF and Genetics Centre. RLS has re- 
cently hired Dhananjaya Saranath, the 
former head of Molecular Medicine at 
Jaslok Hospital, to take the position. 

While Totey was still at RLS, he 
claimed to have moved far ahead of any 
stem cells research that was happening 
in India and in many parts of the world. 
(See Animal Houses Expressed Inability 
To Do Our Tests, BW, 23 February). So it 
is a mystery why he moved out at this 
time. In the course ofthe February inter- 
view, he had said that before he left RLS, 
more stem cell lines had been devel- 
oped and RLS had even applied for a US 
patent on a non-ESC line. RLS, however, 
refuses to confirm this. 

BW also spoke with Mahendra Rao, 
section chief (stem cells) at the National 
Institute of Aging, National Institute of 
Health, US, and an adviser with RLS. He 
said: "As far as I am aware, Reliance is 
actively pursuing its efforts and has 
derived additional lines. My role is 
mainly advisory." 

But this has not stopped the ques- 
tions on the logic behind RLS and NCBS 
seeking NIH approvals. "Everybody 
wanted to gain from the hype and free 
publicity around stem cells at that time. 
The commercial interest clearly was 
looking for quick gains, which do not 
come in science, especially in a largely 
unexplored area," a senior scientist told 
BWon the condition of anonymity. 

Such criticism has gained ground, 
since neither NCBS nor RLS ever ship- 
ped their stem cell lines to NIH or any 
other research facility. Shipping a line 


.. meansthatthe inventor opens its line to 


x peer group analysis. This could be done 


- githerto further scientific research or for | 
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royalty. For instance, all of the five lines 
developed by the University of Wiscon- 
sin, and approved by the NIH, are avail- 


fae nea cu Pit A r N. 


able for shipping to companies for | 


$5,000 (US companies) to $6,000 (inter- 
national companies). 
Scientists observing embryonic 


stem cells research in the country are | 


now questioning whether any lines 
were ever developed. Till date, no stem 
cell lines from India has been made 
available for peer review. But Panickar 
defends his research: "Once the cell 


| mass is placed in the culture, it could | 


grow for days and then lie dormant or 
stop growing altogether. If we under- 
stood how to control growth, we would 
understand the secret of life itself." 

Also, the very issue of NIH approval 


added more confusion because people | 
| still ryingto develop his own. 


regarded ESC lines as the gold standard 


for stem cells research. The truth is that 
NIH did not scrutinise or verify claims of. 


the laboratories whose lines it approved 


hoped to do some cutting edge research 
now feel disappointed. Rajesh Behl, 


currently at the Centre for Human Ge- | 
netics, Institute of Bioinformatics and | 
Biotechnology, Bangalore, returned to | , 








nal medicine at the University of Min- 
nesota and at Washington University 
School at St Louis. "I felt that with 10 
lines available, | would be able to doree - 
search in India." Behlreceived a Depart- 
ment of Biotechnology (DBT) grant for 
his research here. But according to him, 
Reliance does not even talk about its cell 
lines and NCBS did not have any lines. 


which it could share. 


Like Behl, Nibedita Lenka, National 
Centre for Cell Sciences, Pune, was also 
given a DBT grant, but she too hasnt 
been able to get a stem cell line from ei- 
ther of the Indian labs. Both decided to 
begin work to develop their own line, 
but had difficulties getting embryos 
from IVF clinics. Currently, Lenka is in 
the process of procuring an ESC line 
from Wisconsin University, while Behl is 


scientific discovery demands un- 
limited time, resources and patience be- 


| fore any victory. It will be a while before 
for funding. Even the scientists who had 


| withstand international scrutiny. 


Indian labs can make discoveries that 
For interview with Dr Mahendra Rao, -" 
section chief (stem cells), NIH- 





India in 2002 after specialising in inter- | Lase 
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BOUT a year ago, on a windy day outside Chicagos | workshop in Jamshed pur, the company’s first overseas acqui- 
O'Hare airport, U.K. Chaturvedi, vice-president of | sition is in the bag. The Tata Steel team spent all of 15 August 
the long products division at the Rs 11,920-crore 2004, a Sunday, in consultations with the NatSteel team in Sin- 
Tata Steel, stood waiting for his transport to take ^ gapore. The teams talked on till the witching hour, hoping that 
him to the Kellogg School of Management. Back _ the deal could be announced on India's Independence Day. 
then, he did not realise that his time at the week- | However, the talks spilled over to Monday morning and the 
long management programme on mergers, acqui- | NatSteel board signed an agreement with Tata Steel for the 
sitions and alliances would be put to use just a few months | sale of its steel business in a Rs 1,303-crore ($289.5 million), 
later. Sending Chaturvedi to Kellogg's was a part of managing |^ all-cash transaction by noon. | 
director B. Muthuramans plan of transforming the second- | NatSteel is Indias second biggest overseas acquisition, af- 
largest steel company in India to a global player. "Work on our | ter the Rs 2,259-crore ($502-million) acquisition of Tetley by 
global push started even without our realising it," says | Tata Tea, and even ahead of the Rs 450-crore ($100- million) 
Chaturvedi, looking back on his stint at Kellogg's. He believes acquisition of Daewoo Commercial Vehicle Company by Tata 
the plans for Tata Steel's global push was already formingin | Motors in April 2004 and Reliance groups Rs 931 crore ($207- 
Muthuramans mind. | million) buy-out of Flag Telecom. 

And so it was. Exactly a year after Muthuraman first talked The acquisition ofthe Singapore-based company fits right 
of his globalisation plans at a two-day senior management — into Muthuraman's plan to grow Tata Steel from a 4-million- 
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| TARGETS FOR ACQUISITION 







Tata Steel's plan is to cart 
semi-finished products 
from India to its newly- 
acquired finishing plants 
in South-east Asia, which 
are at the heart of a fast- 
growing market. It's eyeing 
primary steel-making 
facilities in central Asia 
and Bangladesh. 

Also being built is a ferro- 
chrome plant in South 
Africa that will target the 
European market. 
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company be also its most defining; 
one? By Radhika Dagwan & Pallavi Roy 
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tory _ 


|! tonne (mt) company to 15 mt by the year 2010 by expanding 
@ capacities in Jamshedpur, setting up a greenfield plant in 


Orissa, and buying companies like NatSteel. According to the 


fs International Iron & Steel Institute, Tata Steel is now ranked 


56th globally by capacity. But a 15-mt capacity will take Tata 
Steel to the 10th rank, comparable to the present capacity of 
Nucor, the largest steel manufacturer in the US. In this growth 
game, NatSteel adds just 2 mt of steel capacity, but, impor- 


| tantly, what it also provides is a ready access to customers in 


seven countries in South-east and East Asia, a region that con- 


| sumes a third of the world's steel. NatSteel also plays a signifi- 
BE cantrole in testing out Muthuraman's play for globalisation. 


Like any manufacturing industry, steel has its own value 


chain. For the sake of simplicity, let us divide it into two — pri- 


E k 5 | mary steel-making and finishing. Tata Steel's strategy is based 


| on breaking up this value chain and putting each part where 


v f it's the most cost-effective. So primary steel will be produced 
E in India, where there are large deposits of iron ore. But the 
BE Asian markets, now a key focus for Tata Steel, will be better ad- 


| dressed by taking the semi-finished steel to these countries for 


eee 
BEEN finishing and then selling there. For now, Jamshedpur will pro- 


M vide the semi-finished steel for the NatSteel bases. Tomorrow, 


it could well come from Iran or Ukraine; these countries have 


ll abundant iron ore and are therefore ideal for primary 


PE) | steel making. 
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| Africa, which is to be commissioned by the end of 

BE ferro-chrome there since ferro-chrome manu- 

EE the cost of power in South Africa is less than half 
| 


| will be sent to European markets. 


BE right part ofthe value chain in its 

BENE right place in the world and link it up 
BE properly,” says Muthuraman. “That, 

ENE for me, is globalisation." (See ‘Steel 
EE Has Entered An Era Of Less Volatility’). 

BENE Atstake is Tata Steel's competitiveness 

BE and growth strategy. 


| the haste of wanting to break from 
| lata Steel's history that kept the 
| company at 4 mt at the end of its 


ad tive in a financial institution asks 
B laughingly: "Why is Muthura- 
EN man never in his office? Where 


BE Central Asia, South-east 


In a sense, this strategy is already being put 
into effect through Tata Steel's 120,000-tonnes- 
per-annum (tpa) ferro-chrome project in South 
2005. Again, it is more cost-effective to produce 
facturing is a very power-intensive process and 


that in Orissa. From South Africa, the ferro-chrome 


"Every bit ofthe value chain has a cost 
attached to it. We have to put the 


UTHURAMAN, 59, is a man in 
a hurry. His demeanour has 


100-year existence. He travels al- 
most constantly. A senior execu- 


is he always travelling to?" 
Well, the better part of last 
year was spent scouring 































'Steel has entered an 
era of less volatility' 


MANAGING DIRECTOR B. MUTHURAMAN WAS 
tired after a week during which Tata Steel 
announced an acquisition and cut prices. 

Yet, he took time out to share his globalisation 
philosophy with BWat his Mumbai office. 
Excerpts from the 45-minute conversation. 


W What is the essence of your globalisation plan? 

There has to be a central strategy of growth. Not all 
countries have iron ore and coal — only five or six 
countries have these resources. Not all countries 
demonstrate the same growth potential too. The US 
and Japan demand has plateaued. Other countries — 
like China and India are showing robust growth — 
this is where the new customers are going to be. In 
China, there is no iron ore but there is steel con- 
sumption. In my view, globalisation is a method by 
which you put the right part of the value chain in its 
right place in the world and link it up properly. 


E What are the other candidates on your radar? 
i Brazil, Australia, Bangladesh are countries where 
steel can be made cheaply because of the avail- 


Wo ability of iron ore and coal. We have been to 


Iran, Ukraine, Bangladesh — all during the 
last year. And we are looking at China for 
finishing capabilities. 


à CH v a W How do you see the steel cycle progressing? 


W | think that there is a fundamental shift in 


DW. ; P. š 11 the steel industry structure. In the last few 


years, there has been consolidation — 
there are less steel companies 
today, excluding China. Due 
to this consolidation, there 
is a bargaining power in the 
marketplace that was not 
there in the past 75 years. 
Secondly, mad creation 
of capacities is not taking 
place except where there 
is actual consumption, 
like China. Finally, some 
sense has prevailed on 
the steel industry. 
Therefore, I believe that 
steel has entered an era 
of less cyclicity, less 
volatility, and higher 
prices than before. Not as 
high a price as what prevails 
today. Going forward — 
although it is hazardous to 
guess — I believe that the price 
Will be closer to $320x330 [per 
tonne of hot rolled coil]. 


SANJIT KUNDU / HEMANT MISHRA 


DUSINESSWORLD ip I3 SEPTEMBER 200.1 





Asia and Russia in search of targets. 

To understand Tata Steel's urgency 
now, one has to look at its past. Be- 
tween 1991 and 2000, the then manag- 
ing director, Dr J.J. Irani, launched a 
modernisation drive to save the com- 
pany from collapse due to outdated 
technologies and processes. This cost 
the company Rs 9,500 crore, leaving lit- 
tle for growth or acquisitions. By end- 
1990s, its competitiveness was ratified 
by the industry’s premier analysis firm 
World Steel Dynamics, which ranked it 
third after Korea's Posco and China's 
Bao Steel. The ranking, based on para- 





It took 10 months of hard 
hegotiations to convince 
Oo Soon Hee, presi- 
dent, NatSteel, (R) to 
sell out. The deal was 


... TATA STEEL 


globalisation era, when the current 
crop of leading steel makers set up 
shop, the concept of owning assets in 
other countries was unthinkable be- 
cause of closed national boundaries. 
And high tariff barriers made it prohib- 
itively expensive to move goods be- 
tween countries. Therefore, steel was 
made in the country it was sold in, re- 
gardless of whether the raw material 
was available in that country. In fact, 
this is one of the reasons some of the 
largest steel companies in the world 
have a limited international footprint. 
Globalisation and the World Trade 


meters like management, technology 
and cost of production, is one of the 
most respected benchmarks in the steel world. 

In 2001-02, prices touched a historic low and every steel 
company bled. That year, Tata Steel earned the distinction of 
being the only company in India and one of only five in the 
world to declare a net profit (of Rs 204 crore). 

The steel price cycle turned around the next year, partly 
due to the huge Chinese appetite for the commodity. For this 
reason, some consider Muthuraman to be an extraordinarily 
lucky leader. He took over Tata Steel at a time when the steel 
cycle turned and Tata Steel was in the best position to take ad- 
vantage due to its efficiencies honed in the previous decade. 
He became managing director in July 2002 and the company 
declared a record net profit of Rs 1,012 crore for 2002-03, five 
times higher than the previous year's. The next year, the net 
profit vaulted by 72 per cent to Rs 1,746 crore. 

Muthuraman knew Tata Steel would have to earn the right 
to grow by creating shareholder value. Steel had traditionally 
destroyed more shareholder value than created it. He had said 
to BWin June 2003: “We have inadvertently ignored the share- 
holders." Therefore, one of his first initiatives as managing di- 
rector was to hire consultants Stern & Stewart to explain 
shareholder value creation to every shop floor worker. 

By 2002-03, everything seemed to be in place: steel de- 
mand was growing, the company was in its best shape opera- 
tionally, and its cash reserves were at Rs 679 crore. A newly-ap- 
pointed strategic planning department had been doing the 
homework on steel supply 
chains. It was time to go 
shopping. "Tata Steel is not 
making a blind leap of faith in 
terms of globalisation. All its 
systems are in place,” says 
Chetan Tolia, head (strategic 60 
planning), Tata Steel. 

The question was how to 
grow. In the earlier model of 
steel making, the raw mater- 
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On the value chain — 
Cost comparison of flat products 
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Organisations pressure to lower tariff 
barriers has been gradually changing 
these factors. This has been forcing the century-old industry 
to change the way it churns out steel. 

Another reason to look at things in a different light has 
been soaring freight costs. A shortfall in global shipping ca- 
pacity, again fuelled by Chinas insatiable demand, has raised 
freight costs by 344 per cent since 2002. Shaken, the largest 
steel companies have started questioning the wisdom of 
transporting bulky raw materials like ore and coal across con- 
tinents. Itis much more sensible to make primary steel closer 
to the raw materials and then ship the semi-finished steel, 
which is far less bulky, near the final markets for finishing. 

So, last year, world number one Arcelor bought a 28 per 
cent stake in Brazilian company CST, mainly for gaining ac- 
cess to its iron ore mines. Korean steel maker Posco and Aus- 
tralian mining company BHP are planning a $8.4-billion iron 
ore and steel complex in Orissa, as two-thirds of Indias iron 
ore deposits lie in the region. 

The other reason for this global shift in manufacturing 
philosophy is that long-term links with raw material suppliers 
are becoming critical. There is a shortage of iron ore and cok- 
ing coal in the world. The mining industry did not foresee 
China's appetite for more than 250 mt of steel a year. So it will 
take some time for the new mining capacities to kick in. Says 
Muthuraman: "It is a new kind of thinking in steel, but to my 
mind, it is the right thing. It is happening in auto as well. Thai- 
land and India are major suppliers of auto components. You 
make things where you can 
make them cheaper." 

Tata Steel's rare advan- 
tage in this global play is that 
it has captive iron ore mines 
with capacities far in excess 
of its current needs. There- 
fore, it makes imminent 
sense to expand its primary 
steel-making facilities in In- 
dia and look for finishing ca- 
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ial was shipped to where the 
primary steel-making capac- 
ities existed, which were in- 
evitably near the markets the 
steel was sold in. In the pre- 
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pabilities elsewhere. The ca- 
pacity at Jamshedpur is 
being expanded to 7.4 mt 
from the current 4 mt and a 
new plant of 6 mt is being 
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built in Orissa by 2008. Says Chaturvedi: “One needs strengths 
to go global, and our strengths are our low costs and upstream 
advantages in the form of abundant iron-ore." | 

But all that steel cannot be absorbed by the Indian market, 
despite the fact that it is expected to grow at 9 per cent this 
year, one of the highest rates in the world. Tata Steel needs ac- _ 
cess to other markets that it could supply from India. To im- 
plement its de-integrated production strategy, the company 
scouted for a finishing facility it could access in Asia. Demand | 
has flattened out in most developed markets like the US, 
where the replenishment rate has narrowed to a couple of per- 
centage points. "In a sense, the world focus in steel is shifting 
from the Atlantic basin to the Pacific rim," says Tolia. 

The competitive beauty of this strategy is no other Indian 
steel company can follow in Tata Steel's footsteps easily. One, | 
other companies are not operationally as strong as Tata Steel. 
Two, they do not have access to captive 
raw materials to this extent. Three, the 
Indian industry is just about recovering 
from the ravages of the previous down- 
turn and high debt costs. 

The financial re-structuring pack- 
ages that many steel companies went 
through in 2002 forbid expansions. Of 
the large players, Ispat Industries is still 
incurring losses and Essar Steel is 
struggling to reduce its debt. Jindal Vi- 
jaynagar Steel (JVSL) has made some 
headway in restructuring its balance 
sheet, but it still has some way to go be- 
fore it can withstand another down- 
turn, which is a constant threat in any 
commodity industry. Besides, tying up 
for raw materials is more important to 
these companies than focussing on 
growth. JVSL, for one, is setting up a 
600,000-tpa coke oven plant. India’s 
largest steel company, Steel Authority of India, is planning to 
pick up a stake in a foreign coal mining company. 





A. Rs 1,303 crore, NatSteel is a relatively inexpensive ac- | 
quisition. Compare this with the Rs 10,000 crore the com- | 
pany is spending in Jamshedpur and the Rs 8,000 crore in | 
Orissa. Says the managing director of a large Indian steel com- 
pany: "Its a good price. It takes about Rs 3,200 crore to set upa 
1-mt greenfield steel plant." NatSteel was ideal for other rea- | 
sons too. "What attracted me to NatSteel was the cultural fit | 
and the depth of management," says Muthuraman: 
NatSteel makes profits, but on very low margins. Its Oper- | 
ating margin for the first quarter of 2004-05 was a paltry 1.7 per 
cent, in contrast to Tata Steel's 37.8 per cent. The problem is 
that NatSteel's production depends on using scrap in the elec- 
tric arc furnace. This process has become very costly as scrap 
prices have soared 173 per cent in the past two years. "Nat- 
Steel's cost of production is about 30-40 per cent higher than 
Tata Steel's,” says the head of research at a foreign brokerage. 
The challenge for Tata Steel is to bring this cost down. One | 
way is to supply NatSteel with billets (semi-finished steel) | 
from India. If NatSteel's electric arc furnaces are shut and | 

















. UK Chaturvedi, VP 
(longs), Tata Steel “With 
NatSteel, we are number 
three in wires globally" 


than beinga man at the right place at the right time. 
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scrap is substituted by billets, then its cost of production will 
come down by about $100 a tonne. 

Now, Tata Steel's billet capacity is just 150,000 tpa, which is 
largely used by its own plants. So until the new capacities 
come up in Jamshedpur and Orissa, the company will rely on 
a process called ‘tolling’ to supply NatSteel with billets. 

This is how it will work. Orissa and Jharkhand are dotted 
with small rolling mills that have been lying idle due to short- 
age of coal and iron ore. Tata Steel will supply these mills with 
both these resources and buy billets from them. It wants to 
station its own people at these mills to ensure quality. "If this 
succeeds, Tata Steel will increase downstream capacity in 


| longs and rounds without investing in matching upstream ca- 


pacities," says the research head of the foreign brokerage. 

NatSteel also fits Tata Steel's Asian strategy in other ways. 
NatSteel is a long products company, making steel used 
mainly by the construction industry; 
Tata Steel mostly makes flat products. 
In developing countries, the demand 
for long products like wires and rods is 
higher than that for flat products. Nat- 
Steel will take Tata Steel's wire making 
capacity to 0.6 mt, making it the third 
largest producer of the product. 

Of course, the strategy comes with 
its attendant risks. Its success is based 
on keeping up a constant supply of 
semi-finished products to NatSteel's 
plants. If anything upsets this arrange- 
ment — like any of the countries get- 
ting embroiled in a WTO tangle — the 
core strategy would falter. 

Another risk is the behaviour of the 
Chinese market. China has increased 
investments in steel capacities by 46 
per cent in 2002 and 89 per cent in 
2003. AII this is aimed at taking its an- 
nual steel output to an unprecedented 330 mt by end-2005. So 
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_ the regional market is expected to get extremely competitive. 


Tolia believes that market saturation may not lead to 
shrinking demand. Says he: "The saturation (highest) de- 
mand level of China is certainly higher than its current one. 
Whether it reaches saturation rapidly or slowly will depend on 
China's gross domestic product growth. It could be anywhere 


_ between five and 15 years before demand stabilises.” Besides, 


Muthuraman believes that the Chinese will eventually realise 
that domestic production is unviable. Says Muthuraman: 
“Their cost of production is $40 to $50 higher than ours. Even- 
tually, they will realise it is cheaper to import." 

Thefirst priority, fornow, isto wrap up the NatSteel deal; its 
formalities will be completed by the year-end. Over the next 
few years, every sinew of Tata Steel's expertise will be tested in 
winning global markets, managing the expansion, and pick- 
ing up more strategic assets around the world. If he manages 
this right, Muthuraman will be remembered for much more 
= 
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LATHA JISHNU & SHELLEY SINGH 

ai SEAT SS is alio Si codi iude cla MN 
EOPOLITICS and obsessive 
corporate rivalry have com- 
bined to put a new penguin 
on the Linux block. The 
rapidly proliferating breed of 





but of an aggressive regional variant re- 


cently when the $10-billion Oracle Cor- | 
Linux Corporation, is jointly owned by 


poration announced the commercial 
launch of Asianux, the regions first stan- 


dardised Linux platform. The Redwood | 
firm is now offering worldwide, round- | 


the-clock joint technical support for 
customers who deploy Asianux along- 
side Oracle's 10g offerings. Earlier, this 


back-up was limited to Oracle products | 
on Linux distributions from Red Hat | 


and SuSE Linux from Novell. 


If you believe this is just another of | 
those technical developments that ex- | 
cites only the geek world, think again. | 
Developed by China's Red Flag Software | 


Company and Japan's Miracle Linux 
Corporation at Oracle's research centre 
in Beijing, Asianux is as much a political 
statement as it is expected to be a com- 
mercial success. To understand what is 
driving this initiative, take a look at the 
pedigree of its developers. 

Red Flag Software is a joint venture 
of the Software Research Institute of the 
Chinese Academy of Sciences (CAS) and 
New Margin Venture Capital, funded by 
the Chinese Ministry of Information In- 


Linux penguins saw the de- | 








dustry. It offers operating systems and | 
applications in the Chinese language, | 


5 


` 





Oracle is putting its weight 









ANTHONY LAWRENCE 


behind Asianux. But can the new 
flavour dominate the region? 


based on two decades of research on 
open systems conducted by CAS. 
Asianux's other developer, Miracle 


Oracle (58.5 per cent), NEC (14 per 
cent), Otsuka-shokai and others. The 
Japanese firm focuses on the develop- 
ment and sales of Linux server operat- 
ing systems that are fine-tuned for Ora- 
cle. This tells just part of the story. 

At Oracle's Asia-Pacific conference 
in Shanghai recently, company presi- 
dent Charles Philips described Asianux 
as the beginning of a turning point for 
Linux. In plain language: another tacti- 
cal victory against arch-rival Microsoft. 
Taking a swipe at the recent Asian tour 
of Microsoft chairman Bill Gates and 
chief executive Steve Balmer, Philips 
said: "The management team has been 
flying here every other week; now we're 
going to keep them busy flying here 
every other morning." His punch line: 
“We don't need a huge, general-purpose 
operating system that adds overhead to 
what we're trying to do. We need some- 
thing thin, fast, efficient and inexpen- 
sive — essentially almost a device driver. 
Linux is perfect for that.” 

Asianux comes at a time of tremen- 
dous growth for Linux in the Asia Pacific 


BUSINESSWORLD 4? 13 SEPTEMBER 2004 


Plain Vanilla and 


ITH Linux appealing to cus- 
W eres seeking affordable 
and efficient systems, a 


host of vendors now offer multiple 
flavours. At last count, there were 
about 328 to choose from (according 
to distrowatch.com a Linux tracker). 
New ones keep cropping up, promis- 
ing new tools, applications, low main- 
tenance and a bug free experience. 

A Linux distribution is a complete 
Linux operating system: a collection of 
free and sometimes non-free soft- 
ware created by individuals, groups 
and organisations from around the 
world having the Linux kernel at its 
core. Companies such as Red Hat, 
SuSE, MandrakeSoft, as well as the 
community Debian project, compile 
the software and provide it as a com- 
plete system ready to install and use. 
The benefit of using it is that you will 
have access to support and mainte- 
nance provided by the companies. 

In all, 52 countries have some ver- 
sion of home-grown Linux distribution 











region. According to CCID Consulting, 
the Linux market in China is expected to 
notch a compound annual growth rate 
of 49.3 per cent over the next five years. 
About a third of Oracle'5 enterprise soft- 
ware sold in China is estimated to be 
running on Linux, a sharp rise from less 
than 5 per cent a year ago. China is also 
expected to become the second largest 
market for Oracle in the Asia Pacific re- 
gion where it is now No. 3 after Japan 
and China. 

The Chinese government, which has 


been pushing for a national standard on | 


open-source software, has been a 
strong promoter of Linux as an alterna- 


tive to Windows which it views as being | 
. Novell bought SuSE. 


costly and a security risk. 
Butis Asianux likely to accelerate the 


Linux momentum in Asia? So far, over | 


40 hardware and application vendors 
have signed up for certification on 
Asianux. These include computer giants 
AMD, Dell, Hewlett-Packard, NEC and 
Chinas Langchao. On the software 
front, backers include Trend Micro, 
Sophos and Computer Associates. 


all the add-ons 


or flavour with the US leading with 60; 
China has seven, Japan 13 and India 


| 
two (ELX from a group of developers in 


Hyderabad and Luit). The most popular 
flavour, Red Hat from the US, claims 
about 60 per cent market share. 

Next is SuSe, recently acquired by 





But it is not likely to be all smooth 
sailing for Asianux. Critics point out that 


 asimilar effort was made a couple of 
. years ago when four distributors — 
. Caldera, Conectiva, SuSE and Tur- 


boLinux — joined up to offer Unit- 


| edLinux. However, UnitedLinux has 


been unable to make a dent on the mar- 
ket. Caldera International changed into 
The SCO Group Inc, and threw the part- 
nership into a tailspin when it filed a 
lawsuit against IBM, alleging it had ille- 


_ gally contributed some of SCO’s System 








Unix code to Linux. Then the Tokyo- 


_ based Turbolinux changed hands and 


pulled out of the US market, causing 
more instability. And early this year, 


Anil Valluri, director (systems engi- 
neering), Sun Microsystems refuses to 
take Asianux seriously. "It is just another 
trick. There are already too many ver- 
sions and there will be no return on 
value." Most industry experts feel the 


| same, although Leigh Warren, vice pres- | 
| ident of the Linux business unit with Or- 


| acle Asia Pacific, insists that it is not the 


nus Torvald's homeland, Best Linux 


(now renamed SOT) is popular. 


While selecting the flavour do 


check out when it was last upgraded. 
Linux distributions take a specific ker- 
nel to evolve a new flavour. About 35 
distributions are dormant as they did 


| not release a new version in the last 


two years. These include Blue Point, 
Aleader, Red Office and Polar Bear. 


Novell, a German favourite and leading | The vast majority of Linux users are still 


distribution in Europe. It’s popular in In- 
dia also. The French,however, prefer 
Mandrake, which also has a following 
in the French-dominated areas of North 
America. Although it filed for bank- 
ruptcy last year, it is now back on track 
with a revised version. 

China has its Red Flag and Japan 
has Miracle while Brazilians prefer 
Conectiva. A Canadian developer of 
Linux flavour, Lindows, recently settled 
for $20 million with Microsoft to drop 
the name of his version. Microsoft 
thought Lindows could cash in on Win- 
dows' popularity and filed a trademark 
infringement suit. Lindows is now Lin- 
spire! In India Red Hat and SuSe are 
common. In Sweden and Finland, Li- 


| 
| 
| 


running with 2.6, released in Decem- 
ber 2003 and updated (2.6.7) in June 
this year. SuSE has unveiled SuSE 
Linux 9.1 Professional, the first major 
release of the 2.6 kernel. It offers faster 
reading and writing of CDs and DVDs, 
better audio and video applications 
and improved streaming video. SuSE 
9.1 can handle more processors, more 
physical devices and hardware as the 
2.6 kernel improves scalability by sup- 
porting 64-bit systems. Asianux is just 
one of the new versions. Flavours offer 
choice but in the long run a consolida- 
tion complete with regular support and 
upgrades will benefit users. g 


SS 
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ASIANUX 





Oracle's Philips describes Asianux 
as a milestone in the growth of 
Linux in the region 


case.” Asianux is a standard derived 
from two leaders in the China and Japan 
markets, Red Flag and Miracle, agreeing 
to collaborate. It’s not another flavour 
but a consolidation around a common 
kernel oftwo successful distributions." 

The sharpest dismissal comes, natu- 
rally, from a Microsoft official. Abhijit 
Das, manager (platform strategies) Mi- 
crosoft India, says: "It is more an experi- 
ment going on among various firms. 
What users want is a stable operating 
system, ready for deployment. Unfortu- 
nately, Linux offerings fail on this front." 

A significant issue with Asianux 
could be interoperability. If a firm uses 
Red Hat today and wants to switch to 
another version with additional 
features, how easy would it be? Detrac- 
tors say it will require several man 
months of effort. 

While this may be true, it is too early 
yet to write off Asianux. For, in the major 
markets of Asia, official moves are afoot 
that augur well for this initiative. Re- 
cently, the governments of China, South 
Korea and Japan announced the estab- 
lishment of an open-source software 
(OSS) alliance which will support the 
private sector in their countries to de- 
velop Linux. 

And Oracle is well-placed to capi- 
talise on this. But whetherit can become 
the standard for the entire region, only 
time will tell. m. 
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Palm [li 4 Panasonic 
memory stick. 
Maximum capacity: 
512 Mb 


The darker 
side of some 
of the sleekest 
gadgets in play. 


By Nandini Vaish 


^. Palm Ill personal 
digital assistant. 

Maximum capacity: 
2 Mb 
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& BenQ Joybee music 
player. Maximum 
capacity: 256 Mb 
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regular home 
PC, is one of the 
latest threats 


Remaining space: 
5GB 


“DY Total: 40 GB 
7 2,500 MP3 songs: 10 GB 
3 1,000 digital pictures: 5 GB. k 4 Apple iPod, 
z Organiser & address book whose storage 
P (1,000 entries); 20 GB equals that on a 
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PECTS 


F you thought the latest camera phone your colleague 
just brought to workis just that — a phone that also clicks 
pictures — then think again. It can also be used as a 
deadly weapon of subterfuge. Look at the possibilities: 
with that device, your colleague can take more than 100 
pictures of documents, events and even the office — in- 
formation that competitors may pay to procure. 

Too far-fetched a theory? Not quite. Before you quiz your 
camera-phone-toting colleagues, you may look at this irony 
for an affirmation of the threat: Samsung Electronics, the 
world's third largest camera phone manufacturer, has forbid- 
den the use of camera phones inside its headquarters, facto- 
ries and research centres. 

samsung is not alone. Automobile and pharmaceutical 
companies the world over ban such devices from their R&D 
centres. Government agencies too have banned many such 
devices. The British ministry of defence has banned the 
portable music player iPod from sensitive areas. In India, the 
armed forces headquarters and Defence Research Develop- 
ment Organisation are out of bounds for any outside elec- 
tronic gadgets. The Saudi government has altogether prohib- 
ited camera phones in the country; tourists need to either 
carry ordinary mobile phones or risk confiscation. 

The threat to information security is not new. It has been a 
concern as long as it has been possible to store data — elec- 
tronically or otherwise. What has changed the field dramati- 
cally in recent times is the advent of newer, easier modes of 
transfer and storage. And in this field, portable storage devices 
— growing in their ubiquity — are the latest weapons. That's 
the terrible reality such gadgets have brought about. 

Shall we round up the suspects? To begin, thumb drives 
and memory sticks are a new incarnation of the Trojan horse 
of Achilles' time. These devices, often the size of a human 
thumb, plug into universal serial bus (USB) ports that all new 
computers come with. (USB is an external bus standard that 
supports data transfer rates of 12 megabytes per second, or 
Mbps. Another, lesser-used standard is the IEEE 1394, a ver- 
sion of which supports transfer rates up to 800 Mbps.) 

To the horror of the security-minded, these unassumingly 
small devices can be ‘hot plugged; that is, they can be added or 
removed while a computer is running without disrupting its 
regular operations. With memory capacities ranging from a 


4 Canon pen drive. 
Maximum capacity: 
512 Mb 
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| 
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few megabytes to gigabytes, they could form 
alethal arsenal. | 

Then there is the Apple iPod, the largest 
selling portable MP3 music player, which 
comes with a maximum storage space of 40 
Gb. The space is comparable to that on anav- 
erage home PC. With data transfer rate of over 
10 Mbps, it can download an entire computer's 


policies, Just in the latest-reported quarter, Ap- 
ple sold 860,000 iPods around the world. 
It's not just iPods and thumb drives, but a multitude of | 


| gadgets ranging from personal digital assistants (PDAs) tolap- 






tops that can be plugged into USB ports. And as such devices 
grow in numbers, so does the threat posed by them. 


" T'S a very tangible threat. The loss from data theft every 
year is counted in billions of dollars globally. In India, a 


2002 -03 survey by PricewaterhouseCoopers (PwC) and CH 


(on a sample size of 103 companies) showed that at least 3 per 
cent of companies lose revenues above Rs 5 lakh each due to 
_ breaches. And this is only the tip of the iceberg — only 60 per 


3 . centofthethefts get reported. 


2000, an engineer at erstwhile accounting f firm Arthur 





- Andersen who had helped develop a Rs 9-crore enterprise 


software for Indian Oil Corporation, stole it using his laptop 


1 









when he moved to another company. Once out, one of the 
companies he tried to sell the software happened to be Mobil 
Corporation of US, which had a collaboration with Indian Oil. 
Mobil recognised the software and he was caught. 

id Bollywood has always been a haven for intellectual prop- 
_erty thieves, but few have been as brazen as Canadian film ed- 





flee with an unreleased version of the film ‘American Daylight, 
which he had been editing on his Apple iBook. He and his wife 
were arrested at the IGI airport in Delhi a few minutes before 
they were to board a flight to Canada. 

Is it technology that is spawning a new breed of corporate 
crime? Sivarama Krishnan, executive director, PwC, doesn't 
think so. He argues: “Data theft is not encouraged by technol- 
ogy, but by unprincipled competition. Technology is merely 
an enabler. USB devices per se do offer a threat, 


e Troy Niemens. Unhappy with some pecuniaryi issues at his. 
~ employer Kaleidoscope Entertainment, Niemens decided to - 


THE THREAT 


9 Many new, small 
devices can steal data 


9 They can also be used 
to introduce viruses and 
Trojans into systems 


€ Camera phones can 


information in minutes. It's not just the storage .. steal drawings, blueprints ing access by only authorised devices dan quay : : D 
space that these devices offer, but their ubiq- OF layouts not be feasible to implement on all machines, a 
uity, that adds to complications in security @ Devices can secretly Consultants even advise companiesto classify —— 


record conversations too 


| — even paper and pen — in a locker room outside. The c 


. photograph. Visibility of the camera lens could be one solu- 


been dedicated to this and employees receive regular upd dates — 





One of the first things is to have a security pol- 
icy that spells out the organisations stance on 
the use of such devices. Training should en- 
sure a security-conscious workforce, which 
will be less likely to unwittingly put out sensi- 
tive information. oe 
A ‘desktop lockdown policy’ — disabling ce 
universal plug and play functions andallow- — 






























users and usage, as many banks and insurance 
companies do. At PwC itself, good corporate ^. 
! governance is stressed over technology protection. Palmtops, 
camera phones and pen drives are allowed in the premises, 
but access to sensitive documents is restricted. 

Newer challenges are prompting some to think afresh 
about solutions. The South Korean government, for one, is 
planning to regulate the use of camera phones in public 
places by ensuring that it's evident when someone is clickinga. 


tion, an audible ‘click’ sound another. 

Companies in India too have certainly recognised such 
threats. Some, whose business depends on data security, have 
taken severe measures. At process outsourcing firm Wip: 
Spectramind, employees are watched through survel 
cameras. The terminals on the process floor are a 
they have no hard disks. Employees have to leave 


pany conducts regular internal audits and monitors emai 
random. "Violations, if any, are severely dealt with.” says 
Tamal Dasgupta, CIO of Wipro Technologies, of which Wipro j 
Spectramind is a subsidiary. 

Policing aside, the company has developed an internal - 
awareness project called Security Srinivas. A small website hi 1s 





on the company’s security policy. 
The world's largest pharma company, Pfizer, follows its 
own information protection management guideline ( (PMG), 
which states that information and programs stored on 
portable computers must be adequately protected from mod- 
ification and disclosure. Only those USB memory devices that 
fully support passwords and encryption are allowed. These 
too are formatted and configured with passwords that comply 
with Pfizer’s IPMG standards. 


but are also tools for performance and produc- PREVENTIVE Says Jasminder Gulati, manager (enter- 
tivity enhancement." While often it's corporate MEASURES prise marketing), Microsoft India: "To safe- 
rivalry that encourages theft, the trigger may 6 Establish a security guard against data theft using external devices, 
lie within the company. In the survey, former policy that encourages itis important to ensure that the data in itself is 


employees and competitors accounted for 5 
per cent and 6 per cent of thefts, respectively. 
(Computer hackers were responsible for 46 per 


cent of the breaches.) Teron KINGS- OF TRUE ation of Software and Service Companies to 
Analysis and advisory firm Gartner high- — & Control access to USB get a Data Protection Act in place. 
lights the risks companies expose themselves ports, through centralised But laws do not ensure that thefts are not 


to by allowing USB devices within the office. 
While it is difficult to stop employees from us- 
ing these popular tools, it is imperative that 
companies have safeguards to prevent misuse. 


whistle-blowing 


@ Train employees on 


server, for example 
@ Enable smart card 


log-ins to prevent 
unauthorised users 
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protected. This can be done by either encod- 
ing or encrypting the data.” Microsoft has 
been working closely with the National Associ- 


attempted, The best way to avert being hit isto 
know well about the threat and keep up sur- 
veillance. It is also a great excuse to check out — 
the latest gadgets of your colleagues. LI 
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3 Edoesnt show it. But you can 
Í tell that he is hurting. Arun 
! Jain, the chairman and man- 
$ aging director of Polaris Soft- 
= ware Lab, has been stung by 

8 EM the cynicism of the invest- 
ment community. He has been trying to 
convince analysts that the Rs 332-crore 
OrbiTech, a company Polaris acquired 
from Citigroup in November 2002, is a 
gold mine. OrbiTech's Rs 100-crore 
product business, Jain claims, could 
grow to Rs 450 crore. But not many are 
prepared to believe him. Worse still, 
some doubt if Jain can even sustain the 
growth of Polaris' own established ser- 
vices revenue stream. 

That is a rather harsh judgment on a 
man who almost single-handedly crea- 
ted a Rs 646-crore company in a decade. 
But this isn't the first time that Dalal 
Street has been unhappy with Jain. He 
has faced flak from fund managers 
more often than he may care to remem- 
ber — the botched acquisition of Data 
Inc. in 2000; his rather public spat with 
two high profile employees, Harpal Du- 
gal and Suren Khirwadkar, in 2003; the 
last minute and not entirely pleasant re- 
negotiation of the terms of the merger 
with OrbiTech. In between, he has also 
had misadventures like being jailed in 
Indonesia — unfairly, most would say — 
for an alleged contract violation. (The 
dispute was settled recently.) 

Many analysts have pushed the 
stock off their radar screen. Only three of 
the 20 funds that have taken a 25 per 
cent plus exposure to the technology 
sector hold Polaris. The stock price has 
dropped from over Rs 250 to under 
Rs 150 in eight months. A recent report 
from SSKI that dubbed Polaris as an 
underperformer pretty much sums up 





the mood of most analysts. That report | 


was released soon after Polaris an- 


nounced disappointing results for two : 


quarters in a row. 

In April this year, it declared a 55 per 
cent drop in the fourth quarter (FY04) 
profits and a 580 basis points drop in 
operating profit margins (over the previ- 


ous quarter). That was a lousy end to | 


a rather difficult year (FYO4) for Polaris. 


That year, the EPS dropped from | 


Rs 10.53 to Rs 6.93. Its revenue and profit 
growth were well below its peers. During 


- 


the quarter, most players registered 
strong gains in their BFSI (banking, fi- 
nancial services and insurance) reven- 
ues — Infosys grew by $18 million (over 


| 


the last quarter of FY03) and Cognizant | 
by $26 million (See ‘BFSI Revenues OfIT | 


Companies). But Polaris managed 


incremental revenues of a mere $4 mill- | 
ion. Three months later, the first quarter | 


results (for FY05) were slightly better. 


And Jain concedes that it is going to | 


take Polaris at least three quarters 
to catch up. Not surprisingly, analysts 
doubt that the acquisition will deliver 
the promised benefits. 
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"Investors were greedy," retorts Jain. 
"They expected quicker returns from 
the merger." He argues that OrbiTech is 
more than just an acquisition. "After the 
merger, the entire business model ofthe 
company is changing." 

Over the years, Polaris has grown by 
providing IT services to Citibank and 
other BFSI companies. The formula for 
fast growth through services was im- 
printed in the very DNA ofthe organisa- 
tion. Polaris did not know of any other 
way to grow. So quarter after quarter, as 
it was peddling IT services, it was hiring 


. employees as fast as it could find clients. 
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More often than not, the latter was hap- | 

pening faster. Jain calls this a "linear 
growth model... 

But Jain soon realised that IT ser- 
vices. were becoming a commodity 
where profit margins would only de- 
cline. Moreover, he would constantly 
find. Polaris being compared unfavour- 





tions. The latter enjoyed better prof- 
itability and valuations, by virtue of its 


A a ud. Flexcube. In deque 





E figured this woukd help Polaris bear 
the linear growth model. 

And to underscore the point, he reels 
out a comparison between Accenture (a 
consulting, technical services and out- 
sourcing firm) and First Data (a 
debit/credit/smart card solutions com- 
pany). Accenture employs 95,000 peo- 
ple; it makes $11.8 billion in revenues 
and a net profit of $0.5 billion. But First 
Data, with only 30,000 people, earns 

. revenues of $8.4 billion and a net profit 

of $1.4 billion — almost thrice as much 

as Accenture. “First Data's market cap 

($39 billion) is higher than Accenture's 

($24.32 billion). Polaris and the Indian 

IT sector has to discover non-linear 
growth models,” Jain argues. 

The plan, therefore, was to trans- 
form the services-driven Polaris into an 
IPR-driven company like First Data. But 
20 months after the acquisition, the 
product revenues are stagnating at less 
than Rs 100 crore. The business also in- 
curs a loss of over Rs 10 crore. Analysts 
feel that the company overestimated its 
ability to digest the product acquisition. 
They point to the poor performance of 
thelast two quarters as evidence. 

There are two reasons why Polaris 
has been unable to gets its act together 
immediately after the merger. The Po- 
laris marketing and sales team had 
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Arun Jain is trying to implant a 
product dimension into Polaris 
Software Labs services-based 
revenues. But he is yet to convince 
analysts that he can pull it off 
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towards services, offshoring and out- 
sourcing. “Tt took us six to 12 months to 
get 20-30 people to talk the products 


the contacts,” he explains. It remains to 
be seen if clients will buy into his pitch. 


Brande, who was formerly a banking | ank — 
| of America, JP Morgan Chase, Metlife, — 


strategist with the Europe, Middle East, 


Africa financial services group at Mi- - 
crosoft, was roped in only recently. “In- 
tellect Suite is a well-kept secret that - 
needs to be taken to the market," he | 
says. True. OrbiTech never made much | 


| Cognizant 


: Infosys 


Polaris 
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| chitecture of Intellect Suite can help 0 
| overcome the handicap. The productis =. 
| built in such a way that individual solu- 
language,” says Jain. "The organisation | 
had to get up to speed in building mar- | 
keting skills,” says Koen Van den Brande, - 
president, product group. That's exactly | 
what Kartik Kaushik, the director re- - 
| sponsible for the UK market, has been | 
doing for 18 months now. "The corner- | 
stone of the transition has been to en- | 
able the sales system to stop seeking - 
E - |'sales. An organisation which claims | 
1 subject matter expertise need not sell. It 
has to create impact and value. Now, the | 
key metrics of the sales system are not | 
geared to numbers, but are geared to - 
quality of contacts and the longevity of — : 
| get the product business firing, cracks 
' appeared in Polaris’ services model. 


' million-plus projects. But Polaris was. 


|i in six to nine months.” If Jain doesn’t 


12 never take him seriously again. 








, of an effort to sell the product to cus- 
. tomers other than its parent, Citigroup. 
| Ttis stillan unknown commodity to higt 
_ street bankers. And that could be its 

_ biggest entry barrier. “The banking sec- 

_ tor is very conservative in choosing. 

|. products, and tends to go for known. 
_ brands. No bank would want to replace ^. 
_ the entire system because itis high risk, ^ 
| high cost and highly disruptive to the 

_ business,” Brande says. 

| never sold products. They were geared - 








But he believes that the modular ar- 



















tions like treasury, lending, forex, ete. 
can be installed individually over an ex- 
tended period of time. These will also be 
able to talk to the legacy systems already 
present in the banks, "If you suggest that 
the entire New York Subway be replaced 
in a year, no one will agree, even though 
it may bein pretty bad shape. But whatif 
you have a solution where parts of it 
could be replaced gradually, without . 
disrupting traffic?” quips Jain. “Besides, 
since Citigroup has used this prod 
many parts of the world, selling 
not been a problem," adds Brande. 
Buteven as the management tried 











Last year, several companies like Bank 
and Credit Suisse came to India with $10 


unable to clinch even a single deal. 
Worse still, even existing clients like 
NEC cut their exposure to Polaris by 
half. “Our energies were focused on the 
merger. There was little time for other 
things,” Jain concedes. But he is quick to 
add that things are now back on track, 
and that an eight to nine per cent se- 
quential quarter on quarter growth in 
revenues (compared to a likely industry 
growth of 11-12 percent) ison the cards. 
But that alone will not regain inves- 
tor confidence. The pressure is on Jain to 
come up with a few big orders, especial- 
ly with the Intellect Suite. “Almost all the 
high street banks are in serious conver- 
sation with us on one or more product 
lines,” says Kaushik, “These banks have 
never sourced from India till now. They 
could become $10 million-plus clients 





make that happen, Dalal 6treet may 
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Radio is finally delivering on its 


promise of reach. If only 


49 


revenues would follow too... 


Reaching 


out 


VANITA KOHLI-KHANDEKAR 





AN you compare Radio City to 
Star Plus? Maybe not. But the 
fact that radio operators are 
starting to do so is great news. It 
means that radios reach is 
finally hitting numbers that we only saw 
on PowerPoint presentations selling 
business plans to investors. The Wave 2 
study of the Indian Listenership Track 
2004 shows an increase in radio listener- 
ship, especially among the young. 


And that it now competes with news- | 


papers or TV stations. Later this month, 


Radio Mirchi, a brand owned by the | 


Rs 1,500-crore Bennett, Coleman and 
Company, will launch a campaign tell- 





ing advertisers that the station has more | 
listeners than The Times of India has | 


readers in Delhi and Mumbai, among its 
other brands. Radio Mirchi has 58 lakh 
listeners in the two cities. This compares 
well, says a Radio Mirchi release, as 
against 34 lakh readers of TOI or 54 lakh 
viewers for Star Plus in these two cities. 
Butthere are two reasons why such a 
comparison cannot be made. First, as 
Mallikarjundas, media director of Star- 
com, a media buying agency, says: "It is 
not fair to compare the three medium 


directly because the metrics are differ- | 


nt." Unlike TV viewership, which is 
measured through meters, the Wave 2 
findings are based on questions to peo- 
ple about the radio channel they heard 


the previous day. So if Radio City is run- | 


ning a high-volume promotion, chan- 
ces are people will say Radio City. The 
Diary Method and people-meters, used 
to measure radio listenership in the 
West, are expensive. Secondly, the fig- 
ures of the time people spend listening 





to radio — 130 minutes against 150 min- | 


Radio is 
catchingup — 
(Figures in Mas onn acd 


IIl 34 


= 
CoE 2.84 


utes for TV — are not taken seriously. Af- 
ter all, the listener could be surfing the 
Net or reading when the radio is on. 

But the business imperative for 
comparing radios reach with other 
mass media is compelling. "In India, by 
the very nature of the business, radio is 
currently about reach, not frequency," 
says Prashant Panday, COO, Radio 
Mirchi. Let us explain. Globally, a basket 
of radio stations are used to hammer 
home the advertising message again 


and again (high frequency) to listeners | 


who are primarily in their cars or mobi- 
les and surf stations frequently. But, in 


India, over 95 per cent of radio listening | 


happens at home where channel flip- 
ping is not common. So your ad could 
be on one station and you could still 
cover a chunk of the listeners. Also, we 
have just about 14 private FM stations, 
as against the 3,000 we can sustain, 
thanks to a botched up licensing pro- 
cess (See ‘Sound of Money’, BW, 29 De- 
cember 2003). Since there isn’t enough 
competition, all of them use the same 
kind of programming: film songs, to get 
the largest mass of listeners and, there- 
fore, advertisers. When there are more 
channels and variety — say rock, jazz or 
Indian classical — channel flipping will 
become common. Till that happens ra- 


BUSINESSWORLD 48 13 SEPTEMBER 2004 


The FM scorecard 
Listeners (in lakhs) in Delhi & Mumbai 
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58.3 


42.7 


Source: ILT 2004 Wave, MRUC, AC Nielsen 
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dio will be more about reaching out to 
the maximum number of people. 

For radio to sizzle, Phase Two of the 
licensing process has to be implement- 
ed, with which 65 stations could take off. 
This can happen if the government 
implements a Trai report. Among other 


things, the report recommends a reven- 


ue share with radio operators (instead of 
the licence fees) and allowing private 
FM stations to broadcast news. That is 
when there will be more players, money 
and, therefore, methods to measure list- 
enership, says Nischint Chawla, COO, 
Red FM. Ifthe report comes through, pr- 
ivate FM operators who have more than 
doubled the ad market for radio, from 
Rs 100 crore in 2000 to more than Rs 250 
crore in 2003, can hope to make money. 
Think of what happened to TV. 
When there were just four to five chan- 
nels in 1992, the TV ad market stood at 
more than Rs 400 crore and was largely 
about mass entertainment channels. 
Today, with more than 100 channels 
showing everything from cartoons to 
sports, music, regional languages and 
even history, the advertising revenue 
has grown to over Rs 5,000 crore. More 
stations will mean more choice, variety 
and revenues. Wasn't that the point of 
privatisingradiointhefirstplace? $ 
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TO OPEN DOORS. 


The Businessworld Mega B-School Guide. Before you start word lists, analytical problems or IQ tests. Even before you 
entrance exams, this is one book you absolutely must read. In association with Princeton Review, world leaders in test preparation, it includes i 


on Indian and international business schools, how to crack tests, campus reports, financing and of course, the mandatory rankings, 
d 


that as far as business school doors are concerned, the Businessworld Mega B-school Guide works like a skeleton key, On s 
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Businessworld Selected Case Studies. 
For those who have made business their religion. d 
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| The Businessworld Selected Case Studies is a compilation of the best published | 
i no i 
|] in Businessworld over the last five years. Analyzed by eminent names like Rama Bu sin e ssworld | 
| Bijapurkar, Kiran Khalap, Muktesh Pant, to name a few, this book is for those CRETAM edt laa obra | 
| who practise the true spirit of business. On stands, Rs 145. Play the game | 
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i | You can also order your Businessworld Selected Case Studies by filling this form: | 
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Aarti has come out of an 
exit interview feeling mauled 
and violated. What kind of 
organisation makes 
departure so humiliating? 


MEERA SETH 
ARTI Joseph stared at the note on her table 


note was unsigned. It amazed her how 
rapidly and radically the scene was build- 
ing up. Aarti had resigned last week, and 
this morning had been her exit interview. 
Already, there was one hate mail on her 
table. “Why?” she wondered. What was it with Calpro India? 

The day after she had resigned, her friend Sharada Nair 
had said: "If you have quit, don't waste time going over it again 
and again. Examine and study the next step and get on. Calpro 
hereafter is history." 

Bytheterms ofher contract, Aarti had 23 days of notice pe- 
riod left of the mandatory 30 days. But her director (finance 
and accounts), Sameer Vaidya, was invoking the clause which 





said: "The notice period may be waived or altered at the dis- | 


cretion of the management." Accordingly, he had told her she 
would have to serve a three-month notice period! Aarti had 
been surprised. Yet she said: “I will let you know tomorrow." 


Aarti thought about it. Ifit was critical, she could makeare- | 


quest to her new employers Freehouse; they would agree to a 
15-day delay. But three months? And why? "There are lots of 


loose ends,” her boss explained. He wouldn't say what loose | 


ends. Aarti had never felt this bad before. Despite the goings- 
on of the last three years, she had been patient and hoped 


things would improve. The recession only made it worse. The | 


job at Freehouse had been a lucky one, she could not ruin it. 
She sat at her table, fingering the numerous photographs 

under the glass top of her table. Team building workshops, 

leadership building, succession management, time planning, 
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which read: “Whistle-blowing, eh?” The | 
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| delegation achievement, personality enhancement... pro- 
| grammes she had attended with 9-10 of her colleagues since 


she had joined Calpro 12 years ago. These were the regular 


| Swamis, Vaidyas, Singhs, Boses and Shirkes — three to four 
| years apart in age, all ate together at the lunch hall, exchanged 


anxieties in whispers and shared reliefs in whoops, fought 


| over ideals and ideologies, left post-its on shared books with 


messages like: "Trout should visit Calpro for a book on brand 
abuse’, left rude graffiti outside the door of Product Develop- 


| ment reading 'Corporate Undertaker'; bonding and bending 


together, suffering and smiling together. 

Then the roads forked; some led to the fast track, some to 
the slow. Swami became VP HR, Bose VP sales, Vaidya became 
her boss as VP finance and accounts. Aarti herself was seated 
on the fence by a management committee, which was unsure 
what to do with her. 

As it happened, Aarti had blown the whistle on Vaidya's 
predecessor, Desai, for sending lewd messages to his secretary 
over email. For sometime, the lady had borne it quietly; then 
she broke down and told Aarti all. And Aarti had used the ge- 
nius ofthe systems people and trapped the man. 

Desai was not sacked, but transferred to Indonesia, with a 
promise that he would behave himself or lose his job forever. 
But this had created a flutter and tremor at Calpro of a differ- 
ent kind: it put people on guard against Aarti. Until then, the 
dust was usually swept under the carpet. More critically, 
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9 Aarti's asset value was depreciated by a set of wary seniors. 


That was when Vaidya replaced Desai to become Aarti's 
boss. The move was glaring for more reasons than one — Aarti 
was the only one who had not risen up the ladder. OK, this is 
what happened. Early in the year, there had been a job evalua- 
tion exercise after which the jobs of the financial accountant 
and payroll accountant were upgraded to 3A. In Systems and 
MIS, which was ‘headed’ by Aarti (in daily parlance it was care- 


fully described as ‘managed by Aarti’), Calpro created a new | 


position above her, thereby subtly downgrading her job. Of 
course, this had nothing to do with her whistle blowing on De- 
sai, but an old scepticism at Calpro over allowing women in 
sales and accounting. CEO Dasgupta had once put it thus: she 
was not boardroom material. The ones with the maximum 
sense of humour were the secretary folk, fish-curry-in-cheek 
they swore: "At Calpro we wait for the men to grow first." 

To be fair, Aarti had registered her protest in a quiet and 
calm way. She had told HR that her job did not qualify to be a 
2A class, it was 3A in all other Calpro companies world over. 
But she was told that job classes also derived their weights 
from the internal customers it served, implying that her cus- 
tomers had rated her services poorly. Which didn't make 
sense, because in the last two 360-degree feedback rounds she 
had been rated A++ from every senior who received her re- 
ports in the global chain. Soon the argument changed to 'in- 
formation systems is a tough portfolio requiring a lot of lateral 
thinking.' Yet, in the two years since that position above her 
was created, it was not filled, which made Aarti press harder 
for her rights. She now asked to be promoted to 3A. 


URING each ofthe last five quarterly assessments, 

Aarti asked about her promotion. At this juncture, 

her boss Deepak Vaidya, in characteristic fashion, 

usually stood up, swung his chair and hands in 

pocket, looked down at her from his high vantage position 

and said: "There has to be an organisational justification?" 
Which really meant nothing. 

Itwas early this year that Arnawaz Davar, a senior manager 

in internal audit, whispered to her: "If were you, I wouldn't 


waste my career and youth in this place." Aarti smiled. Of | 


course, she had seen through the management's game. But 
equally, Aarti had been very preoccupied with developing an 
interactive and dynamic brand performance tool. Not at the 
behest of Calpro, but together with her students at the man- 
agement institute where she taught marketing finance. What 
started off as idle hypothesis now became a very involved ex- 
ercise. They were testing the hypothesis of one student that 
advertising to sales (A:S) ratio was not a linear relationship; 
that increase in ad expenditure beyond the retail fatigue point 
was bound to result in a more than proportionate fall in sales, 
what the student called the 'Fatigue Value Curve. 

At first this claim had seemed startlingly far fetched. But 
Aarti had studied some examples over time and began to feel 
the need to test it. She then set about applying the theory to 
simulate a model that would reveal the optimum ad expendi- 


ture level for varying levels of sales under three scenarios of | 


optimality testing. 
But then that was Aarti. While any stray spectator of her ca- 
reer would have called halt and asked her to focus on her 





dwindling fate at Calpro, Aarti felt a compulsive need to give 
the fatigue value curve all attention. No, she wasn't meaning to 
put her careeron the slow burner; it was just that everyday she 
was battling with the variables in her model which caused her 
to think less about her immediate life. Yet, there was some- 
thing structured and educated about her moves; she had sent 
out her resume to just two placement firms stating clearly her 
desire to be in a medium-sized organisation as head of man- 
agement accounting. 

Last month the proverbial last straw played its bit. Calpro's 
subsidiary Alpine needed to replace its head of finance. Janak 
Dave had quit over some 'irreconcilable' differences with 
Vaidya. Calpro had an internal job posting cell, where employ- 
ees aspiring for a vacancy could send in their application and 
then be interviewed for the job. Aarti, therefore, applied for the 


. post vacated by Dave. Davar, who was interviewing candi- 


dates for this job, told Aarti: “Silly girl. It’s all nicely rigged. Jaggi 
Suri has been informally chosen!” 

Aarti did not follow up with HR. She called the 
placement firms instead. Bright and Thakur, who 
were hiring for Freehouse, grabbed her for two- 
and-a-half times her income. In their recom- 
mendation note they observed: “Twelve 
years in one organisation, steady, highly 
regarded at the management institute, 
emotionally intelligent.” 

On 13 May when Aarti resigned, all 
hell broke loose at Calpro. This hap- 
pened for various reasons. One, six 
others had resigned from Finance 
between October 2003 and March 
2004; two, with the elections in May, 
the finance budget would happen 
in June/July; if Aarti served a one- 
month notice period she would not be 
available for the budget simulation exer- 
cise — a job she had done with great finesse 
for many years. 

It was with this in mind that Vaidya, through 
Calpro’s VP HR Swami, demanded Aarti to serve 
three-months' notice. Very calmly Aarti said: "Don't be 
absurd Swami.” Swami was her partner during the ‘building 
teams through trust’ outbound development programme last 
year. That Swami now said tentatively: "Don't be rash Aarti, 
there can be unnecessary complications. Calpro can bring a 
breach of confidentiality charge against you. Everyone knows 
about the model you are working on.” 

Aarti was immeasurably stunned. That model? It was a tiny 
research attempt among first-year management students 
which she was helping with. How was that breaching any con- 
fidentiality? “This is disgusting,” said her friend Sharada Nair. 
And sure enough, Swami led an attack campaign against Aarti. 
“What worries me about this whole episode,” Aarti told Nair, 
“is how quick everyone is to point fingers and to distance 
themselves from me! Some are even trying to use this oppor- 
tunity to settle scores with others they may have a problem 
with, by associating their names with me! And all in the name 
of probity and transparency and accountability. I find it nau- 
seating and deeply depressing.” 
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Sure enough, Aarti's subordinates were questioned and 
probed. "Who has been helping her? What data has she si- 
phoned out from here? Heads will roll!" 

For all her initial bravery with Swami, Aarti was now deeply 
pained and disturbed. This was the Calpro where she had 
worked for 12 years, addressed the Board on many occasions 
(despite her not being ‘board material’), arbitrated for them 
with the CLB and auditors, advised them on public issues... 
she was no mean employee who giggled her way through life! 

May 15, 6 p.m., Aarti sat alone and shell-shocked in her 
room. Why were they doing this? For three years they wouldnt 
promote her, wouldn't explain why. Three years ago 'they' 
were made up of different people, her seniors. Today, 'they' 
were made up of peers who had become her senior in the hier- 
archy. A slow feeling of misery welled up inside her. 

The next day she was given a date for her exit interview, 19 
May 10 a.m. The rest of Aarti's story can be best understood 

from her late night chat over Yahoo with Nair, who was 
away in Kuala Lumpur. | 
Aarti: I just had my exit interview and spoke 
as objectively as possible. My causes of 
frustration at Calpro: no promotion, slow 
decision making, lack of inspiration, 
ineffective information usage. For 
the most part, I was on the stand: 
"Maybe you have high expectations, 
you are being unrealistic, how can 
you say 'ineffective usage?" I told 
them that the only reason I was sit- 
ting there was because I wanted to 
make a difference. 
The after-taste is acidic. I won- 
der, have I become vitriolic? I let the 
people here affect me so much that it 
has totally poisoned my being. Today I 
was called a whistle-blower! Because to- 
day I told them I was being sidelined. I first 
blew the whistle on my former boss here who 
was harassing his secretary. Now this. I am 
wondering if I have a personality problem. 
Sharada: [understand your feelings about these exit 
interviews. How is stating something as it is blowing the whis- 
tle? You think they do not know what they are doing? If they 
don't, then it's time they knew. Sometimes when 10 people get 
together and try and run a place, their individual actions, 
which are aimed at individual agendas only, result in situa- 
tions like this. If even one of those 10 worked towards corporate 
good, then that one person would have had the guts to stand up 
and ask, what is going on? But clearly none of them was aware 
of what was happening to the careers of even two or three peo- 
ple, if we go by the fact that only women were being sidelined. 
No, emphatically no, you have not been ascerbic, vitriolic or 
whatever...you simply said what you were subject to. 

Aarti: Then why do I feel this misgiving? 

Sharada: | will tell you why: you are the kind who will not 
protest immediately. You allow people to do harm for as long as 
you can take it. Then, when you cant take it, you opt out... and 
even then you wont tell anyone why you are opting out... but, 
BUT... ifat that stage someone asks you: Aarti why are you leav- 
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ing?’ Like they did through the exit chat... then it all comes up 
like a froth and u let them have it. 

And that makes u feel bad because you wish they hadn't 
asked; u wish you didn't have to be the one who showed them 
their corns and warts...wish u didn't have to tell them that you 
had seen through their game. Not that you want to be goody 
two shoes...u just dont want to be part of the Tam here to set the 
world right' caravan. But if they maul you and force it out, then 
u tell them. But then you werent planning to tell... so what hap- 
pens is, u dont have a script ready and as a result it all tumbles 
out in any manner...then u feel bad. 

That's all that happened. They are all big boys; running an 
organisation is also about taking responsibility. If something is 
wrong, they need to see it. Relax, start focusing on the next step... 
don't waste time and energy... look at the world from the top... 
see the road u have to take and get on it quick. Say your good- 
byes and don't waste/spend time anymore discussing Calpro. 
You understand? There will be many who will come to you and 
say: "Oh we heard you said x-y-z to the management’... Don't, 
don't, don't, dont get into this... smile and say: ‘That’s between 
them and me.'You don't need to dissect the issues, because you 
are not management anymore; you don't need a sounding 
board, you have sounded them off in the most formal forum. 
Now pack up, sing a song and carry on. 

Aarti: Yeah, I agree. But there is a part of me that is feeling 
very worn out, attacked, mauled. Guess it’s part of growing up! 


harada: Listen, I think an exit interview is the most self- 

ish act of mankind. It's like an autopsy... so cruel. While 

living, no one wants to be alert to feelings; then when 

someone wants to leave, they look for self aggrandise- 
ment in the innards of the leaver. This is mankind, baby. Calpro 
is a fearful organisation. As a favour to yourself, sit down and 
write about your feelings. 

Aarti: It is a painful thing really. Funny isnt it, you actually 
tella company what its doing wrong when you are leaving! 

Sharada: No...you have been saying it for three years. They 
chose to hear it now, thus making it doubly painful for them. 

‘Aarti: There is no measurement mechanism for exit inter- 
views at Calpro. And it is usually handled by HR, which doesnt 
have much clout within the company. So, the exit interview re- 
mains a transcript, without any action points and deadlines. 

Sharada: Pah! Fearful organisations will not save exit inter- 
views into their records. Fearful organisations are made up of 
fearful people! Who were the stars that morning? 

Aarti: Primarily the vice-president HR. He was getting hyper 
because six people have left Calpro's finance and accounts in 
the last eight months. That is tremendous turnover. And it is not 
like they are leaving for plush jobs, it was more like get me out of 
this place, normal lateral jobs. One became a consultant, one 
joined his dad's practice. Apparently, all of them gave similar 
feedback: lack of inspirational leadership, poor leadership, 
slow decision-making, poor empowerment, etc. 

Sharada: That is tremendous turnover. Yes... this can be up- 
setting... so who carries the can? An emasculated HR? A tyrant 
top management that will not empower performers? So really, 
when you see six people leaving finance you need to ask: why is 
there this dichotomy in the way finance is being managed? 
Now when six people have left, there is this huge cry over why 
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Sf people are leaving. Why do they care? Is it because someone is | year. And in his mind, I am just a bitter woman trying to 


asking why people are leaving, or is that person asking why 
specifically people from finance are leaving? There is something 


there! This is getting very interesting as there is an angle... were | 
cause I felt violated and my emotions were cheapened. And 


those six people men? Two, what was HR and top manage- 
ment' reaction to their exit interviews? Did they use strong- 
arm tactics with them too? Or, did they get away lightly because 


they were not joining some other company? If you are joining | 


dad's business, or going into teaching, or migrating... none of 
these directly affect the image of company or HR... but if you 


leave to join/strengthen finance in another company... 


000000h, that’s not nice! Yes? What else happened? 

Aarti: Then I was sent to the MD who was briefed by Swami. 
He put me on the stand by asking: "How can you make a com- 
ment on our expertise?" He said: "Your experience is less than 
your superiors, we are such a big brand because of the good fi- 
nancial management we have. I think your comments are vitri- 
olic because you haven't got promoted." The tirade went on and 
on till I simply said: "I am sitting here not because this is my 
problem, it is the company’s problem. I have no stakes with this 
company anymore, I want to make a difference, that's why lam 
telling you why I am leaving." 

Sharada: What was his response overall? 


Aarti: It was difficult getting through to him; he was totally | 


in denial... not willing to believe that there can be people-re- 


lated issues at Calpro. After all, we are posting profits year after. 





| 
| 
| 
| 
| 





get back at the company for some perceived hurts. His words 
were scathing! j 
After the discussion, I was totally drained and depressed be- 


Sharada, I have been feeling quite sick about the way my imme- 
diate superiors are behaving. You won't believe this, they 
wanted me to hand over all my workings on the A:S model with 
detailed notes, and... this will sicken you, they want to put it on 
record that the whole thing is a property of Calpro. The horrible 
word he used was intellectual property! 

Sharada: Utter nonsense... if your brain was so critical, 
why didnt they promote you? Meanwhile I am startled by 
your feelings, coming to that in a moment.... For now, do a 
hand-over note, but on matters related to your work. The A:S 
thing belongs to your students! As for Calpro, you have done 
what they paid you for and part of that is the handover note, 
which, yes, you must do diligently. But the A:S model? No way! 
Sure enough, your boss is going to claim authorship and 
leverage his next posting to Switzerland or wherever. Some- 
times it is best to let people learn the hard way. That’s the way to 


| makea difference! 











UT wait a minute, in all this I don't see any chat with 
your immediate boss... did HR ask your immediate 
boss why you were leaving and what had he done to 
retain you? If I were the MD, I would like to know 


_ what your immediate boss had done to retain you... after all, he 


is the first customer. So was there any tripartite chat between 


HR, you and boss? 


Aarti: None at all. Vaidya did not show up, nor did he ask to 
be there. 

Sharada: This is bizarre! More and more I want to know if 
they will record your statement. 

Aarti: I told you, HR is weak here, a pawn. Tell me, what is to 


| stop them from not recording my comments and feelings? 


Sharada: Who is the conscience of the organisation? Who 


_ plays God? To whom does it matter whether you said anything 


or not? Clearly, your MD is out of sync with HR, people and 
market realities... he is happy looking at money in the hand and 


| saying: Arre itna paisa hai, then why are people complaining?’ 


Aarti: / was mistaken that a difference could be made. On 
net it was most unnerving. 
Sharada: One makes a difference in life by taking a stance, 


| Aarti. Its for people to pick up the opportunity and use it or not. 


You made no mistake. What you thought or did not think is not 


_ the issue. The issue is: a duty is owed to the company during the 


exit and that has to be done; you did it. Whether the company 
does anything or not, is their call... not yours anymore. 

Later Sharada scrolled up the chat page and read the one 
line which bothered her immensely. Aarti's words were: “I was 
totally drained and depressed... because I felt violated and my 


, emotions were cheapened." Each time she read it, it startled 


her. Why did Aarti feel violated? What made her feel that her 
emotions were undermined, cheapened? What was it about 


| the environment, the questions, the tone... why did she feel 


pushed against the wall? Was it that they did not, in any man- 


, ner, recognise anything she had done all these years? Why did 


exit interviews have to be shameful and painful? Es] 
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The author is an alumnus of IIM-Banga- 
lore, and vice-president (human re- 
sources), Hughes Software Systems. 


T IS ironical that in today's age, in 

spite of their best intentions, com- 

panies such as Calpro find them- 

selves in such bad situations. And it 
may also surprise many of us that if we 
look honestly within our own organisa- 
tions, we may detect a Calpro there, or at 
least varying shades of it. 

At Calpro there seems to be a serious 
gap between stated intention and actual 
practice ofits policies. It would be useful 
for Calpro to ensure that the aggregate 
of net experiences of every employee is 
positive. There are organisations that 
have demonstrated their abilities in this, 
and Calpro could initiate a benchmark 
study to learn more from their exam- 
ples. Another thing that Calpro (and 
most of us) need to realise is that 
whenever an employee takes a de- 
cision to quit, it's almost always 
because he/she has lost faith in 
the organisation's ability to ad- 
dress their aspirations. Some- 
times, these concerns are real, 
while very often they may just be 
perceptions, a function of inade- 
quate communication. 

The manner in which the exit inter- 
view has been handled at Calpro and 
the consequent harassment of Aarti will 














| only reduce the trust levels. Exit inter- 


views are a useful tool for any company 
to learn about itself. But if handled in- 
discreetly, it can do untold damage to 
the credibility of the process and the or- 
ganisation. Calpro’s handling of this has 


possibly done just that. The behaviour | 


exhibited by senior functionaries at Cal- 
pro also reflects a certain arrogance and 
a lack of accountability. Possibly, they 
are relics reflecting the era of a con- 
trolled economy 

Weare seeing the dawn of 'the age of 


choice’ and this simply means that | 


whenever any stakeholder — such as 


employees, customers, investors, dis- | 


tributors and others — has a better op- 
tion, he will exercise his choice. Calpro 


and other similar organisations mustre- | 


alise that in order to win, it needs to 
clearly demonstrate its ability to attract, 
nurture and retain the best talent. Fail- 
ure to do this would impact Calpros 
performance in the future. 

Calpro may do well to remember 
that talented employees normally seek 
the following in the companies they 
work in: 

WE Opportunity to continuously learn, 


| grow, and retain their market value as 


individuals. They aspire for the kind of 


work that enables them to build compe- | 
| and live by the values. What shapes an 


tencies that are useful in the future. 
@ Transparent, fair, open and merito- 


| cratic cultures that value and foster indi- 


vidual dignity. 
Calpro needs to irk towards build- 
ing the right kind of organisational cul- 


ture. This truly differentiates great or- | 
. periors display towards them, then it is 


ganisations from the mediocre ones. 
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And the single most important manifes- 
tation of culture is the way in which em- 
ployees (especially the senior ones) be- 
have. The only way to guarantee this is 
to ensure that behaviour is anchored in 
a strong bedrock of values. It is impor- 
tant for the MD and his team to revisit 
the stated values of the company and 
examine their relevance, especially in 
light ofthe fast changing environmental 
realities. They need to re-define and 
re-emphasise the values and ensure 
that this cascades down (through inter- 
nal training) to the rest of the organisa- 
tion. Ideally all managers must play a 
key role (as internal trainers ) to ensure 
that these values are understood and 
shared by the majority. The best way to 
internalise and learn something is by 
teaching others. 

The next step would be to ensure 


| that everyone (again, especially the se- 


nior management) demonstrates be- 
haviour consistent with these values. 
The internal review processes and sys- 
tems must hold people accountable for 
this. It is important for Calpro to know 
that accountability is not merely catch- 
ing people who do things wrong, it is 
also spotting those who do things right. 
There must be rewards and recognition 
in place for people who demonstrate 


employee's organisational realities is 


| what an employee actually experiences 
| within his/her immediate hierarchy. It's 


no surprise that Aarti feels emotionally 
drained. If Aarti and others like her in- 
ternalise the kind of behaviour that su- 


very likely they would exhibit similar be- 
haviour towards the team below them. 
This multiplier effect creates low en- 
gagement and low energy all around. 
If Calpro demonstrates an honest 
approach to changing its culture, 
then Aarti should consider staying 
to implement the change, as 
there is much to learn and con- 
tribute in this process. But if Cal- 
pro continues to remain in de- 
nial, then the right course of 
action for Aarti would be to take 
up the new assignment. Her new 
employers, I think, would appreci- 
ate her plight and let her serve the full 
notice at Calpro. Calpros unreasonable 
stand will also greatly affectits credibil- 
ity with other existing employees. W 






Sri Sringeri Sharada Institute of 
. Management (Sri SIM) ME 
With changes in business environment there 
..is also another subtle change - value and 

„ethics are being viewed as an important corporate 
concern. Sri Sringeri Sharada Institute of Manage- 
~ ment (SriSIM) has specific focus on value based 
| management education. It is this genesis and mis- 
^..sion, syllabi, teaching methodology, chosen facul- 
“ties which have enabled the institute to reach this 
- professional level. Started with the blessings of the 
- Jagadguru Shankaracharya of Sringeri, the motto 

à ! vevelge | a x ure of modern Phu 






sion of, a meditalipn PE, Self. Wo ROME 
Teams - the. training of manager to become a 
-businessperson. - flexible and cross functional. 
Swadhyaya, where students are encouraged to ac- 
late. wisdom from varied sources of literature 












built into the curriculum help students tackle orga- 





imulation techniques and corporate interfacing 
iplete the academic rigor. | 
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International 


| he growing area of study today is international 
Business, which assumes significance given the 
move towards “one big global village". Set up in 
1995, FIIB is one of the few institutes in the coun- 
try offering specialized masters course in Inter- 
-national Business. The programme has been ac- 
" credited by National Board of Accredition (NBA), 
which is in itself indicative of the quality standards 
maintained. The Institute's core strength is the 
faculty and people behind the institute. It is com- 
mitted to harnessing skilled global managers with 
a cross-functional approach for. the evolving needs 
of trade and industry. The infrastructure facilities 
at the institute include modern air-conditioned lec- 
ture rooms, syndicate. rooms, conference hall, au- 
ditorium, libra ty T state - of the. art romper 











tional busi ess. l 
. international trade have been developed by the 
institute as electives to cater to the growing needs 











and reproduce them in an integrated. fashion. There. 
sa harmonious. combination of concepts, theory | 
and practice in the course. Problem Solving projects. 


ational problems better. Interactive pedagogy | 
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of the industry It. has so: forged ATT with | 
various leading corporates. Industry interface for 
the students is established. through diverse 
projects, innovative sports events, guest lectures. 
Consulting services, MDPs for corporate execu- 
tives are other related activities carried out by 
the institute. An active placement cell helps with 
the placement of students in: various industries. 

Rai University | 

The management education at Rai University re- 
volves around application of what is read. The aim. 
is to create a manager who has the three Vs ~ Vi- 


sion, Values and Verve. Vision which emphasizes 
on team work and that the future rests on the abil- 

















¿ity to function as a team. Vision meaning the man- 


ager who is not only a specialist but someone who 
is also a leader. Towards this end is training in non 
verbal communication, voice modulation, persua- 
sion and influence. These skills are very valuable 
in business as the future. belongs to visionary lead- 
ers. A manager is good only if he is able to take the 
entire team along with him. He convinces them 

about his vision and they in turn share it. And to- 
gether work towards a common Bu. Values a are. 





the MSIE as a whole. "Though t busi ess ethics a 


. code of conduct are taught in every college but at 


RBS it is practiced. And finally, verve which de- 


fines the passion of the individual to his work. The. 
ability to do what has been decided with confidence ` 


and pride. To be innovative and daring. The cur- 
riculum instills common sense and practical skills 
in analysis and problem solving. And the ability to 


be flexible. The core to build managers who recog- 


nize problems, seize PEROHURIES and create their 
own future. S, 


Eastern Institute for integrated Learning in- 
Management - EHLM | 


Established in 1995, it has carved an unique niche 
for itself in the corporate world. It has established 
its creditability in other spheres of knowledge as 
well. EIILM has its PGDBM approved by AICTE. 
Since 1999 it has started offering MBA programmes 
under Visva Bharati. It has conducted the Univer- 
sity of Bradford's programme for one full term of 
the BBA (honours) programme. The students of this 
could could: work out.a permutation combination 
of number of years of study at EIILM and Bradford. 
EIILM University offers programmes in Manage- 
ment (the. full. time Masters & Bachelors 








programme), Mass Communication (both Masters 


and Bachelors programme), B.Tech in Biotechnol- 
ogy, Bachelors in. Animation & Computer 
Graphics. The institute is widely recognized in the 
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national academic and corporate community. It has 
.à very favourable teacher - student ratio. The cur- 
. riculum is reviewed and upgraded continuously. 
There is much interaction of the academia of the 
institute with the corporate world. Innovative. pro- 
cesses. for the faculty and students help. build a con- 
_ducive progressive environment. The teachers. are 
encouraged to adopt Kaizen - process of continu- 
ous self improvement and curriculum support is 
| provided through detailed course pack for each 
-subject of study. Group learning methods are en- 
couraged. The infrastructural facilities include a 
good library with national and international jour- 
nals. — 
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“The path. to a successful career in business. admin- 
„istration first involves the humungous task of se- 
curing admission in a premier institution whether 












sion test 
nent cum interview process means that àn 
ires additional inputs. and coaching 
hrough with flying colours. And this is 





lone of Asia's 





| place one of the finest packages for preparing stu- 
- dents for B-school entrance exams. The package 


"has been designed with care and expertise. The | 


organisation has a thorough understanding and 
"knowledge of MBA admission processes. This un- 
 derstanding coupled with a dedicated in-house 











neering colleges, has given the pack- 
he teaching methods are also highly 


dents” account for more than half of the top-20 B- 
| School entrants this year. — Ph 
The unique features of the Pegasus courses from 
Career Launcher include, the CL Study Material 
"pack, video sessions and access to video library, 
infinite doubt clearing and one to one mentor ses- 
sions and an online help through a user-friendly 


Student Information System. Career Launcher has 


tailor-made preparatory programmes to help MBA 
aspirants face the tough challenges ahead. This 


.could be for students in the final year of gradua- 
tion or just 4 weeks before CAT. Technology en- 














"abled teaching methods VOIP - Voice over Internet 
protocol has proved to a boon for MBA aspirants in 
far flung areas of the country. Career Launcher 
has. a successful team of dedicated individuals. As 
ation corporate it is a leading employer on 











. Drawing inspiration from the philosophy’ of K 


up in 1998, the institute started with one postgradu- 


Career Launcher: turnin B- a . Ese. : 
FER. "is g school | dreams . Technical University, Lucknow, while BBA and. 
^ are affiliated. to the C.C. S. University, Meerut 


Rohilkhand University, Bareilly. In short, it has link 


n. India or abroad. The highly competitive admis- 
, followed by a stringent personality as- 


students and number of programmes. 


Separate teaching block, computer block, library 
& administrative block, two boy's 
© hostel. The multi purpose auditori 
capacity of about 1200 persons. Provis n for 
sports, indoor creative games and gym f 


er Launcher, set up almost a. decade 
ini fastest growing education. | 
: corporate today comes in. Career Launcher has in 


facilities, individual email ic 
— stocked library are other faci 
goodcollection of books, national and internati 


| subject. experts drawn from top manage- - 
ssful shape. Not only is the package - 


and interactive. The result, Pegasus stu- 
tute. Since most of the studen 


. have been conducted on Natic 


business school campuses today, offering — : 
| at par with other industry segments. Ca- > 
uncher learning centres are spread across. 


can Global standards. The Institute is 
its constant endeavour for professional. excelle 

























































46 cities all over India, the Middle East and the US, 
It has equipped and helped 100,000 young min 
prepare for a better tomorrow. The goal for t 
organisation is clear to help the managers. 
tomorrow to realize their potential today. 


Invertis Institute of Management Studi 





is Invertis Institute of Management Studies. Se 


ate programme of MBA and two undergraduate 
programmes of BBA and BCA. The approval for MBA | 
was taken from AICTE. Apart from these today, d 
offers MCA, B.Sc (Computer Science) and B.Lib ; 
The MBA and MCA are affiliated to the. 


the other two programmes are affiliated to MJ 
ages to three universities with whom 


programmes are affiliated. The- institute has grown 
tremendously since its inception both in terms o 





The campus is spread over 20 acres of land wi 





$ hostel. al d. or 








available. Apart from a comp 

infrastructural facilities include 
aids including mike system, L.C. 
labs with thirty computers. Roun 


magazines and journals. 





p int of the is 
who join the p 
fessional courses look at securing lucrative jo 
on completion of their programmes. The full 
fledged placement cell takes care of the placement 
activities of both the final year students and also ^ 
for summer placements. Of the last batch of stus- 
dents who passed out, 95% got job offers from 
prominent companies like TCI, ITC Wills, ICICI 
HCL, Indiamart Intermesh, Reliance Infocony and 
Tata Infomedia. Seminars, debates and other - 
programmes. are a part of tlie co- curricular activi- 
ties of the students. The themes. for si m 
from issues in ‘Finance, HR to. M: 


The placement cell is a strong 
















- in retrospect, Marketing on i 
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source - as coventurist. The Ins 
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believes in the status quo. When you be- 
lieve in status quo you are actually very 
aware that you are about to fail. You do 
not want to upset what seems to be suc- 
cessful. You do not change anything that 
may have worked before because you do 
not know how you got there in the first 
place. It is like something just magically 
clicked once, and you want to sustain it 
at all costs. You do not know if you would 
be able to recreate it. 

Three, Calpro is an organisation 
which is ritualistic. It goes through the 
rituals of 360-degree team building, del- 
egation achievement, transparent 'col- 
laborativeness' and exit interviews. 
Transparency ends with the glass that 
covers the photos on Aarti's table. There 
is a haze beyond that. The haze is a strat- 
egy. If Calpro were to make these events 
| and activities ongoing processes that de- 
termine the organisation, it would be a 
transparent organisation. But then the 
power will be spread and will not remain 
in the hands of a few. There is a need for 
control in Calpro; the need for control 
comes from fear of disarray. 

People who defend their actions 
have reason to do so. There are pay-offs 
for denying the reality. If Calpro learned 
from the reality of its patterns, it would 
have to accept the need for change. If the 
employees defend themselves, Calpro 
would only decay. The pay-off is that no 
responsibility would be assigned for fail- 
repeat the patterns to justifyyouractions | ure except through graffiti on a post-it! 
and be defensive. | Denying the reality does not change it. 

People who want to learn from | In my opinion, an exit interview is a 

patterns in their organisations believein | tool for learning, nota tool for resolution 
the organisation. People who want to | of conflict. The conflict resolution and 
deny that reality believe in themselves. 
Calpro has a problem. The problem is 
that it has too many people who only be- 
lieve in themselves. 

Calpro has three patterns that it 
needs to change. One, it is not gen- 
der-sensitive. There are broader im- 
plications beyond not looking after 
the welfare of women employees. 
An organisation which is not gen- 
der sensitive is an organisation 
that is not equal. It is an organisa- - 
tion which discriminates and ig- 
nores reality. Thus, there is a ques- 
tion of integrity. If you discriminate 
against someone on the basis of gen- 
der, then you are intentionally overlook- 
ing their potential. 

Two, Calpro is an organisation that 








Violent 
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The author is a consultant psychothera- 
pist and psychiatrist at Apollo Hospital. 
He works with organisations on mind re- 
lated issues, and also heads Saarthak, a 
voluntary non-profit organisation for 
mental health services. 


ERE is a message for Calpro, 
loud and clear: you can either 
learn from the patterns in 
your organisation or youcan | 
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debriefing of the leaving employee are 
the function of the line manager and the 
HR team, and should precede the exit in- 
terview. This is so that the current issues 
between the organisation and employee 
do not sully the learning that an exit in- 


| terview offers. The exit interview should 


ideally be conducted by a third party. The 
questions of the exit interview should 
not just be about conversations and ar- 
guments. The questions should try to 
bring out three things: 

@ What are the patterns in the organisa- 
tion that the employee found helpful for 
achieving the organisational growth? 

@ What are the patterns that the em- 
ployee found to be unhelpful? 

B What could the organisation have 
done differently to retain the employee 
and also to further its own goals? 

Even ifthere is a difference of percep- 
tion about the issues raised by the em- 
ployee, it is best left unaddressed. An exit 
interview is customer feedback. You do 
not challenge customer perception. You 
learn from it, even if what they feel is not 
the actual reality. It is the perception of 
reality that the employee has. If others 
have the same perception, it needs to be 
understood and not challenged. 

A brand ad spend, a product, an or- 
ganisation and its leadership all have 
theirfatigue curves. The law of diminish- 
ing returns is controlled by the minds of 
people! If you accept your strengths and 
limitations, your mind allows you to 
correct your course. If you accept only 
your strengths, then your limitations 
get the better of you eventually. If you ac- 
cept only your limitations, you become 
paralysed. Aarti has the knack of accept- 
ing her strengths and limitations; she 
will grow wherever she is. Vaidya and 

Swami are the corporate undertakers. 
They will smarten up what is dead, 
but cannot revive it. 
Calpro is too focused on its lim- 
itations. It is an organisation with 

a low self-esteem. Sometimes 

you become violent to prevent 
coming face-to-face with your 
inadequacies. Calpro has become 

a violent organisation. I say this 
to Sharada: the emotions felt by 
Aarti are strong because she is feeling 
violated. Calpro's violence makes me 


angry, and it should make all of us angry 
and restless. Restlessness is the begin- 
ning of change. 






Mala Bhargava is with 
CyberMedia and 

edits Living Digital. You 
can email her at 
malab@cybermedia.co.in | 





MAGINE what it would be like if you 
bought a house and found it had secret 





tunnels that anyone could use to sneak | 


in through. In other words, it’s a house 
plumb full ofholes. After you protest noi- 


| sily, along comes the builder and plugs some of 
| the holes ‘for free’ and tells you what a good guy 
| heis and how much he cares about your safety. 





| Thankyou, Microsoft, for Security Pack 2. 


Oh, Service Pack 2 (SP2). For Microsoft, its 


, annual big-fix for Windows’ problems this time 


is almost a Windows upgrade. For everyone 
else, it's about preventing problems that sho- 


| uldn't have been there in the first place. But, to 


be fair, even Microsoft can't predict every prob- 


| lem that will be thrown its way. So Service Pack 


| 2,bettertherethan not, better late than never. 


Users | 
can't just 
leave 
security — 
to take 
care of 
itself any 
longer, 





but will | 
have to | 
make 
choices | 
and be 





involved 


If you're working in a large company, leave 
SP2 to yourIS department. It's their job to figure 
out how to get it and what centralised settings 
to make. If you're a home PC user or go about 





with a notebook, you need to know about SP2 | 


and decide whether, when and how to install it. 
In my humble opinion, individual users will 
have to install it, and the security benefits out- 


| weigh the idiosyncratic conflicts reported. 


In any case, theres rather little choice. If you 


|, run Windows XP without having fiddled with it, 
- its Automatic Updates will download SP2. Itsa | 


50-266 MB download, so it could take forever to 


trickle into your system. You could try ordering | 


it from Microsoft online. (You'll also find it on 
the CD from PC Quest's September or Living 
Digital's October issues). Before installing SP2, 
I'd recommend you read up on it. Microsoft's 


| site has the most extensive guide. 


Reactions to Service Pack 2 have been mix- 
ed. I’ve found people say it's the best thing since 
sliced bread — and I've had people complain 
that their computers have crashed since they 
installed it. The truth, like most truths, is some- 
where in between. User-friendly bread has no 
business not being sliced. And crashes are not 
likely to be from the installation of SP2, but a 
combination ofthings going wrong. Microsoft's 











Another brick 
in the firewall 


site has a list of programs that the post-SP2 
Windows might have an issue with. Microsoft 
has come in for flak on how fixes are already ne- 
eded for something that's supposed to be a fix. 

That aside, let's get down to the good part. 
SP2 tries to address security issues that come 
from the lack of a good firewall, for the two big 
doors that bother Windows (Internet Explorer 
and Outlook Express), and the issues that arise 
from viruses. SP2 is really about changes that 
seep into the fabric of the operating system. 
The changes will become evident enough as 
you start using Windows. The first thing you'll 
see is the new Windows Security Center. This is 
the security hub, from which you can manage 
everything. The security status in various cate- 
gories can be checked out here. You'll also get 
alerts frequently. And yes, it means users can't 
just leave security to take care of itself anymore, 
but will have to be involved by making choices. 

The firewall is now way tougher. It scans and 
monitors all your connections to anything out- 
sideofthe PC, includingWi-Fi connects. It gives 
you much finer control over any traffic to and 
from your PC. Even programs you use regularly 
to access the Internet (such as download accel- 
erators) will be tracked. The firewall tries to pre- 
vent intrusions from viruses or other means 
while you're connected to the Internet. In fact, 
it’s the enhanced functioning of the firewall 
that sometimes causes a problem with other 
connected applications. For its browser and 
email programs, Windows now stops pop ups 
that annoy you and stops those pictures you get 
in mail. That, along with a reduction in other in- 
formation going out from your PC, should re- 
duce spam. It also stops Active X controls from 
running and manages browser add-ons like 
toolbars from sites. Other additions are better 
handling of Bluetooth — and the truly cool and 
connected absolutely love that. 

SP2 has been intensely talked about for 
most ofthe past month. Much ofthis is in readi- 
ness for the next — and hopefully safer — ver- 
sion of Windows, codenamed Longhorn. E 
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This is where The Forest, Noida, — 


F you had Rs 10 crore loose 


change, and wanted a house, 

you would pick up that chalet 

in Switzerland, mansion in 

Venice or even an island in the 
Bahamas. But let's say you are 
poorer — you only have Rs 1 
crore-4 crore to spare, and still 
want a decent shack where you 
could call your friends over. Till 
recently, you didn't have much of 
an option but to build something 
yourself — or wait for something 
good to come on the market. 
Well, that is changing. There just 
might be some new options 
worth a second look. 

A few savvy realtors are 
promising some fairly spiffy 
and exclusive residential comp- 
lexes. Aralias, a complex being 
developed by DLF Builders in 
Gurgaon, offers 5,000-sq.ft ap- 
artments and 9,600-sq.ft pent- 
houses where you can saunter 
right onto a floodlit golf course 
from your five-bedroom retreat. 
Unfortunately, its completely 
sold out. So take World Spa, also 
in Gurgaon. It offers 3,500-sq. ft 
four-bedroom apartments, and 
even larger penthouses. Its chief 
attraction is a magnificient ter- 
race complete with a business 
lounge that gives the illusion of 
clouds hovering above you. 

In Mumbai, the Hiranandani 
Group has just started work on 
the 29-storied Evita. And it is just 
as good as its counterparts up 
north. Its selling point, especially 
for the higher floors, is a spectac- 
ular view from 30 feet-wide win- 
dows. A five-bedroom, 4,500-sq. 
ft apartment here, costing over 
Rs 2.5 crore, is probably the best 
on offer in the Western Ghats. 

In nearby Malad, the Rahejas 
are busy developing Mindspace, 
a 150-acre complex with options 
for the rich. On the 17th floor of 
one of the towers, a 2,300-sq.ft 
four bedroom apartment has a 
base price of just over a crore. 

Down south, the upcoming 
Coronet in Bangalore carries a 
similar tag. And this is just the 


will be located MAS 


vr Fp t 
mee 


starting price, mind you. 

There are some premium op- 
tions coming up in Pune too. 
Panchshil Reality's new develop- 
ment, Waterfront, will have three 
towers of 4,600-sq. ft apartments 
overlooking an expanse along the 
riverfront where a bird sanctuary 
is proposed to come up. If waking 
up to the chirp of exotic birds is 
not enticing enough, the devel- 
opers promise a living experience 
that is a class apart. City Develop- 
ment Corporation is the other 
developer catering to the high- 
end clientele in Pune. 

On the eastern coast, how- 
ever, development of premium 
properties is lagging behind. But 
in Kolkata, while the upcoming 
35-storey South City project is 
nowhere in the high price zone 
(with apartments available for 
under Rs 60 lakh), what sets it 
apart is that it will probably be 
one of the tallest residential com- 
plexes in the country. 


LL these realtors want to en- 

sure that the opulence ex- 
tends beyond the interiors. More 
than just the buildings, they are 
hoping to create an environment 
that matches the luxury indoors. 
So you have Omaxe setting up an 
NRI City in Greater Noida. This 
little Singapore, as they call it, will 
have schools, a shopping mall, a 
club, nursing home, multiplex, 
water bodies and a 2-km jogging 
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track. Of course, these amenities 
will rival the residences in their 

splendour. In a sense, this is a co- 

coon that the ultra rich and their 
kin can escape to. In NRI City, you 
can build your palace just the way 
you have dreamt of. Buy an 8,400 
sq. ft plot for under Rs 1 crore and 
do the rest the way you want. 

All the glitz is but another re- 
minder of the growing numbers 
of India's super rich. The number 
of the well-heeled is rising, 
thanks to the increasing number 
of routes to richdom (see 'Inside 
The World of the Super Rich, BW, 
28 July 2003’). And unlike the 
generations of savers earlier, In- 
dians today think nothing of 
spending a crore or two. One NRI 
bought eight lavish apartments 
at Ambience Island, Gurgaon. 
That's upward of Rs 2 crore for 
each apartment. He dreams of 
his whole family moving in there 
sometime, and is making sure 
there is enough spare space for 
the next generation. Another 
member of India’s moneyed elite 
bought a penthouse and dug up 
the entire flooring of the finest 
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Lakes and fountains, private theatres, 
rolling acres of green. The search for 
Xanadu continues... By Ashish Aggarwal 
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imported marble in order to re- 
place it, as he did not quite like 
the colour. 

If you look at the profile 
of whos buying, it is a motley 
bunch. For instance, a highly 
placed bureaucrat recently book- 
ed a place in The Forest, another 
Omaxe project. The traditional 
manufacturing czars are que- 
uing up, as are those who reign 
in the technology empire. Then 
there are the diamond mer- 
chants. And, of course, the pay 
packets of the top-notch profes- 
sionals in corporate India are 
now big enough to afford luxuri- 
ous living quarters. 

For most of those booking 
these properties, it is their sec- 
ond, third or even fourth prop- 
erty. Then there are MNCs, who 
are investing in 'guest houses' 
that can match the lifestyles of 
their high-flying CEOs and 
clients who are finding more and 
more reasons to visit India. Obvi- 
ously, the buyers are a discerning 
lot, and have more than an idea of 
what Emaar Properties is offering 
on Palm Island in Dubai. In fact, 
Indians are among the largest 
class of occupants in Dubai's 
realty showpiece. 

Understandably then, the 
builders have to keep pace. So, 
they, in turn, have been travelling 
extensively to places like Singa- 
pore, Dubai, Japan and even 
Brazil for inspiration. The Uni- 
tech Group, for example, has 
pulled in Seattle-based Callison, 


learning fast. Those who are lau- 
nching their second or third such 
project agree that what was the 
top of line five years ago now ap- 
pears to be lacking in imagina- 
tion. So every time they sit down 
at the drawing board, they come 
up with more luxuries. Facilities 
management is outsourced to 
MNCs like CB Richard Ellis, and 
no expenses are spared. 


N this mad rush to acquire the 

perfect home, Gurgaon seems 
to have emerged as the hot spot. 
One phase of World Spa — the 
Eastern wing — has already been 
completely booked. The 100-odd 
four bedroom apartments here 
sold for Rs 1.12 crore each. Book- 
ings for World Spa West are open 
even now. The demand just does 
not seem to be slacking — so 
much so that DLF has recently 
launched the 18-storey Icon in 
the area. At 2,750 sq. ft, it is a 
trifle small, but does not lack for 
class, or buyers. Designed by 
Hafeez Contractor, one of the 
most sought after architects in 
the premium league, it will rub 
shoulders with other exclusive 
properties like Pinnacle. Inciden- 
tally, all bookings are already 
closed for Pinnacle. 

And even as these pads of lux- 
ury go on sale, the dynamics of 
the business are being reworked. 
Till now, even in the grandest of 
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urban homes, construction cost 
was barely 30 per cent of the total 
bill. But in these new ultra luxury 
projects, no trappings have been 
spared — be they jacuzzis, 
saunas, indoor fountains or ter- 
race swimming pools. Which is 
why, in these projects, construc- 
tion costs can be as high as 50 per 
cent. Profitability is also higher. 
If you speak to Rohtas Goel, 
head of Omaxe Construction, he 
will tell that high-end homes are 
all about the concept. And living 
amidst nature is what he is 
offering in The Forest, a six-acre 
extravaganza that sits next to 
over 300 acres of forest, just off 
the Taj Expressway in Noida. He 
promises you ducks swimming 
in a moat around your apart- 
ment, a forest in the backyard, 
landscaped gardens inspired 
from Singapore, a private health 
club, etc. And he makes his sales 
pitch with the aid of a digital 
walk-through of the palacial pro- 
perty — a modern tool that stirs 
uptheancientinstinct envy Wi 
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ranked as the top retail design 
firm in the world with billings of 
over $48 million, for developing 
World Spa. These developers are 
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Made in India. 


Making headlines 
around the world. 


Ifra, the world's leading organisation for newspaper and, media publishing, 
has inducted The Telegraph into its International Newspaper Color 
Quality Club 2004-06. An award that benchmarks printing and 
reproduction quality at an international level. And one that was won after 
The Telegraph passed stringent tests, competing with 180 newspapers from 
34 countries. The Ifra award follows the prestigious SNAP Certificate, awarded 
by the Newspaper Association of America, for excellent printing quality. 


After all, The Telegraph always strives to give its readers and advertisers 
nothing less than a global experience. 
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BROWSING 


Pete Andreyev 
Vice-President, Asia Pacific, 
Hitachi Global Storage 
Technologies 


Iam reading WHO SAYS ELE- 
PHANTS CAN'T DANCE? by Louis 
V. Gerstner Jr. I had worked at IBM, 
both before and during the Gerstner 
era when heled the company to its 
historic turnaround. I wanted to 
learn more about the thought proc- 
esses he went through as he tackled 
the challenges facing the company. 
Normally I prefer light reading, 
especially novels, since I mostly read 
on airplanes and I want to relax. A 
friend, who also happens to be our 
customer, recommended this book 
to me. This is an excellent read for 
anyone involved in the corporate 
world. I am also reading THETEETH 
OFTHETIGER by Tom Clancy. W 


ALERT 


Chronicle Of An Impossible 
Election 


J.M. Lyngdoh (Penguin-Viking Books) 





HERE is a good histori- 
cal and political pers- 
pective on the recent 
Gujarat and Kashmir 
elections by the former 
chief election commis- 
sioner. Imbued with an 
anti-establishment und- 
ercurrent, Lyngdoh joins the grow- 
ing tribe of bureaucrats who 
discover the inefficiencies of the 
‘steel frame’ after retirement. 
Though an interesting read, the 
book fails to answer the question 
oft asked by his detractors: if 
there could be elections in J&K, 
why not in Gujarat? 
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The spoils 
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Michael Moore's documentary 
Fahrenheit 9/11 may have 
become a key challenge to 
President George W. Bush's bid 
for a second term in office. But 
there is more for the world's most pow- 
erful man to worry about. 

Moore's film is only a gripping 
audio-visual depiction of what has 
grown to become a copious amount of 
books, articles and numerous well-aim- 
ed inquiries into the curious happen- 
ings at the Bush-Cheney White House. 

One oftheseis by Dan Briody, an ob- 
servant business journalist who ex- 
posed the secretive Carlyle Group 
and its little known liaisons 
with the Bush senior and 
junior and the Bin Laden 
families last year. While 
The Iron Triangle de- 
scribed in uncanny detail 
what he called the “epicen- 
tre of the military-indus- 
trial-complex-Bush-Ch- 
eney-crony-capitalism 
administration", The Hal- 





HE sensational success of | 











HAL 
t 
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liburton Agenda is a riveting sequel of a 
more urgent nature. It provides diligent 
insights into the Halliburton factor, 
which is believed to have at least partly 
driven the US invasion of Iraq. 

In his new book, Briody takes a close 
look at key corporate players who 
directly or indirectly influenced the 
invasion and occupation of Iraq and 
its planned plunder by a few chosen 
American companies. However, he 
also makes it clear that the political- 
business nexus is neither a new revela- 
tion nor a recent phenomenon. For if it 
was Iraq last year, it was Vietnam in the 
1960s and the 1970s, with the Balkans 
and the Somalia campaign in the inter- 
regnum. Halliburton and its sub- 
sidiaries, especially 


THE 
HALLIBURTON 
AGENDA 


The Politics Of Oil 
And Money 


By Dan Briody 
John Wiley & Sons 
Pages: 304; 

price: $24.95 





HE one thing we are never short of 

is studies. Every goyernment de- 

partment overflows with reports 

of commissions, expert commit- 
tees, review committees, task forces and 
whatever else can be constituted to tell 
us in ponderous detail what is wrong 
with this sector or that. 

And of all of them, none 
has been more assiduous 
than the agriculture ministry in piling 
on the reports. Krishi Bhavan, the min- 
istry headquarters, is positively 
tottering under the combined wisdom 
ofits plethora of committees. But now 
comes a compilation that promises to 
put everything else in the shade: a 27- 
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An epic on the 


volume study on the farmer titled 
State of the Indian Farmer — A Millen- 
nium Study that has been published in 
collaboration with the Academic Foun- 
dation of Delhi. 

It took five years to put together, and 
is said to be the most comprehensive ef- 
fort after the National Com- 
mission on Agriculture sub- 
mitted its reports in 1976. But 
why do we need another mega study? 
Simply because none of the major stud- 
ies so far focused on the ‘farmer’, the 
man behind agriculture, explain the 
publishers. "The impact of past policies 
and programmes on the professional 
and economic well being of the farmers 


of America's wars 


Brown & Root, virtually ran the Ameri- 
can military campaigns and made for- 
tunes out of them. 

Former Democratic president Lyn- 
don Johnsons ties with Brown & Root 
come under hard questioning by the 
author. And today, it is the question- 
able ethics of US Vice President Dick 
Cheney in promoting Halliburton (he 
was CEO there before his election) that 
are in the spotlight. Thus, the book 


quickly dispels any illusion about a De- | 


mocrat-Republican divide on the 


ness hubs by corrupt political means. 
To show that the boot is now on the 
other foot, Briody picks the example of 


Donald Rumsfeld who, as a Republican : 


Congressman, had vehemently op- 
posed Johnson's open nepotism when 
he helped Brown & Root clinch an out- 


landish multi-million dollar projectto | 





drill a hole through the centre of the | 


earth as part of what was supposed to be | | 
| donated $25,000 to the President Club,a | 
| major fund-raising arm of the Democ- | 


amajor scientific endeavour. 
“One of the most vehement oppo- 
nents of Project Mohole was a young Mi- 


nois Congressman by the name of Don- | 
ald Rumsfeld, who alleged that political | 





contributions had played a role in the | 


DAN BRIODY, an award-winning busi- 
ness journalist who has written for 
Forbes, Wired, Red Herring and The 
Industry Standard, is an expert on the 
nexus between American politics and 
business. His previous book, The Iron 
Triangle: Inside the Secret World of 
the Carlyle Group, was a bestseller 





Mohole debate in the House in the sum- | 
mer of 1966." After five years of delays | 


and added costs on Mohole, the House 


had rejected further funding of the | 


Mohole were rebuffed when Presi- 
dent Johnson, in 1965, asked the Sen- 
ate to restore it. 

It was obvious, Rumsfeld charged, 
that between Lyndon Johnson and the 
Houston Congressman Albert Thomas, 


| project. But its efforts to stop project : 
morality of promoting war-time busi- | 


Project Mohole was being kept alive | 


through artificial means in an effort to 


benefit big Democratic backers like | 


Brown & Root. 
He pointed out that the Browns had 


ratic Party, and alleged that the dona- 
tions and the still lingering contract had 
everything to do with one another. "Per- 


haps this is all another preposterous co- | 





Indian farmer 


has generally escaped the attention of 
researchers and academia.” That is a 
sweeping generalisation, but it makes 
for an interesting selling point. 


Starting with Y.K. Alagh, who pro- | 
vides the overview, the compendium | 


brings together over 50 experts on In- 
dian agriculture who have written about 
the achievements and emerging chal- 
lenges in the sector. Reading the 


overview together with the preface by | 


C.H. Hanumantha Rao, chairman of the 
Institute of Economic Growth, Delhi, 
and of the Centre for Economic and So- 
cial Studies, Hyderabad, you get a fairly 





good idea of what the millennium study | 


covers. General readers might content 


| 


themselves with just these essays, but 
for those keen to get a detailed insight 
into the nature of problems afflicting 
Indian agriculture, the Rs 16,500 price 
tag may not be as daunting as it seems 
at first blush. 

The USP of this series is Volume 27, 
an index that comes with a CD that 
contains the entire mega study. There is 
a comprehensive index along with a 
built-in search facility. Says Raj Kapila, 
director and chief editor of Academic 
Foundation: “It was a great challenge to 
bring out this publication within five 
months, interacting with 26 lead au- 
thors along with their co-authors." 

[In the process, it leaves a greater 
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incidence," Rumsfeld had said, only to 
find that there were “too many prepos- 
terous coincidences’. 

Theirony, of course, is that Rumsfeld 
as Secretary of Defence in 2004 finds 
himself on the other side of the debate; 
he is now a key member of an admin- 
istration that has had to repeatedly 
defend its choice of Kellogg Brown 
& Root's contract in Iraq. Briody states: 
"Like an unshakeable case of déjà vu, 
Brown & Root has been kicked around 
like a political football for decades, 
first by the Republicans in the 1960s 
and 1970s, then by Democrats in the 
2000s. You would have thought the 
two parties could have seen eye-to-eye 
at some point in between and put à 
stop to the company’s relentless poli- 
ticking. But there was too much money 
to be made and too many campaigns 
to be funded." 

One problem with the book is that 
while it flaunts Cheney's picture on the 
cover as the main player in the story, 
there is just one small chapter on him 
towards the end of the book. Another 
snag lies in Briody's writing. It's so flat 
that it manages to take all the excite- 
ment out of this volatile tale. w 
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| challenge for M.S. Swaminathan, godfa- 





| his report. Will anyone read it? 


ther of India’s Green Revolution. The sci- 
entist is chairman of the recently set up 
National Commission on Farmers. He, 
too, will have the farmer at the heart of 
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T TOOK the Prime Minister a hundred days to 
address industrialists; he did so at Assocham's JRD 
centenary memorial meeting last week. A leg- 
endary reformer like him would have been forgiven 
the delay, but for the fact that the Common Mini- 
mum Programme that drives his tenure had some pretty 
scary threats to industry, such as reservations in the pri- 
vate sector. He was himself a bit embarrassed by his tardi- 
ness, and excused himself by saying that the daily turmoil 
in Parliament prevented him from meeting people. It was 
atelling admission, especially since he has mentioned the 
mayhem in Parliament often before. It shows that he ex- 
pects others to behave decently — even politicians. A fat 
hope, as he should have known by now. When he became 
finance minister and showed 
anguish at the Opposition at- 
tacks, Atal Bihari Vajpayee, 
then its leader, had advised 
him to develop a thicker skin. 
That advice is still relevant. 

There were other ways in 
which the Prime Minister's 
speech could have been im- 
proved. Being his first major 
address to industrialists, it 
should have been delivered at 
9:30 p.m., not 9:30 a.m. That 
would have given him a hun- 
dred times larger television au- 
dience. Assocham would have 
gladly accommodated him; he 
is Prime Minister now. 

The speech showed his 
scholarship. That JRD stood for 





Jehangir Ratanji Dadabhoy must have been news to quite | 


a few in his audience; the reference to the 1944 Bombay 
Plan and the quotation from Professor R.K. Hazari's book 
from the 1960s was a testimony to his early readings and 
his phenomenal memory. But his tribute to JRD need not 
have been mediated through a book on concentration, 
ownership and control; nor did it have to be shared with 
nods to other industrialists of JRD's time. 

Occasions like the Assocham meeting should be used 
to give a powerful message. If there was one in the Prime 
Ministers speech, it was that he is going to take infrastruc- 
ture seriously: he would chair a committee on it himself. A 
laudable objective — and one he, incidentally, inherited 


from his predecessor. But the difference in approach was | 


palpable. Vajpayee did not let himself be bothered by 
nitty-gritty. Coming out of a poetic cloud one afternoon, 
he just said: "Let there be roads from Kashmir to Kanyaku- 
mari and from Porbandar to wherebunder." He called 
Major General Khanduri and told him to get cracking. He 


JUIIOIER WT 
Choose your battles 


As Prime Minister, Manmohan 
Singh can choose where he 
wants to make a difference. 

And he can ignore the rest 








———————————— 








called Yashwant Sinha and asked him to find the cash 
toute suite. And they both did. By the time of the general 
elections, four years later, national highways were fes- 
tooned with portraits of Vajpayee. 

Manmohan Singh would have been shocked by the 
very idea of such nonchalance. Such extravagance would 
have repelled him. And as for the sycophancy — he would 
rather it was all showered on Sonia Gandhi. So what he 
chose to announce to the industrialists was that they 
would soon get better regulators for infrastructure indus- 
tries, after a design to be perfected in the Planning Com- 
mission. An excellent idea; as TDSAT’s latest verdict 
(denying Trai the power to regulate telephone intercon- 
nection) shows, some of our regulators are models of im- 
perfection. Still, the industrial- 
ists must have been left a bit 
befuddled; can this really be 
the Prime Minister's remedy 
for the shortcomings of India's 
infrastructure? 

If the promise to design 
better regulation was too pro- 
found for the ever practical in- 
dustrialists, the promise to 
undo the inspector raj was too 
shallow. All know that most of 
the 30-odd inspectors the 
Prime Minister refers to are 
employees of the state govern- 
ments; and who would believe 
that a Prime Minister who can- 
not even prevent Amarinder 
Singh from playing mischief 
with water and Y.S.R. Reddy 
with power can stop visits of inspectors? And then, how 
are laws going to be enforced if the government cannot 
find out that they are being followed? Inspection is a vital 
part of government. What industrialists wish — and hope 
forlornly for — is that inspectors would not be corrupt. 
And on how to wean the roving predators of sleaze, the 
Prime Minister will seek the advice of industrialists — 
those whom he soon plans to appoint to his Industrial Ad- 
visory Council. Shuffle, shuffle, file disposed. 

Everyone knows that the Prime Minister is a man of 
good education, high intelligence and great integrity. That 
is why he faces such high expectations. He is human; he 
cannot fulfil them all. But he is Prime Minister; he can 
choose where he wants to make a difference. And he can 
ignore the rest . He should leave Mani Shankar Aiyar to irk 
the Opposition in Parliament; he should go back to the 
PMO and push the few things he cares for. And he can 
drive the nation towards his goals. That is what he should 
have done with the industrialists. a 


DILEEP PRAKASH 
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Weak Ratings 


(J You rate schools heavily (and 
boast about it) on the percentage 
and number of placements they 
get for their students. What does 
that indicate? Take a trip to 
world class institutes like 
Kellogg, Wharton, Harvard and 


London Business School (LBS). LBS manages | 
to place only 34 per cent of its students with offers. And (üt: 
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months after graduation, not all graduates have jobs. Does that make 
LBS a bad B-school? The truth is that the best jobs come off campus 
from personal initiative and talent. Do a survey on that. 


Ramit, posted on BW website 





PEERS AND POTENTIAL 

I fail to understand why student quality 
is not a parameter in your survey 
(‘Cosmode-BW Top-100 B-Schools, 
BW, 6 September). Believe me, the 
intelligence and quality of your peers 
makes a big difference in the 
effectiveness of the programme. 

Also, I believe the weightage given 
to placements is not justified. It does 
reflect the perception of the institute 
inside the industry. But by itself, it is 
not an accurate metric for measuring a 
school's networking influence. 

Avik Saha, posted on BW website 


FISHY BANK DEALINGS 
The fact that GTB ‘managed’ to stay 
afloat for three years without adhering 
to prudential norms after the 2001 
stockmarket scam begs questioning 
(‘Flawed Birth, BW, 30 August). The 
overnight decision to impose a morat- 
orium and swiftly announce a merger 
with OBC is an enigma as well. 

The RBI might have protected the 
interests of GTB depositors, but what 
about its small investors? 


ret ai m rer a rrr e A Ta sie ira s i a a ai uA Saee rre iM rh t a ta a iti are HP Pa rrr rrr e tata vri hr ah rA ore trhe rH Art tnim memes ctae amnem Heiner. 
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Foreign insititutional investors and 
other corporate bodies exited GTB and 
| sold their shareholdings in the nick of 
time. There is more than meets the eye 
in this coincidence, especially since the 
public was left holding a major part of 
the new GTB dud shares. 

Srinivasan Umashankar, Nagpur 


IN NEED OF POLISH - 

Yes Mr Desai, six months 2 ago, India 
was shining ("Those Who Dare Not 
Revel’, BW, 6 September). Not because 
BJP said so, or the newspapers said so, 
and certainly not because self-impor- 
tant columnists said so. India was 
shining because there was a belief that 
after a long time, things were 
happening and moving forward. 
People believed the leadership was 
stable. Look at the mess we are in now. 
It is no wonder the shine has gone. 
Sanjeev, posted on BW website 


CORRIGENDUM 
In 'Hot Deals, Cool Valuations' (BW, 30 
August) we said that Temasek invested 
$40 million in ICICI's One-Source at a 
price-to-sale ratio of 0.9, taking into 
account I-OneSources revenues, as 
on March 2004, at $42 million. The 
valuation of the 0.9 price-to-sales 
ratio is in error, since Temasek's 
stake in I-One-Source following 
the investment is not known. 
We regret the error. 
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cover srory 32, Whither The Economy? 


The good news is that economic growth will not stall despite rising inflation and oil prices. It will just slow 
down. But should the government now pump in more money into the economy, or try to curb prices * Econo- 


mists believe it is too early to move either way. 


Quenching The Thirst For Oil Demand from India is affecting global oil prices like never before. So 
it is time for the government to take some hard decisions to improve the energy efficiency of our economy. 








Post-Quota Fears 


With just 14 weeks left for the 
quota regime on global textile 
exports to become history, the 
China fear is giving sleepless 
nights to US textile 
manufacturers. 
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The pharma industry has been- 
rattled by charges of overpric- 
ing. Will the controversy lead to 
more drugs being brought un- 
der the price control regime? 


Ram Vilas Paswan: back to > 
price controls 





| ITC ITC kicks off its first rural mall in Madhya Pradesh 
as it moves into the final leg of its e-chaupal strategy. 


BSNL A look at the PSU telecom giant's ambitious 
plans to dominate the Indian mobile market. 


| Cranes Software whatis the secret behind the 
fascinating success story of this IT company? 
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— Businessworld 
Is India still shining? 


ID the NDA government turn the lights off 
when it left office? And is the UPA government 
fumbling in the dark to figure out where the 
switches are? I won't blame you if you said yes to 
both. Business confidence levels have slipped, 
the inflation rate is going up, the sense of a higher economic 
destiny that the middle classes used to nurture has dimmed 
and the direction of GDP growth is downwards, not upwards. 








It would be easy to lay the blame for all this at the feet ofthe new 
government, but let me play devil's advocate . I don't buy the ar- 
gument that in the first 100 days, a new government should go 
about its business as if it is on steroids, for the simple reason 
that it would bea prescription for disaster in the era of coalition 
governments. Coalitions need 
time to settle and figure out 
where the limits of competitive 
bargaining lie. It took Vajpayee's 
government more than two 
years to accomplish this. Busi- 
nessmen will remember what a 
frustrating period that was — 
breakfast meetings with Vaj- 
payee that went nowhere, 
announcements after announ- 
cement with no follow-up what- 
soever, and a finance minister 
whose middle name became “roll-back’. 


Businessworld 











Having said that, it is a pity that the Manmohan Singh govern- 
ment hasn't been smarter in setting the course of public de- 
bate. It is true that the government's manoeuvrability in such 
things as disinvestment is limited — it makes sense to keep 
these issues backstage till it gathers the courage to call the Left's 
bluff. But there are things which can be focused upon — toning 
up governance and service delivery, for example. What this 
government needs is a mission that goes beyond secularism. 


To answer the question where the economy is headed, Deputy 
Editor Niranjan Rajadhyaksha, an economist by training, 
spoke to a large number of policy-makers, businessmen and 
economists. The verdict: we may slow down a bit, but there is 
no reason to panic. I have a suggestion for turning the mood: 
Manmohan Singh should smile a bit more. Does tackling 
poverty have to be such a joyless exercise? 


low Fos 


TONY JOSEPH, EDITOR 
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END OF TEXTILE QUOTAS 


Shackling Godzilla 


How much do you expect 
to source from China in the . 
long term post-quota? 


60 





082689 0 
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s l Percentage of responses 
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S the quota regime on global 
textile exports nears its end, 


terror is spreading across | 


the developed world, espe- 
cially the US. The approaching footfalls 









of the Godzilla of the industry, China, | 


has so shaken American textile manu- 


., facturers that they have decided to file 
..., Suits later this month to force their gov- 


“ernment to clamp down on US imports 
^ from China. 

: With just 14 weeks left for the Agree- 
| ment on Textiles and Clothing (ATC) to 


Do you expect to increase - He 
. sourcing in any other — . . 
countries? if so, which? = 


eee 
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end, the National Council of Textile Or- 
ganisations (NCTO) of the US says it will 
provide ‘compelling evidence’ that the 
American industry would be destroyed 
by the Chinese when the quotas are 
lifted on 1 January 2005. 

Two new reports have further 
spooked the American industry, which 
has already lost a third of its workforce 
(around 350,000 jobs) since George W. 
Bush took office. The firstisaWTO study 
that predicted China's share of the US 
market for textiles would increase from 
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11 per cent to 18 per cent after the ATC 
ends. And it is expected to gobble up a 
full 50 per cent of the American market 
for clothing after the quotas are lifted. 

India, expected to be another win- 
ner, is way behind China. Its share of the 
US clothing market will jump from 4 per 
cent to 15 per cent, although in textiles it 
is expected to merely hold on to the 
5 per cent it enjoys now. 

A Goldman Sachs quota elimination 
survey of major global wholesalers, 
manufacturers and retailers has ampli- 
fied the sound of the monster footfalls. 
The industry's verdict: China's share of 
sourcing will go up by as much 20-40 per 
cent within the first two years of quota 
elimination and by a massive 40-60 per 
cent thereafter. India is the second 
favourite choice of textile buyers, a 
chunk of whom said they would be in- 
creasingly looking at this country. 

The NCTO is pressing ahead with its 
rearguard action. It will, in all probabil- 
ity, get the US to invoke the provisions of 
the agreement signed by China when it 
joined theWTO in November 2001. One 
is the special textile safeguard and the 
other the product-specific safeguard. 


4,300-acre plot in 
Devanahalli, 30 km 
darom Bangalore. 


ma ORS 1,300 crore 
Rs 350 crore 

^ 4.5 milion 
per year 


Public-private 
partnership i. 
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Siemens: 40% 
L&T: 17% 
Unique 
Airports: 17% 





The special textile safeguard, which 
lasts until the end of 2008, stipulates 
that the importing country can invoke 
restraints if imports from China are 
likely to cause market disruption. The 
product-specific safeguard, which stays 
till December 2013, is of a similar nature 
but a public hearing is mandatory be- 
fore it can be invoked. China has no 
right to retaliate against these restraints. 

In March, American and Turkish 
textile and apparel producers urged the 
WTO to extend the quota regime. De- 
spite backing from Mexico and 15 sub- 
Saharan apparel and textile associa- 
tions, the strategy failed. 

Interestingly, the Goldman Sachs 
survey found that more than 85 per cent 
ofthe respondents believe that the US 
will impose safeguards to limit imports 
from China. Will bad news for the giant 
prove an opportunity for its neighbour? 
Indian industry is not sure. "The apparel 
industry, on the whole, has not learned 
to play the price game aggressively," 
says a Mumbai-based company. 

The survey stresses price, too. A ma- 
jority ofthe wholesalers and retailers say 
costs of global sourcing will come down 
by average 12 per cent post-quotas, and 
that negotiations are already on with 
suppliers to effect these savings. Can In- 
dia match quality with the new rates? 
Thatis the crux ofthe issue. a 

LATHA JISHNU 


holding the rest. Construction was 
scheduled to start in October 2002, 
but it has not begun yet, though au- 
thorities say operations are expected 
to take off in 33 months. 
“The main reason we stuck 
around for so long was because the 
bidding process was very professional 
and we had a perfect team of L&T and 
Siemens, so we were expecting much 
more. But after trying to negotiate for 
-SO long, we are tired, our costs are es- 
calating too much and it doesn't make 
sense for us to hang on anymore," 
says Meier. His advice to the Indian 
government: create stable parame- 
ters and procedures for private foreign 
investors into the country, if you want 
to create world-class infrastructure. Ili 
SUPRIYA KURANE 





INDIA-PAKISTAN MINISTERIAL TALKS 


Some movement on 
three key issues 


HERE was no change in the 
big picture, with India and 
Pakistan sticking to funda- 
mental positions on cross- 
border terrorism and Kashmir at the 
end of two days of talks between their 
foreign ministers in New Delhi. 

However, despite the hardline state- 
ments that emanated from New Delhi 
and Islamabad prior to the talks, nei- 
ther side allowed themselves to be 
derailed by emotions when they actu- 
ally met. They bargained hard, did 
some tough talking, but remained fo- 
cused on the need for continued and 
continuous bilateral engagement. 

Second, the two- 
day meet resulted in 
some movement on 
three key issues — 
the contentious 
Indo-Iran gas 
pipeline, the Srina- 
gar-Muzaffarabad 
bus service, and the 
revival ofthe railway 
link between 
Munabao in Ra- 
jasthan and Khokra- 
par in Sind. While im- 
plementation of is. e 
these projects is a 
long way off, the fact 
that the two nations have agreed in 
principle to talk on these issues is a ma- 
jor step forward. 

The third tangible outcome ofthe 
foreign ministers’ meet was an agreed 
timetable for further talks. Starting with 
the upcoming encounter between 
President Pervez Musharraf and Prime 
Minister Manmohan Singh on the side- 
lines of the United Nations General As- 
sembly gathering in New York later this 
month, the two sides have drawn up a 
six-month schedule for continued 
engagement at various levels. 

What came through in the joint 
statement that listed these and a host of 
other confidence-building measures 
was the determination not to let the 
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Playing ball: Natwar Singh (L) with K.M. Kasuri 








dialogue fall through — India would 
notinsist that cross-border infiltration 
cease and Pakistan would not demand 
a time-bound resolution of the Kashmir 
dispute. The effort seems to be to show 


| progress on smaller issues, rather than 


persist on the big ones. 

The positive atmospherics were 
clearly evident at a press felicitation or- 
ganised by the South Asia Free Media 
Association for Pakistans foreign minis- 
ter Khurshid Mehmood Kasuri the day 
before he flew back to Islamabad. Ka- 
suri and his Indian counterpart, Natwar 
Singh, indulged in an unusual degree of 
bonhomie, agreeing to work for an eas- 


ier visa regime for journalists of the 
two countries. 

It would be easy to cynically dis- 
miss all this as empty drama for the 
benefit of the western powers. There is 
no doubt that international reaction is 
an important factor in Indo-Pak calcu- 
lations. And proof ofthis came in the 
form oftelephone calls from US Secre- 
tary of State Colin Powell to Kasuri and 
Singh on the eve of the talks. 

At the same time, both sides seem to 
be finally appreciating the diplomatic 
and economic dividends of keeping 
temperatures low in this region. The 
point to see is whether India and Pak- 
istan can keep it up. | * 

ARATI R. JERATH 
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HE recent trend in inflation has 

been paradoxical — consumer 
prices have remained muted 
despite the fact that producer 
prices are, by the latest measure, 
roaring ahead at over 8 per cent a 
year. This magazine’s view is that 
competitive pressures are forcing 
companies to absorb higher input 
costs rather than pass them on to 
consumers. At the same time, 
there have been a few interesting 
newspaper articles pointing out to 
another possible reason why 
consumer prices are muted. The 
various consumer price index (CPI) 
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the ground realities: the weights 
given to various items in consumer 
budgets are outdated. (These 
weights were assigned more than 
20 years ago.) Hence a call to 
construct new indexes to calculate 
consumer price inflation. There is 
another issue worth considering — 
the rise of organised retail chains. 
Jerry Hausman of the 
Massachusetts Institute of 
Technology and Ephraim Leibtag of 
the US Department of Agriculture 
draw attention to what can be 
called the ‘Wal Mart Effect’ in the 
US economy. 

Over the past 15 years or so, 
Wal Mart has taken on the 
traditional supermarkets all across 
the US. It offers to sell goods 
(especially food) at substantially 
lower prices than the competition. 
Wal Mart and its clones now 
account for 24.8 per cent of all 
food expenditure in the US. 
Consumers have moved in droves 
from traditional grocery stores to 
these new retailers. This is what 
economists call ‘outlet 
substitution’. 

How should this be dealt with in 
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lot of technical issues involved. But 
what is important is this: Hausman 


we and Leibtag say that food inflation is 
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measures are not representative of 


a consumer price index? There are a 
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by Niranjan Rajadhyaksha 


overstated by between 0.32 per 
cent and 0.42 per cent in the US. 
So there is an upward bias of about 
15 per cent in America’s CPI num- 
bers. So when Indian statisticians 
start constructing a new index for 
consumer prices, they would do 
well to consider the American expe- 
rience and consider the impact of 
our own discount retailers. What 
should we call it — the Kishore 
Biyani Effect? 
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HINA is in the midst of a 

stunning demographic 
transition. Richard Jackson and Neil 
Howe of the Centre For Strategic 
And International Studies say in a 
new paper that 11 per cent of 
China's population is now over 60. 
By 2040, that number will go up to 
28 per cent, which will be higher 


| than that for the US in the same 


year. It'll mean a staggering 397 
million elderly Chinese. The greying 
of China will have all sorts of 
implications — from slower 


| economic growth to a healthcare 
| crisis to a pensions bomb. 


Meanwhile, here's something 
from a new book by Robert Fogel, 
called The Escape From Hunger 
And Premature Death, 1700-2100: 
“health costs will rise more 
rapidly as a percentage of national 
income among Third World nations 
that are now entering into modem 
economic growth than has been 
the case in OECD countries..." He 
then goes on to explain how China 
will be facing the most serious 
problems. The Chinese government 
has a huge task cut out for itself. 


BS 


recommendation: the Centre 

For Civil Society, a liberal think- 
tank based in New Delhi, has 
started a blog called Spontaneous 
Order. Check it out at 
www.ccsindia.org. ini 
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CRICKET TELECAST RIGHTS 
The winners curse 


HOULD ESPN-Star Sports and 
Zee bother? They have been fight- 


ing for weeks over the Board of 
Control for Cricket in Indias (BCCI) 
cricket rights. Last week ESPN-Star 
Sports filed a case against the BCCI and 
others questioning the decision to 
award the rights of all cricket played in 
India, about 108 days of it, to Zee Tele- 
films. Now comes the news that the 
Bombay High Court has ordered a re- 
bid. As we went to press, almost every 
media observer was certain that Zee 
would counter-sue. At this rate, says one 
analyst in frustration, the rights will be 

worth nothing. He is absolutely right. 
Subhash Chandra's Zee bid $308 
million, or just 
over Rs 1,380 crore 
(almost equal to its 
current revenues), 
as compared to the 
Rs 1,100-odd crore 
that ESPN-Star 
Sports did. Even 
the most opti- 
mistic, Zee-happy 
analysts don't ex- 
pect the topline 
impact to be more than Rs 2,000 crore 
over four years, including the money 
from syndication, pay revenues, selling 
the terrestrial rights to Doordarshan. 
According to a report from Karvy Con- 
sultants, after all expenses, Zee will end 
up making Rs 175 crore in operating 
profit over four years. That's just about 
Rs 43 crore a year, peanuts by broadcast- 
ing standards. Now, if litigation and a 
fresh bid pushes the price up to Rs 1,500 
crore or more, nobody, except BCCI, will 
ever see any money on these rights. W 
VANITA-KOHLI KHANDEKAR 


DINESH KRISHNAN 













News on theweb| | | 


Power Play: If Reliance Energy, 
the lowest bidder for a 500-MW 
coal-based project in Haryana, 
bags the contract, it will set a new 
benchmark for power projects in 
the country. 
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AST week, the Reserve Bank 

of India (RBI handed a 

rather large freebie to India's 

banks. The RBI told banks 

they needn't book further 
losses caused by rising interest rates on 
as much as 56 per cent of their invest- 
ment portfolio, which was around Rs 
809,694 crore in August. The accounting 
change, according to rough calcula- 
tions, could benefit banks to the extent 
of Rs 19,900 crore (in notional terms) if 
interest rates rise further by one per- 
centage point. This amounts to the RBI 
giving a guarantee to Indian banks that 
they can benefit from falls in interest 
rates, but will be protected from book- 
ing losses on their profit and loss ac- 
counts as interest rates rise. In the 
process, the central bank 
has allowed India's banks, 
just a couple of months af- 
ter the high profile collapse 
of Global Trust Bank, to 


RBI deputy governor 
Y. V. Reddy: Giving 
banks a helping hand 


hide their true health from investors | 


and depositors. 
Analysts aren't fooled. "I am going to 


ignore the change because it's purely | 


cosmetic. It doesn't change the ground 


reality,” said an analyst with a leading | 


investment bank in Mumbai. Another 


said: “It’s a non-event. It doesn't mean | 


anything." But banks' stocks rose sharp- 
ly soon after the accounting change. 


What could also change is that | 


banks will be protected from showing 
the erosion of their capital by losses suf- 
fered from bond trading, after over four 
years of an almost uninterrupted bull 
market in bonds which saw yields fall- 
ing by as much as six percentage points 
on the 10-year yield during that time. 
The move is contrary to standard in- 
ternational practice which requires 


banks and financial institutions to value | 
their investments at prevailing market | 


prices in their books, a practice known 
as ‘marking to market’. In India, the RBI 
required banks, till last week, to mark- 
to-market at least 75 per cent of their in- 
vestment portfolio. Because of this, in 








BANKING ` 


The RBI cookbook 


The apex bank’s new recipe to make the financial health of banks look good 


the last few months, banks 


losses as the bond market 
collapsed due to inflation 
concerns and high global oil prices. 
Yields on 10-year benchmark govern- 
ment bonds rose by around 64 basis 
points between end-March and end- 
June. Due to this weakness, many banks 
booked losses on their profit and loss 
accounts. Since expectations are that 
interest rates are likely to keep rising, 
banks were all set to book further losses. 

Worried, banks made representa- 
tions to the RBI asking to be let off the 
hook. They told the regulator they 
shouldn't have to value their investment 
in government securities at market 
price (securities issued by state and cen- 
tral governments account for around 89 
per cent of all investments held by 
banks) because of a decades-old rule 
which requires banks to invest a mini- 
mum of 25 per cent of the money they 
raise from depositors in such securities 
(called SLR securities). The problem is 
that for years now, banks have held far 


more than 25 per cent of their money in | 


such securities (the current figure is 
around 36 per cent) because of the low 
risk as well as the sharp appreciation in 
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have had to book heavy | 














value of such bonds in the bull market. 
The RBI agreed and changed the 
norms to allow the non mark-to-market 
portion of banks' investment portfolios 
to be increased from 25 per cent to arou- 
nd 56 per cent for the sector as a whole 
(though the upper limit would vary 
from bankto bank). They allowed banks 
to shift SLR securities only to the new 
component of the portfolio, only once, 
and after taking any losses because of 
the fall in the value of the securities so 
far. Any further losses from further rises 
in interest rates don't have to be booked. 
This sop to banks is especially worri- 
some given India’s banking environ- 
ment. In an IMF paperin January, which 
tried to estimate the impact on banks 
from a rise in interest rates, economists 
Ila Patnaik and Ajay Shah pointed out 
that India has one of the most volatile 
interest rates in the world. Their paper 
estimated that a bank with an asset base 
of around Rs 239,000 crore (both ad- 
vances and investments), could see a 
fall of as much as Rs 17,079 crore from a 
320 basis point increase in interest rates 
(though the final impact on the bank is 
much lower at Rs 1,704 crore because 
deposit rates also go up overtime). E 
AVINASH CELESTINE 


SANJIT KUNDU 








cences; now, they are fighting 
over spectrum. At an open 
house session organised by the 
(vy. Telecom Regulatory Authority of India 
oo, (Trai) recently, the GSM players walked 

. outin protest. Why? 
oo At the core of the debate between 
^. GSM and CDMA players is the 1900 
ox; MHz band. At stake, say the groups, lies 
| vy the future of wireless telephony in India. 
| . This time, equipment vendors like 
“<> Nokia (GSM) and Lucent Technologies 

—* (CDMA) have joined the fight. 
UM The contentious phrasing at the ses- 
¿a Sion was in discussing “450 MHz or any 
V... other band”. GSM players accused Trai 
- *'7- and the CDMA team of being intention- 
ally vague. “Are we discussing the 1900 
band or not?" said the chief technology 
<> Officer of a GSM player. 

This is what is pricking the two lob- 
: bies. GSM players argue that they need 
the 1900 MHz band to migrate to high- 
' speed 3G (literally, third generation) 
. networks. CDMA operators, currently 
on the 800 MHz band, also say they 
need the additional spectrum for their 
3G services. The GSM lobby is opposing 
* this. Says LV. Ramachandran, director 


antis: 

















* HGH: human Main hormone 


A HE $500-million Shreya group is 
eg | taking its ambition to newer ter- 
SR ritories. After selling pharma 
.; productsin Russia, India and Africa 
^ c, (and manufacturing in India), the 
> groupis buying 24 per cent in Scigen, a 


: IRST, they quibbled over li- 





. general of the GSM lobby group, Cellu- | 





Spectrum overlap 


@GSM players say COMA 
players have been allotted 
the 1300 band too. 
COMA players deny 
that 


ey 


IMT 2000 band 






works on GSM & CDMA both 
All figures in MHz 
lar Operators Association of India: “The 


allocation of the PCS 1900 band [to 
CDMA] would result in major interfer- 


ence to... GSM operators. It will block | 
the progress of 30 million subscribersto | 


3G." (See ‘Spectrum Overlap) 


GSM would rather share the 1800 | 


band with CDMA players for current 2G 
services and keep the 1900 band exclu- 
sively for 3G. Says Josef E Huber, a Lon- 


SHREYA BUYS INTO SCIGEN 


Dreaming bigger 


3-year-old, Singaporean 
biotech firm. The deal 
seems a win-win for both. 

Shreya started off as an 

aspiring contract manu- 
facturer for Scigen, which 
has no manufacturing ca- 
pability, but has technol- 
ogy for making biogener- 
ics. Scigens idea was to 
shift manufacturing from 
contractors in Poland, Is- 
rael and the US to Shreya's 
Indian facility. The groups 
biotech company, Shreya 
Biotech (in which one of Scigen’s pro- 
moters owns 27 per cent), has invested 
$20 million in a manufacturing facility 
in Pune, which should be up and run- 
ning by end-2004. But since the manu- 
facturing contract was inked two years 


ASHISH SAH! 
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e Poi players want 
the PCS 1900 band for 


PCS personal communications service, 3G that 


IMT « intemational mobile telecornmunications 





GSM vs CDMA: SPECTRUM ALLOCATI ON 


Frequencyn mis Y atc Y 








don-based senior 
spectrum advisor to 
the GSM Association: 
"If India adopts the 
PCS 1900 [non-3G], it 
will isolate itself from 
the rest of the world." 
The CDMA lobby ar- 


3G; it will interfere with gues this would make 
the 3G efforts of GSM equipment availability 
e ne global standard for 3G is the an expensive problem 


since globally just 
E South Korea uses the 
E 1800 MHz for high- 

B speed data access. 

“North America uses 
| 1900 MHz; Europe and Japan use 2100 
MHz for 3G services. 
| J At the end, the migration Pads of 
both GSM and CDMA will converge. 
| GSM will need to provide Wideband 
| CDMA (WCDMA) to get to 3G. This im- 
| plies that the two lobbies can co-exist 
| peacefully, as in the US. Whether they | 
| 
| 


| willdosoinindiaisanotherstory W 


ANUP JAYARAM & RADHIKA DHAWAN 


back, Shreya group chairman Sujit Ku- 
mar Singh has become alot more am- . 
bitious: he now wants some control 
over Scigen's products and markets. 
The stake deal, to be completed by 
January 2005, will make Shreya the 
largest shareholder in Scigen, which : 
now has two major shareholders — 
Scitech, a Singapore-based biotech 
company, and Sonic, an Australian di- 
agnostics firm. For Scigen, the deal will 
bringin much-needed cash. Last fiscal, 
it incurred a loss of Singapore $4.3 mil- 
lion on sales of S$6 million. 

For Shreya, the deal promises more 
than a marketing presence in a new ge- 
ography. "Wé will have an interest in all 
of Scigen’s activities,” says Ajit Bhaskar, 
director, Shreya group. Why not? Many 
billion-dollar-plus drugs facing patent 
expiry in the future will be biotech 
products. Scigen augments Shreya 
Biotech's fledgling research unit with 
ready products like insulin, human 
| growth hormones, and vaccines. 5 
i GAURI KAMATH 
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ID-CAP RALLY 


Growing up, and how 


ID-CAP stocks are on fire. 
CNX Midcap 200 has 
jumped 27 per cent in the 
last three months, while 
the Sensex (8.8 per cent rise) and BSE 
500 (13 per cent rise) both have been 
comparatively tepid. In the last one year, 
the Mid-Cap 200 index 
has jumped 55 per cent, 


while the Sensex moved 

up 19 per cent and BSE OUT 

500 rose by 22 per cent. isi mane 

Are some stocks show- ‘ 

4 | F TUN: Micro Inks | 

ing c ear signs of break- Adani Exports 

ing away from mid-cap Allahabad Bank 

and moving into the Amtek Auto 

large cap territory? Jindal iron & Steel Co. 

NSE's CNX Midcap 200 Hexaware Tech 

defines stocks with Sterling Biotech 

market cap between ,  Sundram Fasteners. 

" ; 4 T 

Rs 75 crore and Rs 750 2 Glenmark Pharma 5 
crore as mid-cap. Three ; Sesa Goa 1125 o kz 
months back just five # 4500 8 September 2004 ~ Daly average for 269 days: 





— 
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stocks in the mid-cap index had a mar- 
ket cap above Rs 1,000 crore. Now there 
are 18. Essar steel has galloped 86 per 
cent in the last three months, while Mi- 
cro Inks has jumped 44 per cent. Both 
the stocks now have a market cap over 
Rs 1,400 crore. The daily 365 days aver- 
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age for both these scrips is also above 
Rs 1,000 crore. The same is the case with 
Jubilant Organosys whose market cap 
has surged to cross Rs 1,500 crore in the 
last three months, from Rs 385 crore a 
year ago. For the last nine months its 
market cap has been hovering around 
Rs 1,000 crore. 

According to experts, this mid-cap 
rally is a combination of value-correc- 
tion and external triggers. S. Naren, 
head of research at Refcosify, points out 
that a friendly capital gains regime is 
driving a large retail interest, including 
high net worth individuals, into the mid 
caps territory. The tax regime is ex- 
pected to continue to be friendly and is 
hopefully a one-time policy change. 
This is believed to have unlocked a size- 
able demand for this segment of stocks. 
On the F&O front, while the open inter- 
est is high, the volumes are quite low, 
pointing to the fact that while the rally 
could continue it could also get selec- 
tive. And when the mid-cap rally takes a 
breather, some of the stocks may climb 
into the large cap segment. B 

ASHISH AGGARWAL 





CREDIT CARD RATE CUTS 





cently-launched 
card, promises a monthly interest 
rate that’s as low as 1.49 per cent. But ac- 


S TANDARD Chartered Bank’s re- 


tually, this rate is applicable only for the | 


first six months, and that too if one pays 
Rs399. After six months, the interest rate 
can vary from 1.49 per cent to 3.19 per 
cent, based on usage and repayment 
pattern of the customer — the best cus- 


tomers get the best deal and vice-versa. | 


Mind you, the upper limit is way beyond 


Canon Laser Faxes with Jumbo Memory. 
You won't miss a single fax, even when there's no paper. 


Canon Laser Fax Machines (L220 and L295) come with a Jumbo 
Memory that can store information of up to 450 pages at a time. 
So when you're receiving critical documents and the paper 
runs out, the information gets stored in the memory. And is 
ready to print as soon as you add paper. On the other hand, 
when you send faxes, they transmit them at a whopping speed 
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Up to 450 Page Jumbo Memory* 
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the highest rate of 2.99 per cent 
charged by other credit card firms. If 
the card is not used for six months, 
Rs 100 is the non-usage fee, which 
most other banks don't charge. 

ICICI Bank followed with its 'Easy 
Deposit' card, where the rollover in- 
terest rate is only 0.99 per cent, 12 per 
cent annually. But there is a twist here. 

It comes against a one-year fixed de- 
posit (FD) held with the bank, which 
means you pay for using your own 
money in the FD. Then, while you earn 
an annual interest of 5-6 per cent, you 
pay twice that rate for borrowing. 
Other credit card players like 
Citibank also claim that they have been 
offering preferential rates to good cus- 
tomers for sometime. But Puneet 
Chadha of HSBC India warns that one 
should watch out for the hidden costs in 
the new low-interest offerings. E 
j RACHNA MONGA 


ANALYST ADVICE 


Long good buy 


NDIAN brokerage houses are 
more inclined to issue bullish 
equity research reports, finds 
Rajesh Chakrabarti, after studying 
2,200 analyst recommendations 
from 23 Indian brokerage houses 
between 1998 and 2003. His 
report, published in ICRA's Joumal 
of Money & Finance, says 67 per 
cent of recommendations urged 
investors to buy a particular stock. 
But all the stocks which analysts 
strongly endorsed, outperformed 
the Sensex. This outperformance 
lasted between five days to three 
months. The implication: the 
market does not absorb these tips 
at once. The report argues that 
the analyst fraternity here is 
geared more towards spotting a 
winner than projecting and repor- 
ting for a wide set of stocks. W 
SHISHIR PRASAD 
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COLOUR TV INDUSTRY 


Consolidating gains 





CTV players' market shares (%) 


5.2 per cent. Second, 


"90-01 01.02 02-03 03-04 multinationals brands 
mic ie 163° 198° 125°" 313.4 | She Som, Ponpon, 
Thomson, Grundig 
LG 64 $6 . 149 7-190 and. Share duse t 
Samsung 81 . 80, 123 145 ground. Third, regional 
V'con group** 20.5 19.4 19.4 22.1 brands like Oscar, 
Top Four 46.3 43.2 59.1 68.7 Texla, Weston, and Bel- 
BPL 184 165 108 5.2 | ‘ek have lost market- 
share. “They have been 
Philips 3.7 5.6 5.7 5.8 npsble to Moda dios 
Panasonic 2.1 1.3 1.4 0.8 with changes in tech- 
xc) Sharp 3.7 2.4. 2.1 2.0 nology,” says Ravinder 
f Sony 3.1 1.8 2.8 2.9 Zutshi, director (sales), 
Thomson 26 18 25 293 | Samsung. While the 
z market is shifting to 
Sub-total 33.6 29.1 25.3 19.0 : flats and plasma, they 
Others 20.1 27.1 15.6 12.3 3 are still selling conven- 

* Onida & Igo, ** Sansui, Akai, Videocon & Toshiba F tional TVs. 


HE Rs 7,500-crore colour tele- 
vision (CTV) market, once 
badly fragmented, is now wit- 
nessing a phase of market 
consolidation. No, the number of play- 


-ers has not come down. But over the last 


12-18 months, the top four players (LG, 
Samsung, Videocon group and Onida) 
have consolidated their position. Today, 
they account for 69 per cent of the mar- 
_ ket, up from 43 per cent a couple of 
years ago. An industry expert feels the 
top four could well account for 85 per 
cent ofthe industry in 3-4 years. 

Two or three factors have caused this 
change. BPL, once a leader with over 20 
per cent marketshare, has dropped to 











Regional brands 
thrived earlier due to a sales tax edge; if 
they manufactured and sold in Delhi, 
Uttar Pradesh or Punjab, no sales tax was 
levied on them. But a BPL, with a factory 
in Bangalore, had to pay a sales tax of 
16percentto sellin UP On a CTV price of 
Rs 8,000, this would be Rs 1,200-1,300. 
Thus, regional brands could sell cheaper 
and survive. But now many equipment 
suppliers have come up in these states 
who manufacture for all the brands. So, 
regional players no longer have the price 
edge. “Once the price point narrows, the 
consumer says let me buy a better 
brand,” says C.M. Singh, head (CTV 
product group), LG Electronics. ie 

RANJU SARKAR 








Setting standards for the region 


O far global recognition for an In- 

dian B-school meant an accredi- 
tation by the AACSB or EQUIS, the US 
and European accrediting bodies, re- 
spectively. There was no standard ac- 
creditation system in the region. At 
best, it was restricted to country-spe- 
cific bodies like India's AICTE. How- 
ever, the newly-formed Education Fo- 
rum for Asia has set up the Asia- 
Pacific Association of Managemen- 


with participating schools from China, 
India, Singapore, Hong Kong, Aus- 
tralia and New Zealand. Besides pro- 
moting networking between the part- 
ner schools, AAMS will develop a 
region-wide standard accreditation 
and ranking system. 

So far only two Indian schools — 
IIM-A and IIM-B — have joined the 
association. "n 

NEELIMA MAHAJAN 
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ONGC VIDESH 


Ivory Coast on, 
Angola doubtful 


VER the last month, ONGC 

Videsh (OVL) has signed up 

deals to explore oil in Ivory 
Coast and Australia. It will invest 
$9 million in Australia and $23 mil- 
lion in Ivory Coast. Meanwhile, 
Venezuela has offered OVL a share 
in five oil fields. This is the first 
time it has offered oil concessions 
to a foreign company outside the 
international tendering procedure. 

While all this is happening, 
there are doubts being raised 
about OVL bagging the 50 per cent 
stake from Shell in Block 18 in An- 
gola. A Chinese oil company, by 
offering $1 billion credit line over 
five years, is posing stiff competi- 
tion. India, on its part, has already 
offered credit for a railway project. 
But the Indian 
govemment is 
leaving no stone 
unturned. Petro- 
leum minister 
Mani Shankar Ai- 
yar, along with 
OVL chairman 
and managing di- 
rector R.S. Bu- 
tola, is likely to 
meet the Angolan 
oil minister on the sidelines of the 
Opec meet starting 14 September 
in Vienna. 

The big difference between 
Angola and the other two projects 
is that the former is a discovered 
field, while in the others have an 
element of risk. The 50 per cent 
stake in Block 18 means an 
annual yield of 5 million tonnes of 
oil right away. Considering this, 
India may offer credit to Angola. In- 
dia spent $18.36 billion during 
2003-'04 to import 70 per cent of 
its oil demand. 

So, India will have to pull all the 
weapons in its diplomatic armoury 
to bag the all important Block 18 
for OVL. x 

ANUP JAYARAM 
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ADVERTISING & MARKETING < 


POST ITS 


IT’S QUADRA AND HENLEY 
Now that CEO Martin Sorrell has 
upped WPP's stake in Quadra 
Advisory to 100 per cent, it’s 
believed the latter will be merged 
with Kantar’s The Henley Centre. 
The legalities are still being wor- 
ked out. So far, The Henley Centre 
has struggled to get going in India. 
In contrast, Quadra is a far larger 
firm. So why sell out now? A seni- 
or manager says neither promoter 
Suhel Seth nor Indu Sen, wife of 
Quadra founder Shunu Sen, were 
involved in running the firm. Most 
of the decisions were made by 
Quadra head Sukanya Kripalu and WPP. This 
announcement only legalises that position. 





JATINDER SINGH 


DABUR DOES A HIGH-FIVE Five is a 
favourite number with FMCG marketers. First 
Pepsi and Coke tried the Rs 5 price point 
before hiking prices back to Rs 6. Now the 

Rs 1,232-crore Dabur has been bitten by the 
bug. It will launch Rs 5 pouches and lami-tubes 
of its shampoos, toothpastes and hair oil along 
with a few other products. The volume dream 
in India has delivered only for a chosen few — 
HLL, ITC among them. Will it deliver for India's 
fourth-largest FMCG company as well? 





A CARDINAL ERRORY? Can a hatchback sell for the price of 
a sedan? By pricing the Getz at Rs 4.5 lakh-5 lakh, Hyundai 
certainly thinks so. What makes Hyundai think people will buy 
its latest model, seeing that they can get an Ikon or an Indigo 
for that kind of cash? According to the company, most people 
drive three-box cars because they connote status. It believes 
that there is a market segment that is more individualistic. Oh 
yeah? Didn't GM make the same assumption with the Corsa 
Sail? And didn't it end up competing more with the Zens and 
Santros, and less with the Ikons and Esteems? 








NIKHIL NEHRU 


My kind of 
agency 


N experiment in what can only be described as 'so- 

cialism meets advertising’ is underway at S-7, 

Panchsheel Park, Delhi. This is the office of 

INCommunications, a tiny little advertising 
agency set up about a year ago. Like all young organisations, it 
is a callow place, its culture still unformed. 

And, if its chairman has anything to do with it, its culture 
wont evolve by happenstance. Instead, Nikhil Nehru, former 
president at McCann-Erickson, and one-time heir designate 
to Mike Khanna, has told his 20 employees to choose the cul- 
ture they want. Consider this. They have been split into 10 or 
so groups. One of these is developing the HR policies they 
would like the agency to have. Another group is putting to- 
gether the new business development strategy. Then, all can- 
didates coming in for interviews, even for senior posts like an 
account directorship, will be interviewed not only by Nehru 
and his two co-founders, but also by the rest. For example, an 
account director will be interviewed by the account man- 
agers and creatives who will work with him. Then, when the 
financial year ends, some of the profits will go into the re- 
serves, some to the promoters. The fate of the rest will be de- 
termined by employees. 

Nehru always had the reputation of being extremely peo- 
ple-centric. He quit McCann, he says, because he was tired of 
the way the agency treated its people. There was always im- 
mense pressure from the head office on meeting targets. 
Agencies across the board are concerned only with profits, 
and take ad hoc decisions to prop the bottomline. They don't 
invest in people, pay poorly. They have forgotten that profits 


0 as PS: 


NDREAS Gellner leads 





wanted revenues from India 


a busy life. Three to quadruple in the next 
months ago, the 35-year-old | four years. India, he says, 
flew in from adidas Malaysia | can become the third largest 
to head the company’s | market for adidas, after 
Indian operations. Since | China and Japan. 
then, he has been running | To deliver that growth, 


around, trying to familiarise | Gellner has his work cut out. 
himself with his company, : 

the Indian marketplace, and 
the game of cricket, in a 
rising order of difficulty. 

A finance man by 
background, he's moving to 
India at a critical time. 
Christophe Zebu, senior 
vice president, Asia Pacific, 
told BW recently that he 
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follow if they focus on their 
people, culture, personality 
and processes. 

And now, at INCommu- 


ing the agency, he says, he 


our employees to know this 
is their agency, that they 
have a say in it as well.” In its 
first year, INCommunica- 
tions had billings of Rs 11 
crore. It hopes to wrap this 


Next year, it will, inshallah, 
rise to Rs 55 crore. Won't the 
culture weaken as the 


doesnt think so. "Our head- 
count needs to rise only 


best, he reckons, it will swell 
from 20 to 27. That's be- 
cause most of his clients are 
challenger brands — like chemist retail chain 98.4, confec- 
tionery brand Norteen, Jaypee cement's Buniyad, news mag- 
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nications, he is finally creat- 


always wanted. "We want | 


- Jane Austen's Pride and 


year up with Rs 30-35 crore. | 
. 8 October and will be re- 


marginally to take care of | 
this additional business." At ` 


agency gains in size? Nehru | 


ALLE Balle Amritsar to 
LA! No that is not 
Daler Mehndi's latest 
album. It is the name of 
the dubbed to Hindi version 
of Gurinder Chadha's Bride 
and Prejudice, based on 


Prejudice. The $20-million 
Aishwarya Rai starrer 
premieres worldwide on 


leased in India and the 

UK simultaneously. 
Producer Deepak Nayar of 
Kintop Pictures was in 
Delhi recently trying to sell 
the film. Nayar, who also 
produced Chadha's earlier 


' blockbuster, the $100- 


million grosser Bend it like 
Beckham is having a ball 


. selling the film in India. "I 
_ have made an English film, 


azine Tehelka, Leh Berry and so on. He expects to grow these | 


brands and, therefore, the business from these brands rather 
than keep pitching for new business for growth. 

Devising the right culture might even tie into all this. It's 
not easy for tiny ad agencies to pull in top-drawer talent. 


While only time will tell whether Nehrus love for consensual 


working marks a break with the past or is nothing but a short- 
lived experiment, he may still emerge as the winner — if all 








the buzz about his new, new agency gets him talent. E] 
M. RAJSHEKHAR 
AROUND 
Sofar,the Çn a Then, 
Indian ops have some ofits 
under- distributors 
delivered. were nowhere 
Gellner admits as aggressive 
as much: “With the current as their counter- 
infrastructure, we should parts in other companies. 
have been doing 70-80 There is also the 
per cent more business.” question of new growth. 
What went wrong? At India is a one-game country, 


one end, rivals like Reebok 
played a far more aggressive 
game. At the same time, 


but the amount of cricketing 
gear bought here is not 
much. Ergo, he plans to 


adidas was hamstrung with | leverage adidas’ connection 
organisational troubles. with cricket in other areas to 
Silos had developed in the sell other products like 
company, affecting internal | apparel, running and 
cohesion. training shoes. & 


but everyone says this is 
such a Hindi film, it should 
have had Shahrukh Khan," 


laughs he. 


HIS one is, arguably, a 
first. Shemaroo Video 


' launched the VCD and DVD 


versions of the India- 


. Pakistan Samsung Cup 
' 2004 series recently. While 
| home videos of TV shows 


or films is not a big deal, 
those of sports certainly is. 


| The Rs 65-crore Mumbai- 


based Shemaroo is a 
biggish player in the home 


| video market with over 600 
. films in its library and a 


national reach. It has 
access to 5,000 outlets in 
300 cities. Its attempt is 
interesting. While the TV 


. rights for cricket is causing 


so much heartburn, it is 
time someone checked out 
the potential for home 


. video sales of sporting 


. events, especially the rare 
- ones where India wins. 
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What happens 
to this set of VCDs and 


| DVDs will make the 


potential evident, soon. 
E] 


N old colleague of 

mine, Rajesh Shah, 
who was the curse of the 
Securities and Exchange 
Board, has launched, of all 
the things, a fashion 


magazine. Purple (yes that 


is the name) is a monthly 
priced at Rs 50. The logic 


| for the launch though is 


impeccable. "There is no 
fashion monthly in India 


| (Oomph is a quarterly) and 


post quota (in 2005) there 
will be a lot of advertiser 
interest in this area," 
thinks Shah. 

So Abhay Ocean 
Shipping and Shah got 
together to put in the initial 
Rs 60-odd lakh. He expects 
it to hit 35,000 in 


| circulation soon and break- 


even in four months. Shah 
is also looking at other 
areas of interest to fashion 
advertisers, like 

a page-three style enter- 
tainment weekly. Trust 

a Gujjubhai to think of 
ways to make the 

fashion industry spend on 


. advertising. © 


VANITA KOHLI-KHANDEKAR 


ANTHONY LAWRENCE 





N the beginning, the signal van- 
ished. Then, the phones did. After 
that, a part of National Insurance 
Companys (NIC) profits disappe- 
CN ared. While Reliance India Mobile 
subscribers were clasping the world, 
they lost their grip on their phones. 
Their 'carelessness' has cost the Na- 
tional Insurance Company Rs 152 crore. 
That is the sum NIC has shelled out as 
part of a policy cover to replace lost 
«i and unpaid bills of Reliance 
Infocomm customers. The first year's 
premium paid by Reliance to NIC was 
Rs 64 crore. 
ccording to market sources, the 
st of each handset, as agreed to by the 
“> insurers, was Rs 11,000. Reliance paid a 
3 premium of Rs 90 per handset. NIC set- 
tled 1.32 lakh claims in this fiscal. Which 
means a rather high number of phone 
thefts took place last year. Or did they? 
Lets take the case of Ramesh 


e... who bought a Reliance Info- 
comm connection last March under the 



















CENSUS DATA ON RELIGION 
Different persuasions 


GROUP of religions, some 
A evolving and some on the 

verge of extinction, clubbed to- 
gether as 'other religions and persua- 
sions' has the highest proportion of its 
population engaged in economically 
productive work. The group, made up 
of Parsis, Bahais and several tribal 
communities, had a work participa- 
tion rate (WPR) of 48.4 per cent dur- 
ing 1991-2001. WPR is the lowest 
among the Muslims at 31.3 per cent. 
Female WPR is the highest among 
‘other religions and persuasions’ at 
44.2 per cent, and lowest among 
Jains, followed by Muslims. 

All this is revealed in the first re- 
port on religion culled from the Cen- 
sus 2001 data. The working popula- 
tion is divided into four categories — 
cultivators, agricultural labourers, 
household industry (HHI) workers and 


other workers (OW), which includes the 
services, manufacturing and business 
sectors. Muslims and Jains top the HHI 
and OW lists, respectively, while the 
largest number of agricultural labourers 
are Buddhists (37.6 per cent). 

Hindus accounted for 80.5 per cent 
of the 1,028-million population of India, 








Religion 


Christians 
Buddhists 
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Making sense of the kaleidoscope 


Work participation Literacy (96) 
rate (%) 


INSURANCE 


The missing phones 


Dhirubhai Ambani Pioneer offer. In Au- 
gust last year, his phone developed a 
fault and he took it to the local distribu- 
tor. He was redirected to a service cen- 
tre, which said it would cost about 
Rs 5,500 to repair the phone. Now that 
was almost half the cost of the phone. 
An angry Jain confronted the distributor 
and was promptly given a solution. File 
an FIR with the local police station, ap- 
proach the insurance firm with a copy of 
the FIR and get the handset replaced. 
Jain did go to the police station at 
Model Town in New Delhi and did lodge 
an FIR. Here, he says, the police authori- 
ties were rather indifferent, merely com- 
menting: “A number of phones are get- 
ting stolen these days, aren't they?" 
What about the insurers? Well, they 
don't seem particularly worried. H. S. 
Wadhwa, chairman of National Insur- 
ance Company, says: “We have a fraud 
control cell and insurance is not given 
without verification.” [2 
GINA S. KRISHNAN 


followed by Muslims at 13.4 per cent. 
The Parsi population has dwindled to 
just 69,000, of which only 4 per cent 
are in the O-6 years age group. 

What's alarming is the sex ratio 
(the number of females per 1,000 
males), especially among Sikhs and 
Jains, suggesting a bias against the 
girl child. 

In all, negative trends in the report 
far outweigh the positives. | 

RAJESH KUMAR SINGH 
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Source: Census 2001 





The author is consultant 
editor of The Telegraph. 


Instead of 
more 
loans, set 
up lotteries 
and let 
people 
bet on 
monsoon 
| 








rains; give 
farmers a 
chance to 
win big 
prizes 
whenever 
rains fail 





Generosity 


farmers 


HE finance minister has promised 
to triple banks’ loans to farmers in 
three years. It was a strange deci- 
sion in view of the fact that so many 
Andhra farmers had killed them- 
selves on account of debt. But he might argue 
that the farmers killed themselves because they 
had borrowed from private loan sharks, that 
government banks would never be so cruel. 
Which could also mean that if not paid by far- 
mer borrowers, nice government banks would 
forgive them and walk away. That would add to 
their bad debts — sorry, non-performing assets 
— but it should worry no one. For the Reserve 








Bank would rig interest rates to give the banks | 
huge margins; with those profits, they would | 


have no trouble writing off farmers' bad loans. 
And if a bank could still not be saved by the Re- 
serve Bank, then the government would give it 
securities to cover bad debts. In other words, if a 
bank was reckless enough, it would be able to 
convert worthless farm loans into first-grade 
sovereign government bonds. What better in- 
centive do you need for improvident lending? 
If reasoning is poor, no facts can improve it. 
But the finance minister is an intelligent man; 
more facts may still improve his analysis. I have 


| just seen some on commercial banks’ lending 


to farmers — let us call it Banks' Agricultural 
Debt or BAD. As proportion of state agricultural 
GDP BAD is highest at 28 per cent (if not paid by 
their farmer borrowers) in Karnataka, and next 
highest in Andhra Pradesh and Gujarat — 21 
per cent. It is medium, at 15-19 per cent, in Ma- 
harashtra, Punjab, Haryana and Madhya Pra- 
desh. It is significant, at 10-12 per cent, in Tamil 
Nadu, Bihar and Orissa. If debt service were a 
quarter of BAD, it would be 7 per cent of GDP in 
Karnataka, 5.2 per cent in Andhra Pradesh and 
Gujarat, and under 5 per cent elsewhere. 

That does not sound high. But it is widely 
believed that banks lend mainly to big farmers. 
So I assumed (with some inaccuracy) that pro- 
ductivity of small and big farms was the same 


and calculated BAD as a proportion of GDP | whenever the monsoon failed. 











kills 


arising from large and medium farms. BAD was 
less than large farms’ GDP only in Punjab; else- 
where the debts far exceeded their annual in- 
come. BAD was 5.5 times the large farmers’ 
GDP in West Bengal, 4.2 times in Uttar Pradesh, 
3.9 times in Bihar, 3.6 times in Tamil Nadu, 3.2 
times in Andhra Pradesh, 2.5 times in Kar- 
nataka and 2.3 times in Orissa. Such a burden of 
debt would be unsustainable: at a servicing ra- 
tio of 25 per cent, and a debt/income ratio of 2, 
a half of the farmer's income, and at a ratio of 3, 
three-quarters would go into servicing debt. 

Such a high debt burden is unrealistic, for a 
large part of the value added on a large farm 
must go to pay workers; there is no way a large 
farmer can pay half his income in servicing. It 
follows that a large proportion of the BAD in 
many states must have gone to small farmers. 
But it is likely that the BAD has exceeded the 
borrowing capacity of many farmers in the 
peninsular states of Gujarat, Maharashtra, 
Andhra and Karnataka. If banks would not lend 
to them, their only choice is suppliers' credit 
from vendors of fertilisers and pesticides. It is 
only for the growing season, and if they default, 
that is often the end of the road for them. 

The loans the finance minister wants to 
shower on agriculture may partly replace cost- 
lier private debt and give some relief. But for 
overindebted farmers, more BAD can only be 
bad. Government banks cannot go on lending 
to farmers who do not service their debt; and 
banks are generally rather slow and inflexible, 
and do not care to give short-term, naked credit 
for inputs. So the more government banks lend 
and the more farmers become overindebted to 
them, the more farmers will borrow from pri- 
vate lenders, and more will commit suicide. 
The fault lies in the giving of fixed-interest loans 
to fund equity. Economic advisers can be found 
who would tell otherwise, but the laws of eco- 
nomics cannot be bribed into saying some- 
thing different. What would serve farmers best 
is a lottery which would give them big prizes 
" 
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DII 


N Friday, 3 September, after.a 
two-hour long discussion in 
the Capital, the head hon- 
chos of leading Indian phar- 
maceutical companies met 
Union minister of chemicals 
and fertilisers Ram Vilas Paswan. They 
made him an offer. They would freeze 
the prices of all their medicines till 31 
March 2005. In return, they hoped, 
Paswan would ease his no-holds-barred 
attack on the industry for allegedly 
cheating consumers by charging high 
prices. Paswan had threatened to bring 
thrice as many drugs under govern- 
ment price controls as there are cur- 
rently. The companies that met Paswan 
were members of the Indian Pharma- 
ceutical Alliance (IPA), a lobby group of 








Dodgy pric | | 


! 


PRESSURE POINTS 


3 AUGUST: The minister threatens to 
bring 300 drugs under price control to 
curb the practice of huge trade margins 


18 AUGUST. Paswan meets state 
finance and health ministers to discuss 
prices, suggests that companies print 
manufacturing costs on labels 


3 SEPTEMBER: industry lobby IPA 


meets the minister, offers price freeze 
on all medicines till 31 March 2005 


24 SEPTEMBER: Other lobbies to meet 


Paswan to discuss the pricing issue 


21 OCTOBER: Committee on trade 
margins to submit report to Paswan 
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PRICE 





' put Indian pharma 


industry heavyweights like Ranbaxy 
and Wockhardt. 

Nothing unites the fractious Indian 
pharmaceutical industry like the issue 
of government control on prices. Since 
India imposed the control in the 1970s, 
companies of different sizes and prove- 
nance have lobbied for cutting some 
slack citing intense competition. As are- 
sult, the number of drugs under price 
control has come down from 347 in 
1979 to 74 now. But last month, Paswan 
threatened to turn back the clock. His 
reason: some companies were giving 
large trade discounts on commonly 
used medicines that were not under 
control; but this discount was not being 
passed on to the consumer. He began 
clamouring for companies to print their 
manufacturing cost on packs. That was 
the trigger for the IPA offer. 

But the IPA’s eleven members ac- 
count for roughly 30 per cent of the In- 
dian industry's Rs 23,000-crore sales. 
The rest is made up of small and 
medium players and multinationals. 
The Indian Drug Manufacturers' Asso- 
ciation (IDMA), which represents the 
interests of small and some large Indian 
companies, will meet Paswan next. Its 
president Yogin Majmudar says IDMA 
members are open to a price freeze too, 
but not everyone in the industry is sure. 
"We have yet to take a decision on what 
to do," says Ajit Dangi, director general 
of Organisation of Pharmaceutical Pro- 
ducers of India (OPPI), which primarily 
represents multinationals' interests. 


Pricing Practices 


Last month, the minister released a list 
of medicines where there was a large 
gap — of up to 2,500 per cent — be- 
tween the price at which the chemist 
bought from the wholesaler and the 
price charged to the consumer. These 
drugs were being marketed not by fly- 





PHARMACEUTICALS 


HUSA FALL 


on a collision course with Paswan. By Gauri Kamath 


by-night operators, but by market lead- 
ers like Ranbaxy, Cipla and Wockhardt. 
Reacting to a complaint about three 
drugs that had large margins, the Na- 
tional Pharmaceutical Pricing Authority 
(NPPA) asked a drug inspector to do the 
rounds of chemist shops in Delhi. The 
drugs were not representative of the en- 
tire market, but the numbers made 


Paswan sit up. For instance, market | 


leader Cipla’s painkiller Nicip cost the 
chemist Rs 2 for a strip of ten, but the 
customer paid Rs 25 — a margin of 1,150 
per cent. Ranbaxy’s anti-allergic Stan- 
hist carried a price tag of Rs 26 for ten 
tablets, which the retailer purchased for 
Rs 1.80. Paswan went to town with the 
information, accusing companies of 
looting customers. 

Industry insiders say that while huge 
trade margins are given all over the 
country, drugs sold thus constitute just 
7 per cent of the industry's retail sales, or 
Rs 1,700 crore. To understand why this is 
so, one has to understand the business 
of selling medicines in India. 

India does not yet respect product 
patents on drugs. Different companies 
often sell different versions of the same 
molecule. To differentiate from others, 
companies brand their drugs and pro- 
mote them to doctors. In an ideal world, 
a patient visits the doctor, gets a pre- 
scription, and goes to the chemist to buy 
the brand. In India, it is not uncommon 
for patients to first visit the local chemist 
for common ailments. This saves time 
and the doctor's fees. Chemists also sub- 
stitute a doctor’s prescribed brand for 
another either because they don't have 
it or because the substitute gets them 
more money. In effect, the chemist 
wields a lot of influence on sales. 

In 1997, Cipla decided to leverage 
this power structure. Along with pro- 
moting brands to doctors, it began mar- 
keting unbranded generics (later given 





| brand names) to the trade directly. The 


savings made on doctor promotions 
were passed on to the trade in the form 


of discounts, but the price to the con- | 


sumer remained unchanged. Trade had 
to play its part too: unlike in branded 
drugs, there was no credit, the company 
did not take back expired goods, and the 


trade bore the risk of carrying and sell- | 


ing the goods. (Queries to Ciplas joint 
managing director Amar Lulla did not 


elicit replies by the time of going to | 
press. A company executive claimed the — 
| prices for the same product by the same 


practice was no longer followed.) 
Companies even outsourced manu- 

facturing. This way, with little invest- 

ment, it hit the large brands of competi- 


tors, reached an audience its sales | 
representatives could not, and shored | 
up marketshare in a slowing market. | 
Small companies and the multinational | 
Rhone Poulenc (before its merger with | 
| lot more intense. Cipla's generics busi- 
ing this practice. The advent ofa big firm | 
| of its sales, according to industry esti- 


Nicholas Piramal) were already follow- 


like Cipla gave it credibility as a strategy. 


Soon, others like Ranbaxy and Lupin 
followed suit. Ranbaxy started an um- 
brella brand called Blue R for the pur- 
pose. Others shifted old brands to such a 
segment to whip up sales. For instance, 
Lupizyme, an enzyme from Lupin, saw 
sales zoom from Rs 1 crore to Rs 10 crore 
in a year and a half when sold in this 
manner. Companies marketed generic 
equivalents of their own brands too. But 
they kept the prices constant, not just to 
afford the high margins given to trade, 
but also because dual pricing (different 


company) would attract attention of the 
NPPA. There is there is nothing illegal 
about it; firms are free to fix the margins 
of drugs that are free from price control. 

But the model has its limits. For one, 
the margins for the company are lower 
than in the branded business, there is 
no pricing power, and competition is a 


ness is about Rs 240 crore, or 11 per cent 


MORPHING THE MRP 


RADE margins are not Ram Vilas Paswan's only worry. In a meeting with 

state finance ministers on 18 August, Paswan suggested that they bring 
forward the implementation of value-added tax (VAT) on medicines. 

For a decade now, chemists have been demanding that the maximum re- 
tail price (MRP) printed on packs include all local taxes. Right now, the MRP 
is exclusive of local taxes like sales tax, turnover tax, octroi, etc., since states 

have different levies. As a result, there is always a difference between the 
MRP printed on the pack and the price charged by the chemist. 

“Consumers harass us because they think we are overcharging,” says 
J.S. Shinde, general secretary of the All India Organisation of Chemists and 
Druggists, the apex lobbying club of the country's 5.5 lakh chemists. Only 
some chemists are known to have overcharged but everyone gets tainted by 
the same brush. A change in the way MRP is calculated would require all 
states to adopt a common sales tax (or VAT) and forgo other levies. Paswan 
has suggested that all states move to either a 4 per cent VAT on medicines or 
stop taxing medicines altogether. The industry says it would welcome any 
workable suggestion. But given that sales tax is a major revenue source for 


states, no one is holding his breath. 
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mates. Ranbaxy’s is even smaller, at Rs 


140 crore (see table). As for multination- - 
als, they have stayed away from this | 
business, as have some leading Indian | 
| inthoseareas." 


companies like Dr. Reddy's and Torrent. 

Some argue that it only erodes the 
overall value of the industry in the 
longer term. A senior industry executive 
blames part of the recent slowdown in 
the market — sales growth is down from 
close to 20 per cent in the mid-1990s to 
around 7 per cent now — on the growth 
of generics. "We don't stand for it," says 
Majmudar of IDMA. 

Adds Dangi of OPPI: “Many compa- 
nies are getting out now because they 
realise there is no money in it." That 
might not be completely true. What 
stopped companies from closing down 
that business when Paswan raised the 
pitch? The fact is that it's too good to let | 
go of yet. Some estimates say 
companies make an average of 
12 per cent to 15 per cent of 
gross margins on these gener- 
ics. The industry average for 
brands is about 55 per cent, 
though it can even cross that on 
market-leading products. But 
while companies deduct mar- 
keting expenses, personnel 
costs, and interest and depreci- 
ation from this, in case of gener- 
ics, the gross margin is close to 
the net margin. This is because 
firms mostly outsource manu- 
facturing and do not incur pro- 
motional expenses, which form 
more than a tenth of the total expenses. 
"You make money with very little re- 
source allocation. And you need very 
few people to run it," says a senior exec- 
utive in a large drug manufacturer. 

For some, generics are just a way of 
establishing more channels of distribu- 
tion in smaller areas that can back a 
rural marketing initiative sometime in 
the future. "You can eventually remodel 
your strategy," says Shakti Chakraborty, 
head of Lupin's domestic formulations 
business. But says Ganesh Nayak, exec- 
utive director, Zydus Cadila: "With more 
competition, margins on generics are 
declining." Yet, it's still lucrative enough 
for shoring up toplines. Companies 
sometimes sell generics even at a loss to 
offer a large enough basket of products. 
says a Ranbaxy spokesperson: “Gener- 
ics ensure that the medicines are avail- 
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able to people in far-flung areas not ser- 


viced by the traditional network of sales | 


reps. The distribution network alone 
takes the initiative to provide availability 


The Way Ahead 
With the IPA offering a price freeze, 


Paswan appears to have prevailed. Butit | 


does not really address the issue he was 
so indignant about in the first place: 
large trade margins on generics. This is- 
sue is important also because the gov- 
ernment has in the past wanted to en- 
courage the prescription of generics, 
that is, the drug by its scientific name 
and not the brand. The thought was, 
with this, the consumer could choose a 
brand and price, at the chemist's. 

A committee set up by Paswan — led 
by a joint secretary from his ministry, 


% of total 


Generics sales 
1 Sales 


(Rs crore} 


and comprising the Drugs Controller 


General, a secretary of the NPPA, anda | 


representative of the law ministry — is 
debating the issue of prices. It has been 
given till end-October to present its rec- 
ommendations. "Under the present dis- 
pensation, trade margins (on drugs out- 
side price control) cannot be controlled. 
But if needed, we can change the provi- 
sions of the law," says G.S. Sandhu, the 
head ofthe committee. 

The trade, one large beneficiary of 
the generics business, seems unable to 
react coherently. On the one hand, it has 
come out with statements expressing 
hurt at being “targeted and humiliated”, 
but on the other, its office-bearers say 
they don't mind reducing margins. “We 
cant be blamed, because we don't fix 
prices," says J.S. Shinde, general secre- 


tary of the All India Organisation of | 
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| Chemists and dmi 


The committee is also. looking at 
how to define afresh the drugs that - 
would be under price control. That's 
akin to reinventing the wheel. Starting 
1999, a government drug price review 
committee undertook an exhaustive ex- 
ercise. Parts of its recommendations 
were put into the Pharma Policy 2002, 
which has been challenged in court. The 
case is now pending at the Supreme 
Court. By the time there is clarity on this 
front, Paswan may not be around. 

There are several ways this issue 
could be resolved. It could simply fade 
away with time. After all, the prices of 
the concerned drugs cannot be termed 
unconscionable. And Paswan can point 
to IPAs price freeze as a personal victory. 
The government of Haryana has set a 
precedent by getting chemists to volun- 
tarily sell 254 widely used gener- 
ics at lower retail prices late last 
year. It has also reportedly filed 
criminal complaints against 
Ranbaxy and Cipla for ‘over- 
charging’ on generics. 

But unless the industry is 
seen to behave more responsi- 
bly, its practices could render it 
vulnerable to future attacks. 
There is ample scope for zealous 
ministers to take a moral high 
ground and widen the scope of 
control over the industry. If 
Paswan's committee proposes 
that trade margins be capped, it 
might spell the death of the 
generics business as the industry knows 
it. It could also inspire more responsible 
marketing practices. 

Perhaps the industry has realised 
this. One of the solutions discussed 
within the industry has been to let the 
government fix trade margins for gener- 
ics and suggest a ceiling that keeps 
everyone happy. Dilip Shah, secretary 
general of IPA, points out that such 
episodes damage market capitalisation 
of companie$ besides their image, and 
take up valuable management time. 

Despite the relatively small size of 
the generics segment, the issue can 
wreak serious damage on the industry's 
image. There is a lesson in here some- 
where. Whether the industry has learnt 
itisanybody's guess. 
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PGDBA 2005-07 Admission Notice 


The Institute for Technology and Management 
invites applications to the 2 Year Full Time Post 
Graduate Diploma in Business Administration 
2005-07. 


PGDBA Campuses 

The Program is offered at ITM campuses in Navi 
Mumbai, Bangalore, Chennai and Warangal. All 
centers are fully residential with comfortable hostels 
for men and women (ITM Chennai offers limited 
hostels for women only) 


The ITM Experience 

Every year, 300 students successfully enroll in the 
ITM PGDBA program, to embark on a two year 
experience of learning and development, called the 
ITM Experience: 


CORE: academics 

Starting with Foundation Modules, the 1st year 
progressively builds up a strong academic base and 
conceptually sound fundamentals in the student. 
The 2nd year curriculum combines the best of 
practical and theoretical approaches, using Case 
Studies, Live Projects & Industry Interaction. A 
strong group of quantitative subjects rounds out the 
overall program. 


LEARNING : research and analysis 

In B-schools around the world, there is a strong 
emphasis on research & analysis. Each ITM 
campus boasts a large library, and access to 
proprietary online research archives such as 
EBSCO &the Harvard Business Review archive. 


TRANSFORMATION : Individual development 
ITM students are given courses in Self-Discovery, 
Personality Development, Yoga, Communication 
and Presentation skills, stress management, as 
well as spiritual and physical development. 


ENVIRONMENT : campuses & lifestyle 
With spacious classrooms, seminar halls, extensive 


ITM Navi Mumbai 


libraries and reference/study areas, cafeterias, 
gardens and quiet zones-ITM campuses are well 
equipped to handle the needs of the students of 
our various programs. 


TECHNOLOGY : computing & communication 
ITM campuses are technology-rich, with a 
computer-to-student ratio of 1:1 or greater. A 
notebook PC is required for all students. All 
campuses feature in-class LANs, high-speed 
internet connections, and campus-wide Wi-fi 
networks. 


ITM RANKINGS 
" 23" best All-India, Outlook ‘03 
# 15" for Industry Links, BW’03 
#12" best Placements, BT ’02 


4 2" best for Marketing, BT'99 _ 
New learning initiatives in 2004: 


India's 1* Live Securities Dealing Room for 
Financial Markets training | 
India's 1" PeopleSoft HR Lab for eHRM training 
Center for Socio-Economic Research in Rural 

.. Marketing & Business 


REAL WORLD : interfacing with Industry 

At ITM, education rarely stays within the confines 
of the classroom. Dozens of seminars, panel 
discussions, corporate workshops and live- 
projects are conducted, in partnership with India's 
best companies and managers. 


LAUNCH PLATFORM : careers & placement 
Over 300 of India's best companies recruit from 
ITM every year. These companies represent the 
Leader in every industry including FMCG, 
Finance, Banking, Advertising, NGOs, R&D etc. In 
2003, ITM recorded 100% placement, with top 
offers reaching Rs. 14 lac/pa and median offers at 
Rs.3.5lacs/pa. 


ITM TRUST : scholarships and financial aid: 

A limited number of scholarships are available for 
exceptional students who are financially challenged. 
These range from a tuition fee waiver of 25% to 
100% and part time employment as research 
assistants, teaching assistants etc. 

Bank Finance: ITM is listed as an approved 
Institution at all major banks for Educational Loans. 


How to Apply for Admission 

Eligibility: Any Graduate with minimum 50% marks 
in a Bachelors Degree from any University 
recognized by AIU. Final Year students may also 
apply. 


Test Scores: All candidates must submit an 
entrance test score. ITM accepts the CAT, XAT & 
GMAT tests. 


Application procedure: Starting September ‘st, 
2004, Application materials may be acquired at a 
cost of Rs. 1000/- from: 

@All ITM Campuses (visit www.itm.edu for 
addresses) 

eA! IMS Learning, T..M.E & Professional 
Tutorials Centers. 

e By Post: Write to the Admissions Co-ordinator (at 
the address below) with a Demand Draft for 
Rs.1000 favouring "Institute for Technology and 
Management” payable at Mumbai, requesting 
Application Materials. 

eApply Online: Visit http://www.itm.edu and 
begin your application process online. 


Completed Applications (regardless of Campus 
choice) must be sent to ITM Navi Mumbai, at the 
address below. 


Im portant Dates and Deadlines: 

Application Kits available: Sept 1, 2004-Jan 30, 2005 
Application Deadline: January 31, 2005 

GD/PI Schedule: February 2005 


The IIM's have no role in the selection process. ITM uses CAT for candidate evaluation only. 
ITM Chennai 


Red Eye/ITM - PG05 
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Bas The author is co-founder 
& chief operating officer at 
MindTree Consulting. 











To some 
people, 
process 

is a grind. 
To a small 
business 
called 
Sibu Cafe, 
it is about 
liberation 
and 
continuity 











! Lesson to savour 


at Sibu Cafe 


AM on Hawaii's Big Island, and a round 





leaves me famished. I am lured by the 
promise of some great Indonesian food 
at a place called Sibu Café. Located op- 
posite a harbour where cruise ships bob on the 
Pacific waves, this place serves lunch and din- 
ner, although the name suggests it is just a café. 

As my wife, Susmita, and I approach the res- 
taurant, we see the typical Indonesian décor. 
Once inside, the waiter — a Caucasian gentle- 
man in his fifties who looks more like an Eng- 


_ lish professor — greets us. I become suspicious. 
After longing for some tasty Indonesian curry, I | 


don't want any disappointments. My eyes sea- 
rch for the cook, who had better be pure Bali- 
nese! This time, I am in for a greater surprise — 
the big, tattooed man with the kind demeanour 
behind the kitchen counter looks anything but 
Indonesian. His name is John Harding III, born 
of parents who have been here for six genera- 
tions, before which his ancestors lived in Bos- 
ton. I grow terribly suspicious. I do not want 
any fusion food because of some marketing 
trickery! The owners had better be Indonesian. 

While I am seriously researching heritage, 
Susmita decides from the menu with the wai- 
ter, Dee Moser, a man of German stock whose 


family has been here for two generations. She | 
| orders shrimp satay, grilled Ahi, some stir-fried 


vegetables and rice. Unlike the duo's non- 

Indonesianness, the menu looks authentic. 
After delivering some other order, Moser re- 

turns to chat with us. I demand to know how 


long he and the cook have lived in Indonesia. | 


Moser tells me that neither had been to Indo- 


nesia before. In fact, John has been with the res- | 


| taurant only for the last one year, before which 





he cooked steak at another establishment. 
Moser has worked the longest here because the 


ownership of the restaurant has changed thrice | 


in 24 years. Susmita continues to look content, 
but I gulp down a cube of ice as I feel my Ameri- 
can Express card cringe in my wallet. 

The food arrives, looking every bit Indone- 


of snorkelling in the azure blue sea | 














| Sian. Hang on. If marketing these days is trying 
| 


to make everything sensory and experiential, 
this, no doubt, is a coronary con job. Suspend- 
ing my disbelief— largely because of the gastric 
juices inside and my incapacity to cancel the 
order — I put the shrimp in my mouth. This 
cannot be true! I take some sprouts, dip them in 
the sauce and taste them. This really cannot be 
true! Now I take a piece of the Ahi... this has to 
be one of the best Indonesian meals I have had. 
Dee Moser returns to check how everything 
is going. I ask him to tell me about the owners, 
who must have handed down the recipe care- 
fully for generations following ancestors who 
undoubtedly arrived from Polynesia, by canoe, 
some 600 years ago. No such luck here. The cur- 
rent owner is an Italian lawyer from Chicago. 
He has owned Sibu Café for only the last one 
year. Prior to that, a New Yorker owned it for a 
longer period. He had purchased the restau- 
rant some 23 years back from an American 
couple who had started it, but sold it after two 
years. This couple had grown up in Indonesia 
and picked some authentic recipes from there. 
For 24 years, owners have changed and cooks 
have changed, but they have made sure that 
every time a meal is cooked, they follow the 
original recipe to the last chop, sizzle and stir. 
John soon appears with a complimentary 
dish of shrimps fried in coconut paste to a dele- 
ctable golden-brown. I am amazed at how this 
small restaurant, featured in the world-famous 
Frommer’ Guide, serves outstanding, exotic 


| cuisine despite all its producers being far remo- 


ved from the land whose food they serve. My 
mind goes back to the power of process. How 
little some people empathise with it! To them, 
process is dogma, it is a grind, and it is about 
restrictions. To this small business that has 
survived 24 years, itis about liberation and con- 
tinuity. It has made many people from all over 
the world so happy that they carry it as a won- 
derful memory that completes their Hawaiian 
experience. Because Sibu Café follows the 
recipe, everything else around it can change. li 
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Keep Cool With Subros 





"The world belongs to the enthusiast who keeps cool" 
William McFee 


Subres 
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UST an hours drive out of Mumbai lie three industrial 


estates that were almost given up for dead about five | 
years ago — Rabale, Mahape and Pawane. Many of | 
the engineering and chemicals units here were strug- | 
gling to survive. The prices of their products had col- | 
lapsed. The Chinese were threatening to capture their | 
markets. And the government was hell-bent on doing | 





away with most ofthe reservations for small companies. 


Its a different picture today. The area is humming with | 
activity after a bout of painful restructuring. Orders from big | 


companies are up. So are exports. Companies that had 
stopped production have started oiling their machines once 
again. Real estate prices in the area have increased by 50 per 


cent. A businessman who makes special machinery for phar- | 


maceutical companies says that it is 
difficult to get land to set up a new 
unit. This is the old India Shining 
story in microcosm. 

Unfortunately, there are some 


THE 





dustry (Ficci) surveyed 400 companies a few weeks ago. And 
more than 200 of them expect flat or falling profit growth. 

Are these worries unwarranted? After all, there is enough 
good news in the air as well. Exports have increased by 28 per 
cent in the first six months of this fiscal year. Consumer price 
inflation is a modest 3 per cent. The stock market has touched 
a four-month high, as both large companies and mid-caps 
have rallied. Corporate investments are picking up after a ten- 
year hiatus, especially in areas like steel and automobiles. And 
the overall manufacturing revival has survived the recent 
macroeconomic scares. 

What does it all add up to? It is too early to give a clear 
answer. But we realised in the course oftalking to many econ- 
omists that this year will not be as good as the last. The econ- 


ominously dark clouds hovering just 
beyond the horizon. Many of the 
businessmen here are too caught up 
with their recent success to pay atten- 
tion to these clouds. The headline in- 
flation rate has crossed the 8 per cent 
mark. An erratic monsoon is likely to 
harm farm output. Interest rates have 
started inching up. The global econ- 
omy is in a state of flux. And business 
confidence has been hit hard. The Na- 
tional Council of Applied Economic 
Research's business confidence index 
is down 11.6 per cent in the first quar- 
ter of 2004-05. The Federation of In- 
dian Chambers of Commerce and In- 


INFLATION Rising oil and other commodity prices have 
helped push the wholesale price inflation beyond 8 per cent. This 
may drop in the months ahead. And consumer prices are growing 
more slowly, at around 3 per cent. 


INTEREST RATES The bond markets have been spooked 
by the fear of high inflation. Interest rates have started inching up. 
some housing finance companies have started pushing up their 
rates. But lending rates to industry continue to be stable. 


MONSOON The monsoon has been erratic across the 
country. Despite a pick-up in July, it was 10 per cent below normal 
by the first week of August. It is widely predicted that farm output 
growth will be much lower than last year’s. Food prices and rural 
demand could take a hit. 
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This year will end with lower growth and higher 


inflation. Is this reason to panic? It doesn't seem so. 
By Niranjan Rajadhyaksha and Avinash Celestine 









omy will grow at a slower pace. And though inflation will come 
off its recent highs, it is likely to be higher than it was in 2003- 
04. Soit will bea big change, and an unexpected one. 


The Indian economy seemed to be sailing along smoothly | 


till early June. The tailwinds from last year were pushing the 
economy along. The first signs were of a normal monsoon. 
The manufacturing revival had held its own. And then came 
the storms: higher oil prices, runaway commodity prices and 
a poor monsoon. 

That's when the reality struck: it is going to be very difficult 
for the economy to replicate last-year's super performance. 

During a short talk over the phone with this magazine, for- 
mer Reserve Bank of India (RBI) governor and Rajya Sabha 
member Bimal Jalan seemed a bit worried. “It is difficult to put 
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a figure right now,” he said. "But I think the earlier expecta 
tions about economic growth will not be realised. That at Durst 
of growth we saw in 2003-04 will not happen this year.” 

There are others who share his concerns. Siddharth Roy, 
who is the economic advisor to the Tata group is one such 
economist, “I think economic growth this year will be a couple 
of percentage points lower than what we had in 2003-04." He 
quickly runs you through the numbers. Agriculture, which ac- _ 
counts for 25 per cent of India’s GDP is likely to see a small fall — 
in output. Industry, which accounts for another quarter of the 
economy, is growing at 7 per cent. And services, which isabout 
half the economy, is still powering ahead at 8 per cent. 

If you add it all up, as Ray does, you get a very modest GDP 
growth number: 5.5 per cent. To add to the generally grey tone 
of his analysis, Roy expects inflation 
to average 7 per cent in the months 
ahead. "The saving grace is the fact 
that industrial investments are pick- 
ingup," he adds. 

On the other hand (economists 
are so enamoured of this phrase that 
an exasperated Winston Churchill 
asked for a one-handed economist), 
there are others like Mahesh Vyas, the 
head ofthe Centre For Monitoring In- 
dian Economy (CMIE), who have a 
more optimistic view. 

Vyas has just calculated the possi- 
ble kharif output this year by going 
over the data district by district. De- 
spite the fact that yields will decline in 
key crops such asriceand groundnut, 
Vyas (unlike most of his peers) ex- — 
pects agriculture to grow bya modest — 
| per cent. That will do the trick. The 
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Economist, Rajiv 
Gandhi Foundation 


There are FDI policy 
uncertainties in sectors like 
insurance and telecom.’ 


economy will grow at 6 per cent, despite a modest drop in in- 
dustrial growth from the current 7 per cent to 6.4 per cent. And 
inflation? "It is under control," says Vyas. The Wholesale Price 
Index (WPI) inflation at the end ofthe year will be around 5 per 
cent while Consumer Price Index (CPI) inflation will stay un- 
der 4 percent. “Globally, high commodity price inflation is not 
translating into general inflation," he points out. Global infla- 
tion is currently just 3 per cent despite a 21 per cent jump in 
non-fuel commodity prices. 

Subir Gokarn, chief economist, Crisil, is also predicting a 
sharp slowdown in growth this year. "The outlook for GDP 
growth this year is 5.6 per cent. And we see year-end inflation 
at 5.5 per cent to 6 per cent," he says. Crisil's economic fore- 
casting model is "heavily sen- 
sitive to rainfall in the first two 
months of the monsoon and 
so we tend to be more pes- 
simistic about agriculture 
than other forecasters," says 
Gokarn. He expects farm out- 
put to fall by 2.5 per cent, while 
industry and services will 
grow at 6.4 per cent and 8.4 per 
cent respectively. 

The sharp fall in agricul- 
ture will not hurt industry and 
services, according to Gokarn. 
"Industry and services will see 
strong growth this year and 
they are driven by what seems 
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The earlier expectations 
about economic growth will 
not be realised.' 





and inflation in 2004-05 
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‘Globally, high commodity 
price inflation is not 
translating into general 
inflation.’ 
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to be an investment revival.” 

If you take a close look at these forecasts, it's quite obvious 
that growth will slow down somewhat this year. The extent of 
this slowdown will depend on what eventually happens on 
the farms. Will output fall sharply, stagnate or increase by a 
modest amount? It’s too early to say for sure. The forecasts 
range between a 2.5 per cent fall in output to a 1 per cent rise. 

National Council for Applied Economic Research 
(NCAER), for example, said in July that growth would be be- 
tween 6.5 and7.2 per cent. “We are a bit more optimistic about 
agricultural growth (around 2-3 per cent) because last year, 
even though agricultural growth was strong, it had not per- 
formed to its full potential," says NCAER economist D.K. Pant. 
Export growth too will be an 
important driver of GDP 
growth. "The IMF has been 
forecasting a very strong 


GDP growth Inflation growth in world trade this 
(46) (%) year. We went along with the 
6.5 5.5.5.9 assumption of a 7 per cent 

growth in world trade and got 

6.5-7 5 a GDP growth rate of 7.1per 
5.60 55:6 cent. If we factor in good FDI 
flows of around $6 billion, the 

6.0 6.5-7 growth forecast moves up to 
7.16 per cent," says Pant.The 

size of the kharif crop will 

6.5-7.2 NA eventually help us understand 
6 5 the economic prospects this 


year a bit better. So keep an 
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eye on the farm production numbers. 

The economy hit the fast track in 2003-04, largely because 
ofa spectacular 10 per cent growth in agriculture. It will not 
stall this year. But the ride promises to be a bumpy one. 
Growth will still be somewhere between 5.5 per cent and 6.5 
percent. Not spectacular, but not a disaster either. Inflation for 
the entire year will be somewhere between 5 per cent and 7.5 
per cent. And it's significant that India will clock this sort of 
growth despite an erratic monsoon and a global oil price 
shock. In earlier decades, we would have ended up with a full- 
blown macroeconomic crisis. What we'll have this year is only 
a modest slowdown. 

That's heart-warming news: an indication that the Indian 
economy has perhaps finally come of age. But it leaves the au- 
thorities in a fix. A simultaneous drop in economic growth and 
rise in inflation is always a tough situation to handle. At its very 
worst, it can lead to every economist's nightmare: stagflation, 
oracombination ofstagnation and inflation. The government 
risks letting inflation get out of control when it pumps money 
into the economy to reflate it. On the other hand, tight-fisted 
policies to curb prices could worsen the recession. 

India is still miles away from stagflation. But the policy 
dilemma remains, though in a modest way. The sharp rise in 
inflation in recent weeks has put pressure on the Reserve Bank 
of India (RBI) to increase interest rates. In 1995, when inflation 
was 12.5 per cent and Manmohan Singh was finance minister, 
the RBI had pushed through a savage monetary tightening 
that pushed industry into recession. 

On the other hand, in 1999, the RBI had refused to cut in- 
terest rates despite double-digit inflation, arguing that prices 
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were going up because of supply prob- 
lems in a few commodities. A lot de- 
pends on the nature of inflation — is it 
because of shortages in a few commodi- 
ties orarise in demand across the econ- 
omy? What will the RBI do this time? 
Sources indicate that both Manmohan 
Singh and RBI governor Y.V. Reddy are 
not keen to increase interest rates right 
away. The government has tried to keep 
inflation down by cutting import duties 
on a few critical commodities like oil. 
But the mandarins at the finance min- 
istry (though not the finance minister) 
want the RBI to act right now. And hike 
rates. But higher interest rates could hit 
the nascent investment revival. That's 
the tough choice: should policy be fo- 
cussed on quelling inflation or protect- 
ing the industrial boom? 

The full extent of this dilemma has 
not been felt till now. Though wholesale 
prices have been galloping ahead at 8 
per cent a year, consumer prices are 
trotting behind at 3 per cent a year. This 
means that companies have absorbed 
higher input costs. Inflation has not yet 
seeped down to the bazaars and malls, 
Ithas not become a politicalissue. If and 
when it does, that will be the time when the finance ministry 
and the government will have to make their choice. 

It may make sense for the authorities to hold their reins for 
some more time, especially since the price rise is concen- 
trated in a few imported commodities (especially oil) and 
growth has faltered because of a poor monsoon. The blame 
for neither of these can be laid at the government's door. Yes, 
interest rates will inch up a bit. But there is no reason to hit the 
panic button. One economist says that procrastination will be 
the best policy now: do nothing. It makes far more sense for 
the government to build the base for higher growth in the 
years ahead, through fiscal reforms. The investment revival 
needs to be protected. 

"The crucial issue is what happens to investments," says 
Bibek Debroy, economist at the Rajiv Gandhi Foundation. 
"Rising interest rates seem to be a common concern now. 
There are also policy uncertainties — FDI norms in sectors 
like insurance and telecom, for instance, though FDI inflows 
still seem to be comfortable. The other policy uncertainty 
seems to be about the implementation of the Kelkar report." 
He forecasts a GDP growth rate of between 6 per cent and 6.5 
per cent and a WPI inflation rate of around 6 per cent. 

Slower growth and higher inflation are cause for worry, but 
not panic. There is nothing the government can do to reverse 
the trend (which could be a global one). It is best that the 
country's economic managers keep their eyes on the bigger 
goal — pushing for further economic reforms. aT 
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India has one 

of the most 
energy-intensive 
economies in 
the world. Isn't it 
time we started 


worrying? 
By Niranjan 
Rajadhyaksha 


IL is once more on the boil. 
And who is responsible? 
The usual bunch of sus- 
pects has already been 
hauled in for trial — the 
Arabs and the Russians (for 
not pumping out enough 
oil), the Americans and the Chinese (for 
guzzling too much of it), and hedge 
| funds (to add some spice to the story). 
But there is also a new face in the line- 





iM up: India. And this is what makes the oil 





shock of 2004 so unique. 

For the first time in history, oil ana- 
| lysts are fretting about how demand 
from India (along with China, of course) 
will drive global energy prices in the 
coming years. The debate now is a bit 
different from previous ones: it is not 
only about how oil prices will impact 
India in the years ahead, but also about 
how India will impact oil prices. “In the 
long run, I seriously doubt that there is 
enough oil on planet earth to meet the 
needs of all of us driving SUVs, not just 
in America, but also in India and China," 
says Ed Yardeni, chief economist of Pru- 
dential Financial. 

A recent report by HSBC's global eq- 
uity strategy team echoes Yardeni, when 








[Oil Security: 
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it reminds investors of a few earlier reports where “... we put 
forward the notion that higher oil prices were mainly a func- 
tion of growing demand — particularly in India, China and 
other parts of developing Asia". And here is something from 
The Northern Trust Company, a US financial firm: "Higher oil 
prices are here to stay for the next 2-3 years. Demand from the 
economic engines of Brazil, China, India and Russia, com- 
bined with Japan, Euroland and the US, should keep oil prices 
at loft levels." 

In the autumn of 2004, as oil prices nudge towards $50 a 
barrel, the world oil markets seem more concerned about 
India than India is about them. This is a first — and yet another 
indication that the Indian economy has arrived on the global 
stage. But before we swell with nationalist 
pride, here is a warning: there is some good 
news and some bad news in this. The good 
news: the thirst for more oil is partly because 
of a dynamic economy. The bad news: the oil 
we buy to feed the economy is used extremely 
inefficiently. Together, these two factors can 
make the country extremely vulnerable to the 
vagaries ofthe global oil market. 

Indias high-octane economy is bound to 
guzzle oil in the decades ahead. “It is sad that 
there is so much discussion on securing our 
energy security by buying oil fields abroad, 
but almost complete silence on the equally 
important issue of using the oil we have more 
efficiently," says a government economist. 
The need to use energy with greater efficiency 
has been pushed into the background, per- 
haps because the economy has hardly been 
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affected this year by the flare-up in oil prices. 
The rule till now has been a fairly simple one: the Indian 


economy has been badly singed whenever global oil prices. _ y 
have flared up. Consider what happened during the three /— 


major oil shocks that tore through the global economy over 
the past three decades — 1973: GDP fell by 0.3 per cent and ir- 
flation climbed to 20.2 per cent; 1979: GDP down by 5.2 per 
cent and inflation up at 17.1 per cent; 1990: GDP crawled ^. 
ahead by 1.3 per cent while inflation topped 14 per cent. And 
with low growth and high inflation came a dangerous cocktail | 
of social unrest and political turmoil. There are good reasons 
for India to worry when global oil prices begin to climb. 

But it has been a pleasantly different story this year. 
Though oil prices have shot up by _ 
more than 40 per cent over the past 
year, and were within kissing distance © 
of $50 a barrel just a couple of weeks 
ago, the economy has been relatively 
unaffected. Most economists say eco- 
nomic growth this year will be around 
6.5 per cent, inflation will eventually 
drop to 5 per cent and we will end the 
year with a current account deficit. 
This is the first oil shock that has not lit 
blazing fires across the economy. 

Does this mean that the oid fears 
that the economy will slip into reces- 
sion every time there is an oil shock is 
an outdated one? No, because India 
still continues to be heavily depen- 
dent on oil inyports and it is woefully 
inefficient in the way it uses energy. 
Global analysts say that India contin- 
ues to have one of the economies 
most vulnerable to high oll prices. 
And this vulnerability will increase as 
the economy grows in size and power. 

The International Energy Agency 
(IEA) calculates what it calls the en- 
ergy-intensity of an economy. This is 
the amount of energy needed to pro- 
duce one unit of GDP It shows how 
well a country uses its oil supplies. In 
2002, says the IEA, India had one of 
the most energy-intensive economies 
in the world — 2.88 times that of the 
rich countries. So India consumes 
almost thrice as much energy as the 
average rich country to produce an 
equivalent amount of output. Gener- 
ally, the rich countries use less oil per - 
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unit of output than the developing countries. This is because | 


ofa variety of reasons: better capital stock and modern infra- 
"structure, for example. But the fact that the rich countries are | 
less dependent on manufacturing also helps them conserve 
energy. And this is where India’s energy-inefficient ways stand 
— out. China, whose economy is powered by manufacturing, is | 
E less energy-intensive than India. Our energy intensity is al- 
B most24percenthigherthan Chinas, despite the fact that both 
countries are at around the same level of development (see | 


‘Unquenchable Thirst’). 


The fact that the Indian economy is an energy-guzzler en- | 
sures that it is more vulnerable to oil shocks than most other | 





B economies. Chetan Ahaya, an economist with investment | 
| bank Morgan Stanley, says a sustained 5 per cent rise in oil | 


B. prices (over an entire year) will bring GDP growth down by 

E 025percentand will push up inflation by 0.5-0.6 per cent. The 
ES import bill will go up by $3 billion a year. (Our oil imports are 
P currently a third of total imports, or 3.5 per cent of GDP) 

3 In May 2004, the IEA finished a major research project in 
| collaboration with the Organisation for Economic Co-opera- 

E tion and Development 
— (OECD) and the Interna- 


| tional Monetary Fund to 


| assess the impact of 
B higher oil prices on the 
2. global economy. "The vul- 


nerability of oil-importing 
countries to higher oil 


[prices varies markedly, de- 


| pending on the degree to 
| which they are net im- 


iE F porters and the oil inten- 


É sity of their economies,” 
E says the IEA. Indias vul- 
| nerability is fairly high. 


E The IEA says that a sus- 
E. tained $10 increase in oil 


| | prices (from $25 to $35) 
| would shave 0.4 per cent 


ES off the GDP of OECD 
D. countries in the first and second year of higher prices. India's 
| GDP given the same price hike, will fall by a full percentage 

| point. It could get worse in the future, as India moves into a 
| higher-income bracket. It'll mean more cars on the roads, 
| more appliances in homes and factories churning out more 
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© output All this will inevitably mean more demand for oil. 


One way to lessen the impact will be to ensure that energy 
| is used more efficiently in India. The official India Hydrocar- | 


INDIA’S CRUDE OIL SELF SUFFICIENCY 


sumption in 1992 was the same as it was in 1973, though in- 
dustrial output was up 70 per cent. Denmark is another coun- 
try that has successfully de-linked energy consumption and 
economic growth. High taxes on heating oil and electricity for 
homes helped. In Japan, one major reason was the shift from 
heavy industries such as iron & steel to machine-based and 
high-tech ones like automobiles and consumer electronics. 

This, however, is not an automatic process. "Oil intensity is 
still increasing in many developing countries as modern com- 
mercial fuels replace traditional fuels in the household sector 
and industrialisation and motorisation continue apace," says 
the IEA. "Rising oil intensity is reflected in the share of oil im- 
ports in total imports, which is increasing in many developing 
countries, notably China and India." 

"The fall in energy-intensity and oil elasticity is not an iron 
law," says The Energy and Resources Institute ( Teri) director 
general R.K. Pachauri. He calls for concerted initiatives to cut 
energy use. "We need to make ourselves less dependant on oil. 
And the biggest sector we need to target is the transport sector. 
We need to completely revamp the railways network. The rail- 
ways are losing traffic to 
road transport. In other 
. countries like Japan or 

- France, the railways have 
shown that they can at- 
tract traffic.” There are 
other things that Pachauri 

says need to be done: 
"Take power sector re- 
form. Currently, because - 
of errant power supply, a 
lot of people use oil 
gensets. That uses up alot 
of energy. Also, invest in 





natural gas." 
C WE EC PORE PERS Former petroleum 
1986-87 2000-01 secretary T.N. Rao makes 
E similar recommenda- 
uo A tions. “We need to revamp 





B bonVision 2025 report, for example, says that the oil elasticity | 
| with respect to GDP is currently around 1.1. What does this | 


| mean? It means that India needs 1.1 units of oil to produce one 

|! extra unit of GDP today. It was 2 in the 1970s and 1.2 in the 
| 1980s. So the amount of oil needed to power further economic | 
= growth has dropped over the recent decades. The vision re- 

= port expects oil elasticity to fall to 0.7 in 2025. 
| Will this happen? It did happen in the rich countries. For 
|. the OECD asa whole, energy consumption per unit of output 
= has fallen by around 25 per cent since 1973, the year oil prices 
E firstshot up. Take one small country: Austria. Its energy con- | 
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infrastructure. Vehicular 
fuel efficiency has been increasing, but the bad quality of - 
roads in a city like Delhi means that the benefits of füel effi- 
ciency get negated. So we can't blame automobiles, but the 
bad roads on which they operate." He says the diversification 
ofthe economy — from manufacturing to services — will im- 
prove India’s oil efficiency. But again, "these gains are offset by 
the wastage and the high costs of energy." 

Global experience shows that economic growth and en- 
ergy consumption can be successfully de-linked. Part of it 
comes naturally: higher oil prices act as an incentive to con- 
serve while the move from manufacturing to services also 
helps. But policy initiatives are needed as well. The question is 
whether the Indian government can show the determination 
to push through policies that reduce our thirst for oil. D 
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With reports from Avinash Celestine 
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ITC flags off its 
first rural mall 
in Madhya 
Pradesh. 
What is its 
gameplan? 


By M. Rajshekhar & 
Indrajit Gupta 
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past month, a string of senior 
corporate executives from FMCG 
and durable companies alike have 
been making a car-rattling, bone- 


jarring 40-odd kilometres journey from | 


Bhopal towards Sehore. Another four- 


odd kilometres beyond the town, just | 


before the village of Rafiqganj, stands a 


freshly painted long, squat building that | 


looks like a hangar. It is this cream, blue 


and green edifice thatis attracting all the | 


attention. 


Sometime back, ITC chairman Yogi 
Deveshwar promised his shareholders | 


that the company would open 1,000 
rural malls in India. This is the first one 


to have come up. As such, Chaupal 
Sagar is one of the first organised retail | 


forays into the hinterland. It was soft- 
launched on 15 August. Early last week, 
when BW travelled to Rafiqganj, only 
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nlocking Rural 


N Madhya Pradesh, all roads lead | 
to potholes. Despite that, over the | 





oe RP RR d 
ji the rural folk in Rafiqganj 
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the mall was up. But the rest of the infra- 
structure was expected to be ready only 
by the first or second week of October. 

Walk into the building and the first 
thing you notice is the high ceiling. That 
is because the building is actually a 
sprawling warehouse for storing the 
farm produce that ITC buys through its 
e-chaupals. The mall has come up in 
one part of this warehouse. 

As you walk around, you realise that 
Chaupal Sagar cannot be shoehorned 
into any of the retailing categories we 
are familiar with. At 7,000 square feet, it 
is too small to be a mall. And while it has 
opted for self service, stocking its mer- 
chandise on shelves lining the neat 
aisles, it stocks a breadth of products no 
supermarket can. It offers almost every- 
thing— from toothpastes to televisions, 
hair oils to motorcycles, mixer-grinders 
to water pumps, shirts to fertilisers... It 
defies pigeon-holing. It is just a very 


SPRI 





sharply thought-out rural store. 

Most of the brands it sells are na- 
tional. You see Marico, LG, Philips, 
torches from Eveready, shirts from ITC's 
apparel business, bikes from TVS, and 
tractors from Eicher. We will look at this 
part of the equation in greater detail 
later. ITC is offering a very compelling 
proposition to these companies. But 
first, a look at how this place came up 
next to the warehouse. 

It works like this. With its network of 
e-chaupals , ITC communicates its lat- 
est commodity prices to the farmers via 
the Internet or VSAT lines. If they find 
these attractive, they sell their produce 
to ITC. Listen to Rajesh Nigodia. He is 
the sanchalak (the person who operates 
an e-chaupal; most ofthem are farmers) 
of a small village called Mangawali, 
about 14 km away from Rafiqganj. He 
reckons that half the farmers in his vil- 
lage deal only with ITC. Now, by setting 
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up the mall next to the warehouse, ITC | 


is trying to monetise the footfalls from 


farmers. Agrees R. Nandkishore, direc- | 


tor (marketing), Philips Lighting, which | 
is selling its products in the mall: | 
"ITC realised that the farmers had just | 


got money, that they would spend it 
anyway, and that they had an empty 





vehicle with which they could lug the 


stuff back." 

As it were, prosperity in this area has 
been rising steadily. According to offi- 
cials at the Nabard office in Bhopal, 
prosperity in this region has been rising 


for the past ten years — ever since farm- | 





ers began switching to soya bean culti- | 


vation. Thanks to the information revo- 


lution catalysed by the chaupals, says a | 
former ITC-IBD (international business | 


division) employee, farmers are begin- 





ning to hold their stocks, knowing that | 
there is an advantage in selling later. It | 


helps that most of them grow soya, 
which is very inexpensive to store. 

In that sense, what ITC is doing with 
this warehouse is similar to what it did 
with its kiosks. In the first phase, having 


wired up the hinterland, it began using | 


Markets 





PRODUCTS UNLIMITED 


The rural mall sells everything 
from fertilisers and hair oil to 
mixer-grinders and tractors 
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the network to enable a two-way flow of 
products and services to the rural econ- 
omy. Working through the sanchalaks, 
ITC first pushed its own products, like 
salt, into the hinterland, and then in- 
vited others like Parachute and Philips 
to ride on this distribution chain. Today, 
it plans to similarly create revenue 
streams around its warehouses. 

This time around, ITC is hoping to 
capture the rural folks' out-of-village 
shopping. The warehouse is one bul- 
wark of its strategy, obviously. But the 
farmers will come here only after every 
harvest. To ensure that they keep com- 
ing to Chaupal Sagar even at other 
times, the company is offering a slew of 
other goodies. Another building is com- 
ing up next to the main warehouse. 
When completed, it will house a bank, a 
cafeteria, apart from an insurance office 
and a learning centre. ITC has tied up 
with agri-institutes to offer farmer train- 
ing programmes. Then, plots of land 
have been earmarked to display large 
agricultural machinery like threshers. 
Other parcels of land have been ear- 
marked for pesticide and fertiliser com- 
panies for demonstrating their produ- 
cts. A petrol pump is coming up as well. 


The Great Rural Roadblock 


From his office in Delhi, rural marketing 
consultancy MART's Pradeep Kashyap 
has been keeping careful tabs on ITC's 
rural initiatives. "It (e-chaupal) is a very 


| far reaching development. People don't 


| 
| 
| 


appreciate just how important it is yet,” 

he says, referring to the distribution 

model that the sanchalaks represent. 
Mind you, ITC has solved one of the 





£depth — 


biggest bugbears Indian rural marketers 
face. Take Philips Lighting. Riding on its 
own distribution network, it had 
reached all Indian villages with a popu- 
lation of 20,000, but could not go any 
deeper. 

Itis simple arithmetic. Assume, says 
Nandkishore, that a village needs 200 
bulbs. At an MRP of Rs 10 per bulb, that 
works out to Rs 2,000 and the company 
makes a gross margin of 5-7 per cent on 
these. Trouble is: to go deeper into the 
country, beyond the 20,000-population 
villages, Nandkishore would have to 
hire a van. Costing another Rs 50, that 
would blow a hole in his economics. It is 
a conundrum that all rural marketers 
are familiar with. 

And then, Philips got a call from ITC, 
which was looking for other companies 
to ride on its chain. Today, Philips' deal- 
ers in the 20,000-population villages 
supply to ITC, which sends a van to all its 
sanchalaks once every 15 days, drop- 
ping off their orders. Now, Philips' cov- 
erage is up to 50-60 per cent in these ar- 
eas— up from 20 per cent two years ago. 
On their part, the sanchalaks either sell 
the goods directly, or, more often, sell 
them to the villages shopkeepers. 

Now, how does the mall change this 
equation? Well, for one, Philips only dis- 
tributes its 60W and 100W bulbs 
through the sanchalaks. It is hard to get 














the more costly products, like energy- 
saving bulbs, placed in the village shops. 
They are too costly, and block up too 
much of the village kirana's working 
capital. Ergo, Philips plans to use the 
mall to showcase its entire range. At the 
same time, the basic products will con- 
tinue to go to the village. As Nandk- 
ishore says: "Bulbs are bought only 
when the previous one fails. These need 
to be sold through the village." 

Other companies are similarly 
gung-ho. To solve a similar problem in 
reach, Eicher Tractors evolved a rental 
model. It gave about 50 tractors to the 
sanchalaks, who in turn lease them out 
to farmers. This is generating aware- 
ness, says the company's deputy gen- 
eral manager, N. Subramanian. Now, 
like Philips, Eicher plans to use the mall 
to showcase its entire range. TVS is also 
doing something similar. On its part, 
ITC is accepting stocks on a consign- 
ment basis. 


Carrying It Forward 
ITC is tentatively planning to open an- 


THE BIGGER PICTURE 


Next to Chaupal Sagar, ITC is 
setting up a bank, a cafeteria 
and a learning room to offer 
more services to farmers 





BUSINESSWORLD 42 20 SEPTEMBER 2004 





i CHAUPAL SAGAR 


other 4-6 malls this year. No more than 
that. It will wait and see how the malls 
are received. 

According to BW sources, so far, the 
store has done OK. On the day before we 
visited the store, a Sunday, about 900 
people had walked into the store. On 
weekdays, footfalls were ranging 
around 700. On the first day, says a se- 
nior manager at a company using the 
ITC network, the store notched up a 
business of about Rs 70,000-80,000. But, 
unlike the kiosks, higher investment 
goes into these stores. While ITC refused 
to comment on this article, investment 
onarural mallis estimated to be around 
Rs3 crore-5 crore. 

A lot is riding on how well ITC has 
gauged the rural consumer's buying 
patterns. It is hard to change villagers' 
buying habits, says a senior manager at 
one of the firms partnering ITC. Which 
is the point that Subramanian also 
makes. For the first six months after the 
company began offering tractors on 
rent, there was no offtake. They just sat 
dormant. But eventually, some people 
used them, word of mouth got gener- 
ated, and rentals picked up gradually. 

Back at the store, it is late noon. In 
the shade, the temperature is around 35 
degrees Celsius. Inside, a few men are 
walking around. It is interesting to 
watch them in the middle of their shop- 
ping experience — picking 
up FMCGs, biscuits, tooth- 
pastes and the like. 

Is it true what people say 
about the rural consumer? 
That it is the men who do all 
the shopping? And that the 
women aren't allowed to go 
out? And then, just as we are 
about to pack up and leave, 
a group of village women 
descend on the store. They 
spread out across the shop. 
Examining the FMCGs, then 
the cooking utensils, the 
refrigerators, the plastic- 
ware, and so on. 

And that is why Chaupal 
Sagar is an important exper- 
iment. It will throw up a lot 
of valuable, real-life data 
about the rural consumer. In 
the months to come, a lot of 
assumptions and myths will 
be tested here. ¥ 
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Mahesh Murthy advises, 
guides and occasionally 
invests in businesses. He 
can be reached at 
mahesh@passionfund.com. 


How BPO 
firms 
contribute 
to the 
dumbing 
down of 
India. 

And what 
to do 
about it 








Outfits 


T was a strange call. A friend of mine 
phoned up in a bit ofa tizzy the other day 
and asked if I could deliver one of what 
she called ‘those motivational speeches’ 
at the company where she worked. Not 





being from the Dale Carnegie or Mamata | 


Banerjee schools of vacuous verbalisation, I 
first asked her what it was all about. 

The lady — in human resources, by the way, 
at her firm — described her worries using nice 
MBA-type phrases like ‘attrition’ and ‘dissatis- 





faction levels. Simply put, people were leaving | 
as they didn't like the work. The ‘people’ being | 


fresh graduates. And she wondered if I could 
speak with them to convince them to hang on 
as, supposedly, things would get better. 


I asked if money was a problem. She didn't | 
think so. They started these fresh grads at Rs _ 
40,000 to Rs 60,000 a month, amounts I person- | 
ally consider obscene. And people wereleaving | 
not for better-paying jobs, but to work forless, | 
and some even to not work at all. Soon realisa- 


tion dawned on what the issue was: they were 


paying Indias best salaries to our supposed | 


creme de la créme from the IITs and IIMs, and 


placing them as patent clerks — to write pate- | 
nts for large, faceless US corporations. It was a | 
| investee firms got an offer to work with 


‘saste-mein-patent-likhenge’ BPO operation. 





being done by IIT grads, but it would have a 
team of people who loved the work. It was likely 
their wage bills would significantly decline too. 

In all this excitement about BPO creating 
jobs in India, we haven't really looked at what 
kinds of jobs they're creating. I'll tell you. 
They're all, without exception, low-end, sub- 
100-IQ type jobs, and — as the current attrition 
rate shows — we're consistently staffing them 
wrong. I’m amazed we're so proud of our call 
centres hiring fresh MBAs, when they're replac- 
ing lowly-paid customer service staff in the US 
who can barely speak a sentence correctly, let 
alone write one. Where's the pride in it? More 


.. importantly, how can we cry about attrition 








Coincidentally, on that day, I met a few ex- | 
IIT boys struggling with their startup — and | 


two of them had worked at the very same BPO 
outfit. Why, I asked them, did you leave? Sir, 


said one, I was good at writing patents but after | 


writing half-a dozen I figured this isn't what I 


maxed JEE and went to IIT for. He confessed, | 
| ofhigh salaries. But think about it — will you be 


though, that he missed the money. 
I did get back to my friend, and told her she 


was hiring wrong. I felt they should find people | 


who were actually turned on by writing patent 
applications, and didn't have any ambitions 
beyond that — retired scientists, or highly- 
qualified but otherwise unemployed house- 


wives who were free to use their time and | 
brains. The BPO firm might not get to show off | 


to their US clients that their low-end work was 








when we hire tigers to do pussycat jobs? 

And the trend continues. I understand, vir- 
tually the entire batch oflast year's grads from 
the Indian School of Business was hired away 
by these Brain Paralysing Outfits. If name- 
brand school is what you want, IIM-A typically 
produces risk-averse seekers of highly paid 
desk jobs, so they could be a better target for 
BPOsthan the IITs. 

And it's not just Indian firms seeking to use 
our talent at far below their intellectual capac- 
ity. A management grad working at one of my 


Bloomberg in Singapore — in customer sup- 
port, and at a salary no Singaporean graduate 
would accept even for a secretarial job. McKin- 
sey is hiring at IITs for back-office analysts do- 
ing US-grade work at desi prices. 

If you're going through the hiring process, 
what do you do? Well, it's hard to resist the lure 


using your brains? Is there any career growth? 

Two signs of being the best in the world are 
that you're using your brain to the fullest — and 
that you get paid the most in the world to do it. 
Anything less is a compromise. Take the job if 
you want the money and have a loan to pay off 
— but get out of there soon. If you don't need 
the money, let the job pass you by. 

Youre not that desperate. Or are you? 7 
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The Society Islands in French Polynesia are considered 
"Paradise on Earth" by many travellers. v 
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T is called ‘5 to 25’. But don't mis- 





take it for an ad forthe latest bike A'i 
in town. It is the ambitious plan A 


drawn up by the Rs 28,500- 
crore state-owned Bharat San- 
char Nigam (BSNL) to vroom to the - 
top of India’s mobile telephony mar- 
ket — to notch up a total of 25 mil- 
lion GSM subscribers by Decem- , 
ber 2005 as against just 5 million ge 
subscribers in March 2004. : 
The tough task that the A 
telecom giant has set forit- £ 7 
self becomes evident only EE 
when you look at its cur- @ 
rent mobile subscriber H 
base: 6.9 million. The target requires the 
company to add a million subscribers a 
month. And it has managed to add just 2 
million subscribers in the five months 
since March 2004. 

But wait before you dismiss '5to25' 
as fanciful imagination. After all, within 
six months of launching its mobile ser- 
vices in end-2002, BSNL had worked up 
2.4 million subscribers — the fastest in 


Indian telecom history — until its board 


took a suicidal decision to halt further 
network capacity expansion. The board 
reasoned that it wasnt possible to grow 
at such a rate in the future! 
-o So, how does BSNL plan to reach the 
-.-25-million mark? First, BSNL's board has 
realised its mistake and allowed capac- 
ity enhancement. So it is in the process 
of installing capacity for 15 million more 
subscribers. This includes the biggest 
ever GSM tender for 11 million lines, 
worth $863 million. Once this is in place 
by March 2005, BSNL will have a capac- 
ity of 31.25 million subscribers. 

Second, BSNL is experimenting with 
decentralisation of powers to let circle 
heads decide tariffs to take on competi- 
tion locally. For a PSU, that is a bold ex- 
periment, though it is restricted to only 
fixed line services initially. Already, chief 
general managers in Chennai, Tamil 
. Nadu, Andhra Pradesh, Maharashtra 
- and Gujarat have the power to fix tariffs 
ántheir circles. If the initiative succeeds, 
it could soon be replicated in mobile 
services too. 

The growth in GSM numbers has al- 
ready picked up after a lull of nearly a 
year — ever since the board approved 
the expansion plan. In the eight months 






















from November 2003 to end-June 2004 | 
BSNL had added just 1.42 million GSM | 
subscribers. But that figure went up to | 
1.1 million in the next two months. In | 
comparison, Bharti's subcriber base - 
grew 6.13 lakh and Reliance's grew 5.60 — 


lakh in the same period. If Code Divi- 
sion Multiple Access (CDMA) sub- 


scribers are taken into account, BSNUs | 


subcriber base is 7.9 million and Re- 
liance's 8.73 million. Bharti has 8.28 mil- 
lion GSM subscribers. 


Along with the GSM push, BSNL is | 


also planning to reach out to inaccessi- 


ble areas with CDMA handsets. BSNL | 


has sought expression of interest (EOD 


for joint ventures with global majors to | 
design and develop a range of CDMA | 
mobile and fixed wireless terminal | 
(FWT) handsets. For this, it plans to | 
lease out space in its factories, which | 
make microwave towers and telephone | 
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, " plans to become - 
the biggest - 
mobile operator . 
in the coun ry | 











The telecom pie 


polls, at Mumbai, Kolkata and Jabalpur 
to handset manufacturers, The plan isto 
make about a million each of CDMA 
handsets and FWTs. By next March, 
BSNL's mobile services will cover over 
4,500 towns, as opposed to its presence 
in 1,600 towns now. V.P. Sinha, chairman 
and MD, BSNL says: "Our coverage will 
be there almost all over the country.” 

But the competition is going to be 
immense. BSNUSs grand plan will soon 
run up against Reliance infocomms 
second phase of expansion, which will 
cover 4.7 lakh villages, and Bharti's roll- 
out of services in seven new circles 
across the country. 

Will BSNL be able to hold its own 
against the private sector giants? That — 
will depend on how well it markets itself 
and controls its bad debts. IFBSNLsuc- — 
ceeds, the next few months will see a | 
new mobile leader. — u 











software products, develops a 
few of its own, runs a training 
centre on technology tools, 





and offers some services too. It is no | 
surprise then that the wider public has | 


not noticed this company. Bangalore, 
where Cranes is based, has several com- 


panies of this make-up. You get a hint of | 


something unusual if you examine its 
recent growth. Five years ago Cranes 
had nine people and negligible rev- 
enues. The company earned Rs 114 cro- 
re in the last financial year. Indian IT 


T first glance, Cranes Software | 
looks like a motley collection | 
of businesses. It distributes | 


How did two self- 
confessedly naive 
entrepreneurs manage 
to create one of 

the most promising 
technology companies 
in India? By P Hari 


companies usually do not grow so quic- 
kly. Is there something amiss? 

A close look reveals that the bulk of 
the revenue has come from selling 
proprietary products. Craness US 
subsidiary, Systat Inc., earned Rs 92 
crore last year by selling products for sci- 


entific computing. This is unusual in | 
itself, because no Indian company has | 


the ability to develop products so 


quickly in a complex domain. However; 


the products of Systat Inc. were acqui- 
red in three stages over the last three- 
and-a-half years. Each acquisition, from 
the US-based SPSS Science, was bigger 


than the size of Cranes at that time. The | 
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final acquisition, of a product line called 
Sigma, was worth Rs 60 crore. 

The companys inorganic growth is 
now comprehensible, but the initial 
mystery is replaced by a deeper one. The 
products that Cranes owns through Sys- 
tat Inc. are widely regarded as some of 
the best in its domain. How did this 
small company manage to acquire such 
sophisticated products? Each product 
has grown three-fold since the acquisi- 
tion. How did Cranes manage to assimi- 
late sophisticated products, improve 
them and then multiply their market- 
share, all in a matter of three years? 

Cranes is in an exclusive league of 


Asif Khader (L) & Mukkaram Jan: The 
duo has taken IT into university R&D 
Indian software companies that depend 
on products for growth. It is the only In- 
dian company that develops products 
for scientific computing. It is also one of 
the few Indian IT companies, if not the 
only one, that invest in university R&D. 
Two years ago, Cranes gave Rs 48 lakh to 
the Indian Institute of Science (IISc), 
Bangalore, to develop products in the 
area of Micro Electro Mechanical Sys- 
tems (MEMS). It is one of the biggest 
investments so far at IISc by any com- 
pany; it came at a time when Cranes was 
worth Rs 23 crore. 

Cranes thus seems to have acquired 
the mixture that we usually see in the 
early days of many technology giants; 
an ability to take outrageous risks, a 
strong technology foundation, invest- 
ments in basic R&D and a strategy to 
bind all of these together. Can Cranes 
Software become a big, world-class 
product company? Before answering 
this question, we have-to solve our 
earlier mystery. How did Cranes man- 
age to reach so far? 


SIF Khader and Mukkaram Jan were 

fresh out of college when they met at 
the home of a common friend circa 
1992. They went for a walk early next 
morning and started talking about 
business. They tried their hand at every- 
thing — cement, granites, and finally 
software distribution. “We would calcu- 
late how many stones we would sell and 
come back home in the evening 
dreaming of dollars,” says Khader. The 
granite business didn't work. Software 
distribution did. 

Khader soon started selling Matlab, 
one of the finest pieces of scientific 
computing software in the world. The 
choice of this product was accidental. 
Someone asked, ‘can you get Matlab for 
me?’ and Khader did. Matlab was so 
widely used in the scientific community 
that it brought Khader in touch with 
people who would be useful later 
on. One of them was Richard Gall, head 
of the Texas Instruments R&D centre 
in Bangalore in the early 1990s. The 
other was Rudra Pratap, assistant pro- 
fessor at the department of mechanical 
engineering at IISc. 

The company acquired the name 
Cranes Software International, and 








—— —— 


Khader became its managing director. 
Two others, Anees Ahmed and Rajeev 
Ramachandra, joined and left by 1997 to 


found Mistral Software. They walked | 


away with a good chunk of Cranes's 


business too. Cranes was left with only | 


Matlab, which soon lost all its cus- 
tomers when the US government 
banned its sale (after India’s nuclear 
tests) to defence labs. By 1999, Cranes 


had nine people, one product to distrib- | 


ute and no customers to buy it. 

Khader wanted Pratap on the board 
ofhis company; he was also a Matlab ex- 
pert and evangelist. Pratap in turn 
wanted Cranes to create a laboratory 
of the class of Bell Labs. Khader (a 
graduate in computer science) loved the 
idea, but neither he nor Cranes had any 
money at that time. Cranes needed 


| to create new business, and quickly 


too, just to survive. "You need to be an 
AT&T first to start a Bell Labs," says 
Khader. The duo soon struck a deal. 
Pratap would help Cranes grow, and 





... CRANES SOFTWARE 


chemical engineer who had quit his job 
at Eastman Kodak to develop a set of 
products called TableCurve. He gave its 
marketing rights to SPSS, but kept the 
intellectual property with him. He was 
not happy with the way SPSS was selling 
TableCurve, He would have loved to give 
it to someone who cared. 

Brown liked Khader instantly. ^I had 
never met anyone like him. I felt I could 
trust his handshake more than all the le- 
gal documents I signed in SPSS," says 
Brown. In November 2000, Cranes 
agreed to buy three products of Ron 
Brown — TableCurve 2D, 3D and Peak- 
Fit — for $1.75 million. Brown trans- 
ferred the intellectual property and 
stayed on as a consultant to help Cranes 
improve the products. He joined the 
Cranes Board in November 2002. 

With TableCurve and some confi- 
dence under its belt, Cranes went after 
Systat, another product of SPSS. Systat 
was a powerful piece of statistical 


| software written by Leland Wilkinson, 


Khader would fund a large independent | 


laboratory once the company became 
big enough. 

Khader persuaded 
Gall to join Cranes, pri- 
marily to grow a services 
business in the US aro- 
und Matlab. Gall soon 
found himself joining 
Khader to try and buy 
SPSS Science, a division 
of the $210- million busi- 
ness analytics company, 
SPSS. Cranes was then a 
Rs 4.5-crore company. 
SPSS Science was worth 
at least Rs 60 crore. But 
it was the year 2000, 
when people did not let 
reality cloud their imagi- 
nation. Khader was 
confident, but Cranes 
had neither the money 
nor the expertise to buy 
out SPSS Science. 

Khader does not give 
up easily. For some rea- 
son, SPSS Science also 
did not give up on 
Cranes. Its managers told 
Ron Brown, the author 
and owner of some of its 
products, about Cranes's 
interest. Brown was a 
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one the leading statisticians in the US. 
Several friends of his, experts in various 


Rajiv Menon (L) & T. Krishnan: A twin advantage 
for product development at Cranes Software 





depth 


related fields, had also contributed to 
the product. Systat was thus a sound 
piece of technology, but SPSS was not 
selling it aggressively. 

Cranes bought Systat for $2.25 mil- 
lion; the deal was decided in December 
2000 and finished in January 2003. SPSS 
had three other products that Cranes 
wanted: SigmaPlot that produced high 
quality graphs, SigmaStat that analysed 
and visualised data, and SigmaScan that 
analysed images. The three together 
cost $15 million. Cranes paid $13 mil- 
lion (Rs 60 crore); the rest will be paid 
soon. The intellectual property is to be 
transferred in 2005. 

SPSS Science now has no more 
products to sell; Cranes has bought in 
three stages the division it could not buy 
four years ago. But the company had its 
work well defined: it had to absorb the 
technology, improve the products, and 
expand the market. The products were 
excellent, but their marketshare was 


shrinking. SPSS Science had not paid | 


any attention to the products it acquired 
from various places. 


The scientific software market has | 


the giants SAS ($1.34 billion) and SPSS, 
but several players jostle for space be- 
low them. Systat competes with 
Minitab, JMP and Statistica. TableCurve 
competes with Datafit, Labfit, Origin 
and many more. The Sigma products 
also have many competitors like Axum 
and ImageQuant. Few scientific soft- 
ware products are broad spectrum 
products. A product does one thing, 
but does that intensely. But the products 


of Cranes needed breadth as well as | 
intensity. It wanted to go beyond | 


the niche players. 


RANES paid $19.5 million for the | 


products it acquired. Finding the 
money was not easy; it had to borrow 


Rs 40 crore from a public sector bank to | 


pay for the last deal. However, Cranes’s 
directors worried less about money and 
more about technology absorption. Le- 
land Wilkinson is a fine statistician, and 


he had ample help from other experts. | 


Wilkinson's reputation was the primary 
reason why Systat caught on within the 
academic community in the US. Who 
would be his counterpart in India? 


T. Krishnan, a former professor at | 


the Indian Statistical Institute in Kol- 
kata, was looking for some occupation 
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Richard Gall has been a crucial part of 
the process of acquiring SPSS Science 


after retirement. He came to Cranes one 
day, and was hired in no time. Krishnan 
is one of the best known Indian statisti- 
cians. He had studied under C.R. Rao, 
one of the greatest living statisticians in 
the world. It was a dream for a private 
company to find someone like him. And 
Cranes did not have to even try. 
Krishnan joined on 11 September 
2001 and immediately set to work on Sy- 
stat. Cranes hired more statisticians, in- 
cluding a few PhDs, to work with Krish- 


nan. It made a quick release, Systat 10.2, | 


justto tell the community that they were 
on the job. Systat 11, the first major over- 
haul of the product in its 20 years, ap- 
peared in May this year. 

Systat 11 was a major overhaul with 
20 additional features, new user inter- 
faces, quality analyses, online updates 
and so on. In particular, it had one new 
feature, the Markov Chain Monte Carlo 
method, one of the most difficult 
techniques to simulate in science and 
engineering. This technique has appli- 
cations in statistics, astronomy, archae- 
ology, epidemiology and even in fi- 
nance and business. Cranes can cast a 
wider net with Systat 11. 

Krishnan, with his deep statistical 
knowledge, has contributed signifi- 
cantly to the Systat upgrade. Ron Brown 
has spent considerable time in the 
Cranes office helping the engineers en- 
hance TableCurve. Cranes has also got 
more people who were involved in the 
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original development of the products. 
Wilkinson himself is a consultant. Nor- 
man Link, an image analyst who worked 
on the development of SigmaScan, vis- 
its Bangalore to help Cranes developers 
with image analysis. 

Cranes also hired B. Shankar, former 
managing director of Saint-Gobain, as 
the chief financial officer. “I was inspired 
by the vision of this company,” says 
Shankar. One of his many jobs is 
to make Cranes process oriented. The 
company is clearly preparing for rapid 
expansion. Systat's products are grow- 
ing quickly, and Cranes's directors are 
still looking out for more 'underrated' 
products to buy. The MEMS lab of Rudra 
Pratap will be ready to commercialise 
at least one product, a microphone, 
in two years. 

Pratap is now the chairman of 
Cranes. His vision for the company is to 
first become a leader in scientific soft- 
ware. Soon, Cranes will develop prod- 
ucts using both software and hardware, 
probably using several departments of 
IISc as the brains trust. It is building an- 
other lab of sorts at the Society for Inno- 
vation and Development (SID) in IISc. 
Some time in the future, Cranes will set 
up a big R&D lab. It would need an 
investment of Rs 100 crore, for which 
the company needs to earn Rs 1,000 
crore a year. Such alab has no precedent 
in Indian industry, but neither has 
Cranes Software. a 
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brands are 
Very serious 
business 
because they 
will outlive 
every single 
creative 
honcho 


and every 
single CEO 


WE received a tremendous response from | 


our readers for our cover story on the 
Indian advertising industry (Advertising 
Rocks Again, BW, 23 August). As can be 
expected, some readers have backed our 
observations while others have ques- 
tioned them. In his counterpoint, adver- 
tising practitioner Suhel Seth argues that 
an agency should be judged not by the 
awards it gets, but by the marketshare its 
brands have been able to garner. 


AGAZINES, including this 
venerable one, have seen a 
side of Indian Advertising 
that has probably escaped 
most of us in the industry. 
Creative stars have been 
splashed across brand supplements 
and their ilk. We probably have more 
people brands’ in the advertising indu- 
stry than brands that exist. This is the 
side of the business where the ubiqui- 
tous advertising creative Johnnie has 
almost assumed legendary proportions. 
And where the industry is now a heady 
mix of lyricists and television commer- 
cial producers. 

But somewhere deep down, I guess 
the soul of advertising has been lost to a 
bunch of jingles and clever lines, most of 
which are written in the vernacular be- 
cause someone, somewhere has man- 
aged to spin the yarn that it is no longer 
cool to write in English since everyone 
understands Hindi. So what if we still 
have the Tamil Nadus and the Kar- 
natakas and the North-east. This must 
be a really trivial matter when you con- 
trast it with the successes that Indian 
Advertising has scored. 

I don't want to play party-pooper. 
But the truth of the matter is that the 
party is not half as exciting as the world 
has been told. Like in the Hindi films of 
today, where there is so much hype and 









so little delivery, the make-believe world 
of Bollywood has infected the industry 
with a certain enthusiasm which is both 
short-lived and extremely dangerous. 
Of course, there are clients who will buy 
anything that legends sell them. But that 
is something that they will do with great 
peril to the brands they are supposedly 
the custodians of. And this is my real 
Worry. Strategy has been replaced by 
hunch. Training has been replaced by 
gut feeling. Footprints etched in some 
Mumbai studio have replaced brand- 
prints. But the task of advertising is 
more than just being creative. There is 
an honesty that is demanded from our 
business, and it is our business to pro- 
vide it; not to taint the industry with the 
belief that since we are all dead in the 
long run, we might as well give the im- 
mediate the short shrift. 

I worry equally about the way the 
business is projected by what suddenly 
seems to be a benign and proud media. 
Proud of our achievements at towns in 
the French Riviera, of the awards that 
suddenly make black look fashionable, 
and such like. The true award for any ad- 
vertising agency must rest on the shoul- 
ders of the marketshare that its brands 
have been able to garner. And market- 
share not just in absolute terms but also 
in terms of growing the category. Which 
is why ‘Thanda matlab Coca Cola’ is not: 
about a great creative line. The tribute 
and accolades belong elsewhere. The 
unsung hero in this case is the need for 
India’s largest beverage company to 
pursue an affordability strategy, which 
supports the twin planks of market- 
share and market creation. This is what 
we need to laud. But evidently, advertis- 
ing creativity is the flavour of the day. 

When we interview people for jobs 
nowadays, the portfolio suddenly as- 
sumes greater importance than the 
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deep understanding that a person 
should have of the category he has os- 
tensibly worked on. But this will only 
come with enforced discipline. And this 
is sorely lacking in the advertising sce- 
nario today. I don't see people with pas- 
sion for the brand. I see in them a pas- 
sion for the TV commercial, or that one 
press advertisement which must be re- 
leased within a certain deadline so that 
it can be nominated for an award. We've 
become an industry where getting the 
client is more important than retaining 
the client, and we attribute this attrition 
to negotiated fees. But for once, can we 
be honest about the way we are doing 
business? Can we be honest to our 
clients and to their clients, and to the 
consumer as a result? Or are we going to 
chase brand recall — at the cost of gen- 
uine brand growth, and where the jury is 
outon awards but not on the real contri- 
butions we make as a profession? 

The outside world suggests that 
the MBA is no longer a necessity in 
advertising. How cruel can we be about 
recognising true professionals who 
bring alot of intellect to the table? When 
MBAs first came into our business, we 
laughed at them. But to my mind, the 
MBA was the creature that built bridges 
of equality between client intellect and 
agency intellect. The MBA, for the first 
time in our business, brought knowl- 
edge to the fore. 








INDIAN ADVERTISING 





which makes the task even graver. Not a 
task that we can tinker with. Which is 


what advertising has become. We've re- | 


placed Marlon Brando methodology 
with a John Wayne swagger. While this 
will draw crowds and volatile cheers, 
will it create sustainable brands? The 
industry cannot be led by the blind who, 
in their incestuous mould, neither retire 
nor absorb. 

International alignments is one 
thing and having a global mindset is 
quite another. While we have the 
nomenclature that positions us as inter- 
national, there is a side to us which 
forces us to be ostrich-like. That is 
something we need to change. 

Research is seen to be so specialised 
that many in our business do not care to 
know the advances being made in the 
domain. But research for far too long 
has been that prodigal child, which is al- 
lowed to return when it is convenient for 
us. Companies spend on research. Per- 
haps only the ITCs and the Levers invest 
in it. The time has come for us to re- 
write our KRAs (key result areas) where 
the inclusion of brand understanding 
and brand future must be inextricably 
linked to our consumer insights — in- 
sights that are not only relevant now, but 
which allow us to imagine the future. 

We are in the business of people. 
And because we live in a world of 





Knowledge is a trifle differ- 
ent from knowing the language 
of your milkman. It has, once 
again, a lot to do with disciplin- 
ing your mind. But look around 
you, and you will observe that 
clients are willing to go along 
with agencies that present cre- 
ative work (even in pitches) 
without the strategy support. I 
see guard books being assidu- ' 
ously prepared. When was the 
last time we in this business 
built a Brand Book that we 
could truly be proud of? 

Brands are serious busi- 
ness. Only because they will 
outlive every single creative 
honcho and every single CEO. 
We are custodians in transit, 


Bollywood has infected Indian 
advertising with a make- 
believe enthusiasm, which is 
short-lived and dangerous 














| brands, we are a people's business. Our 


time must be consumed by the passion 
for seeing and listening. Not just creat- 
ing in absolute terms. But have we pon- 
dered and asked ourselves where all the 
training programmes have gone? Where 
is the re-skilling and the re-tooling — 
principal components to create profes- 
sionals who will go on and build brands? 
So while there is much to celebrate 
about, there is also a reality we keep ig- 
noring. The reality of doing lip service to 
our clients and to our clients’ brands. 
The intellectual arrogance that we 
wallow in, or for that matter the incestu- 
ous relationship that we treasure, is be- 
cause it suits present-day business. The 
injection of ethics into everything we do 
begins with honesty of advice and goes 
onto the transparency with which we do 
business. For a people’s business, we 
have very poor succession planning. For 
a country that has 62 per cent of its pop- 
ulation under the age of 24, we are an 
industry where the average age of a CEO 
is over 60. And these are CEOs who have 
an aversion to retiring, and when they 


| do, like Christ, they master the art of res- 


urrection. The belief system never 
changes; they just begin carrying a 
different cross. 

These are the realities we need to 
come to terms with. Realities which co- 
exist with all the niceties that get written 
about. But then we have now 
become an industry which 
believes more in the funda- 
mentals of Hindi films. That 
the good will triumph even 
without working at it. Unfor- 
tunately, this is not an analogy 
that works with brands that 
will fail if they are not treated 
with respect. Respect which is 
founded on the principles of 
integrity and knowledge. 
Where an investment is made 
not in acquiring businesses 
but in establishing core com- 
petencies. All of which will go 
into making advertising re- 
sponsible and revered. The 
applause can always be left 
for later. 

Sorry to use a Shakespear- 
ean analogy in Javed Akhtar's 
times, but even Shylock had 
a soul. Its time we looked 
for ours. * 
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B-SCHOOL RANKING CORRIGENDUM 


The three tables titled ‘Faculty Publications’, ‘Faculty Profile’ and "Top-25 B-Schools By Infrastructure’ (BW, 6 September) inadvertantly 
carried the wrong numbers for some institutions. The correct numbers can be found in the tables below and on the following page. 
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Indian Institute of Management Ahmedabad 9 83 54 i 190 
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Indian Institute of Foreign Trade, Delhi | 45 32 23 
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Institute of Rural Management, Anand | 29 46 ; 4 
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*Üjass Room (Air-conditioning, multimedia facilities, gallery seating arrangement); Hostel (intemet connectivity, clean toilets and bathroom, kitchen & dining area having. tyge 
environment, first aid facility): Library & Computer Lab (Air-conditioning, timing beyond working hours and facility utilisation) 
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He can be contacted at 
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modelling 
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the Bee 


ONATHAN Swift penned a famous 





the Battle Fought Last Friday Between 
the Ancient and the Modern Books in St 
James's Library, in which he contrasted 
the methods of the ‘Ancient’ thinkers like 
Aristotle and Plato with the ‘Modern’ Enlight- 


| enment thinkers like Descartes and Bacon. In 


this he brought forth one of the most cele- 
brated metaphors in western literature: the 


dispute of the spider (which embodied the | 
| Modern thinkers) and the bee (which repre- | 
| sented the Ancients). | 


| sophisticated web from his own innards, was 
| atrue, scientific Modern. In the words of Swift, 
| thespideris “swollen up to the first magnitude, 
| bythe destruction of an infinite number of flies, | 
| whose spoils lay scattered before the gates | 


of his palace, like human bones before the 
cave of some giant". 

When the bee happens to "alight upon one 
ofthe outward walls of the spider's citadel" and 
breaks the web, the spider angrily responds: 


"What art thou, but a vagabond without house | 


or home, without stock or inheritance? Born to 


| no possessions of your own, buta pair of wings, | 
and a drone-pipe. Your livelihood is a universal | 
| plunder upon nature; a freebooter over fields 
| and gardens; and for the sake of stealing will | 
| rob the nettle as readily as a violet. 
"Whereas I am a domestic animal, fur- | 
| nished with a native stock within myself. This | 


large castle (to show my improvements in 


| mathematics) is all built with my own hands, 
and the materials extracted altogether out of | 
| myown person." 


The bee — representing the devotees of an- 


| cient learning — responds on how it creates 
| objects of great beauty, sweetness and light, 
_ honey and wax: “I visit, indeed, all the flowers 


and blossoms of the field and the garden, 
but whatever I collect from thence, enriches 


myself without the least injury to their beauty, | 


satire in 1704, A Fulland TrueAccountof | 





of being obliged to no other creature, 
but of drawing and spinning out all from 
yourself; that is to say, if we may judge of the 
liquor in the vessel by what issues out, you 
possess a good plentiful store of dirt and poison 
in your breast; and tho' I would by no means 
lessen or disparage your genuine stock 
of either, yet, I doubt, you are somewhat 
obliged for an increase in both, to a little 
foreign assistance... 

"So that, in short, the question comes all to 
this: whetheris the nobler being ofthe two, that 


_ which by a lazy contemplation of four inches 
The spider, which spun a mathematically | 








their smell, or their taste... You boast, indeed, | 


round, by an overweening pride, feeding and 
engendering on itself, turns all into excrement 
and venom; produces nothing at all but fly- 
bane and a cobweb; or that which, by a univer- 
sal range, with long search, much study, true 
judgment, and distinction of things, brings 
home honey and wax." 

In the world of finance, elegant mathemati- 
cal modelling — taught at institutions of higher 
learning — seems to have replaced the accu- 
mulated wisdom ofthe old practitioners. Mod- 
ern portfolio theory, replete with statistics and 
calculus, takes the place of the mathematically 
unsophisticated but the indisputably wise 
security analysis of Graham and Dodd. 

While the tools of modern finance are 
useful, they, in isolation, substitute technique 
for wisdom and lead to an aura of false certainty 
and precision. As LTCM (Long-Term Capital 
Management, a hedge fund that famously 
tripped up in 1998) and other recent financial 
fiascos have shown, a person who ignores 
accumulated wisdom perishes in his own web. 

For, in the words of Jonathan Swift: “Erect 
your schemes with as much method and skill as 
you please; yet if the materials be nothing 
but dirt, spun out of your own entrails (the guts 
of modern brains), the edifice will conclude 
at last in a cobweb: the duration of which, 
like that of other spider webs, may be imputed 
to their being forgotten, or neglected, or 
hid in a corner." kz] 
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The Great Barrier Reef in Australia is the largest structure 
made of living organisms on earth. v 
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"More business decisions occur over 
lunch and dinner than at any other 
time, yet no MBA courses are given on 
the subject." 

— Peter Drucker 


T'S the invisible lubricant that 


propels the wheels of career and 


commerce. Social networking is 
one key competitive advantage 
that management gurus forgot to 
tell us about. Family and com- 
munity ties, alumni associations, 


golfing buddies, former colleagues — _ 


they all add up to the pehchaan or ju- 
gaad factor that can open new doors. As 
Mitchell Kapor, founder of Lotus Devel- 
opment Corporation, once observed: 


“Inside every working anarchy, there's — 


an Old Boy network." 

Once upon a time you were simply 
born into a network — or biradari. Now, 
its something you gain entry into by 
merit. With the badge of a brand name 
B-school and a CV to match, do you re- 
ally need to go out of your way to get to 
know perfect strangers? The answer, un- 
fortunately, is yes. And it's backed up by 
some solid research. In a nutshell: peo- 
ple with diverse social networks appar- 
ently make more money, get promoted 
faster, and even get fewer colds. 

‘The Strength of Weak Ties’ was 
demonstrated back in 1973 in a pio- 
neering study of the same name by 
Mark Granovetter. It concluded that 
the majority of people found out about 
jobs through acquaintances (or weak 
ties), not close friends or family. The 
argument is, your friends inhabit 
pretty much the same universe as you 
— while your acquaintances may be 
fár more diverse and, hence, may open 
up new possibilities. And this holds 
even more true if you happen to be 
an entrepreneur. 

In 1999, Martin Ruef surveyed 766 
Stanford Business School alumni who 
had started new businesses to find out 
where they got their Big Ideas from. The 


study revealed that the most creative 
entrepreneurs spend less time than av- 
erage networking with business col- 
leagues who were friends, and more 
time networking with a diverse group. 
"Weak ties — of acquaintanceship, of 
colleagues who are not friends — pro- 
vide non-redundant information and 
contribute to innovation because they 
tend to serve as bridges between dis- 
connected social groups." 

So you buy the theory. But how do 
you meet these random strangers in real 
life? There are the few among us who are 
born networkers. Aided by a general joie 
de vivre and a manner that puts others 
at ease, these are the folks who ‘network’ 
by instinct and out of a general interest 
in people. The Tipping Point author 
Malcolm Gladwell calls this breed the 
‘Connectors’: individuals who ‘collect’ 
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Friends. Friends 
of friends. Friends 
of friends of 


friends. It is all 
about who you 
keepintouch with. 
A guide to social 
websites, and how 
to make the Net 
work for you. 

By Rashmi Bansal 








people like some collect coins or 
stamps. Connectors, in a manner of 
speaking, know 'everybody' and are al- 
ways keen to add to that list. A tasklesser 
mortals find continuously daunting. 

So even if we do find ourselves at a 
party, or an industry event, what do we 
do? Gravitate towards familiar faces, 
or stand uncomfortably in a corner. 
Pasting on a smile and introducing 
- yourself to a random group of stran- 
gers is one of the hardest things known 
to humankind. 

To bring some method to the mad- 






ed networking — — Rotary Clubs, 


attractive options for the average yup- 
pie. Chambers of commerce and indus- 
try associations are your next best bet — 
they do help you build a solid list of con- 
tacts. But not if you are looking for expo- 
sure to folks from different walks of life. 
Thus were born more avant: garde 


$ nears like ‘First Tuesday’, which is “a 
forum for would-be entrepreneurs to 


^. gmeet venture capitalists”. Started in Oc- 

tober 1998 in London by a small group 
of friends, the idea quickly spread to 120 
cities on five continents. Unfortunately, 
it was bought out by a venture capital 
firm and, lacking any revenue genera- 
tion capacity, went bust when the dot- 
com bubble burst. 

At around the same time, on the 
other side of the Atlantic, the same idea 
was taking shape in a different and more 
sensible form. Adrian Scott, a San Fran- 
cisco-based entrepreneur and a found- 
ing investor in Napster, had been hold- 
ing networking events or ‘mixers’ in his 


a -own loft since 1996. Mixers drew 80-100 


people at a time, from a mailing 
list of 2,500. Could there be a simple way 
for this eclectic and extended set of 
‘friends’ to connect with each other in 
the real world, and stay in contact as 
they moved around? 


.i4ons! Clubs and the like. But time and . 
Be work pressures coupled with the ‘fuddy 
duddyi image' problem make these un- 


there sprung up the concept of e 





: Making e-networking 3 
work for you 





e Flesh out who you are and: 
-what you do. Preferably, add 
your picture. Too many people 
| register on networking sites 
. and leave behind the bare 
de details. Result: qon anyone | 





In October 2000, in the midst of the 
dotcom meltdown, 28-year-old Scott 
decided the networking answer lay in | 
creating a website. And thus was born | 
ryze.com, a social-cum-business net- | 
working website which not only allow- — 


ed friends to maintain their own net- 
work of contacts but to make new ones, 
through an online profile which could 
be accessed by anyone. It is a virtual 
"cocktail party where everyone is wear- 
inga resumé”. 

A slew of SNS (social networking ser- 
vices) sites followed. In fact, SNS is being 
touted as the next big killer application 
on the Net and attracting serious VC 
money. "We are in the process of invent- 
ing Internet 2.0, declared Mark 
Kvamme, a partner at Sequoia Capital, 
which led a $4.7-million investment 


1——— evee 


ness networking site called orkut, com B 


in January 2004. 


50, how exactly does one go about E : 


networking online? SNS sites essentially d 


allow you to create a profile of yourself s : 
andthenseekout,aswellasmakecon- ^  . 


nections with ‘friends’ and ‘friends of 
friends’ online. There are broadly three 
kinds of sites -— social, business and 
those that offer a mix of the two. 


The Purely Social 

The most popular in this category is 
friendster.com, reflected in the fact that 
the company raked in $13 million in 
venture capital last year. Friendster 
boasts 5.5 million registrants; the avet- 
age age is 27, and it is primarily used to 
find dates. But its influence as acom- 
munity site' is evident from the fact that 
US presidential candidate John Kerry 
and his running mate have put up pro- 
files to add that personal touch and con- 
nect with the young American voter. 
The site, however, is still ‘fine-tuning its 
business plan’, which means it makes 
little or no money. 

Other sites in this category: 200 sites 
and counting. The madness includes 
niches like christianster.com (meet 
Christian friends) and kissykat.com 
(where people who love their pets 


| find love’). 


round for linkedin.com last year. SNS is | 
so hot that Google, after failing to buy | 
out the popular friendster.com for $30 | 


million, launched its own social busi- 
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| in the real world — 


Relevance to Indian user: Zero 


The Purely Business 


These operate like 'virtual rolodexes, 
with a no-nonsense approach to net- 


|! working. On linkedin.com, you create a 


profile with a strictly professional focus 
and then invite people you know to join 
your network. If they accept, you can 
then use them to reach their contacts 
and their contacts’ contacts — but only 
if everyone along the chain is willing. 
The basic principle is ‘six degrees of 
separation’ (that you are always only five 
people away from reaching any of the 
six billion folks on this planeti. But — as 
if you come across 

















the profile of a person you might like to 
hire, or perhaps strike a deal with, you 
can reach them only indirectly through 
someone he or she knows. Essentially, 
the network acts like a 'trusted referral 
service, and hence non-relevant people 
are unlikely to bother you. Which is why 
even the likes of Yahoo's Jerry Yang are 
Linkedin. 

Other sites in this category: Spoke.net 
and meetup.com, but they're both very 
US-focused. 

Relevance to Indian user: Moderate. Of 
its 73,000 members, Indians on 
Linkedin number just 1,010. And many 
of them seem to be inactive. The fact 
that you cant directly access people 
means the degree of success in making 
contacts is low. 


- The Social cum Business 


These websites allow you to paint a 
complete profile of yourself — personal 
and professional, as well as upload pho- 
. tos. The popular ryze.com appears to 
^ generate the most ‘creative’ profile 


— pages. Ecademy.com allows you to host 


. & blog as well as put in '50 keywords' 
. based on which like-minded folks can 
seek you out. 

Most importantly, these networks 
are open. You can say hello to anyone 
whose profile you find interesting — ei- 
ther by leaving a message in their guest- 


. book, or through a private message’ sys- | 
tem. You can also directly contact | 


‘friends of friends. 

Other sites in this category: Google's 
orkut.com has been generating buzz, 
but it's more socíal than business-ori- 
ented. For example, Orkut allows mem- 
bers to classify themselves as single, 
married, committed, in an 'open mar- 


riage’ and ‘open relationship'(!). For | 
some strange reason, 50 per cent of | 


Orkut members are from Brazil. 

Relevance to Indian user: For Ryze and 
Ecademy the relevance is potentially 
good-to-high. What you get out of these 
sites depends on how much, and how 


well you use them. To benefit, you need | 
a fair degree of time and energy to re- | 
spond at your disposal. Ryze.com is | 


more relevant for networking within In- 
dia (it has 35,000 regist-ered users from 
the country, of whom 8,000-10,000 are 
estimated to be active), while Ecademy 
(with 39,000 members, of which 1,000 
are from India) may be better for those 
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: e Its one big online party, but i is ; anyone. e maling money out of it? | 
Ecademy and Ryze are both profitable — the latter is venture funded. 
Convincing users to pay a subscription for something you first offer 

-free is always hard. Most Indian: Ryze users are happy enough with 
the free service and loath to pay for enhanced features. Ecademy. 
seems to have had a little more success in extracting money from 


its members. 


srpna get M Used toda 
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Offline e events are e another s source e of revenue globally. Mumbai, 


Bangalore, Pune, Chennai, Delhi and Hyderabad hold Ryze ‘mixers’ 
but only on a 'cost basis. No money accrues to the company from 


the events. | 


wie A 


The future could be s sites slike dodgeball.cc com —a à loeation-bàsed - 


social software for mobile devices available in a dozen US cities. Its 
— promise: "Tell us where you are, and we'll broadcast your location to 


d T .10 O biodk. e x 


seeking international opportunities. 


How To Get Your Net Working, 


Before you jump onto either of these 
bandwagons, let's make make one thing 
clear: networking and network market- 
ing are two wholly and completely 
different animals. 

Wayne Baker, faculty member at 
the University of Michigan Business 
School and a leading authority on the 
subject, sums it up when he says: "Gen- 
uine networking is not swapping busi- 


ness cards; rather, it's the active process | 


of building and managing productive 
relationships. 

Krishnan Unni, owner of web com- 
munications firm Pigtail Pundits, 
agrees: "Its not an immediate sales 
process.” The amount you give by way of 
help, referrals and advice is what you 
‘invest’ in the network. Returns do 
come, but not immediately. Unni has 
been on ryze.com for close to two years 
and also organised a dozen offline ‘mix- 
ers’ in Mumbai — events where online 
contacts mingle in the real world. These 
have actually resulted in valuable busi- 
ness through the network only in the 
last three months. 
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- all your friends and let you. know if; any friends of friends. are e within 





A more radical perspective comes 
from Thomas Power, founder of ecad- 
emy.com. He says: "Selling is about 
transactions. Networking is about 
knowledge. I am talking about conn- 
ecting with people, and listening to 
and learning from what they say. In the 
New Economy, knowledge is money 
and people are knowledge, thus people 
are money." Trying to ‘focus’ and ‘tar- 
get only a few people you think 
might be useful or relevant to you, in 
Power's opinion, is missing the point 
of networking. 

But, can one actually quantify the 
effect of networking on one's business? 
Ecademy member Ajit Jaokar, who runs 
a London-based consultancy focusing 
on mobile data solutions, certainly 
believes so. When he joined Ecademy 
in December 2002, the market was 
bad in general and demand for his con- 
sultancy low. "Having nothing to lose 
and a general desire to share know- 
ledge — on a whim I started a club on 
Ecademy (Mobile Applications Club), 
sharing information and my views on 
the industry for free." 

The effect, he says, was amazing. "It's 
been great for building up my profile 





in a tough economic cycle. Many of the 
600 members of the club have now 
_ become customers — purely because 
they see me as a thought leader." The 
personal human touch is also impor- 
tant. Jaokar talks of his interests — 
comicssuch as Asterix and Tintin — and 
philosophy (Ayn Rand). The very things 
that some consider frivolous to those 
who want to focus on ‘just business’ of- 
ten lead to connections with other like- 
minded individuals. 

Ryze.com, with its critical mass of 
users from India, is also functioning as a 
kind of virtual community. The 'Mum- 
bai Business Networking Mixer’, with 
2,000-odd members, sees daily postings 


PA ——————P—— —À———— E 


ployed professionals and entrepre- 


neurs. It's also popular with young 


professionals, especially the IT, advert- 
ising and media types. But, of late, even 
some senior corporates and the odd 
CEO have joined in. Says Ravi Kiran, 
managing director, Starcom Worldwide 
India (West & South), who signed up 
for Ryze nine months ago: "I certainly 
find more corporate managers joining 
networking communities over time. 
But I still believe its biggest benefits 
will be for fleas and independents and 
small business owners." 

Writer and social philosopher 
Charles Handy uses the ‘shamrock’ — 
an Irish plant with three leaves — to 


—ÓüÁ ra 
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Linkedin is a purely business 
networking website that has attracted 
the likes of Yahoo's Jerry Yang 


from people looking for freelance or 
full-time hires, paying guest accomoda- 


you some leads, if not actual results. 
Venke Sharma, general manager, DBS 


Mudra, says he's interviewed more than | 


20 candidates sourced through the on- 
line networking route and recruited 


four ofthem for various postsin creative | 


and client servicing. 
¿> . As you might expect, online net- 
. working attracts tonnes of self-em- 





knew i was i 


i reai 


é 
Linkedin helps you discover inside 
*onnections to recommended job ] rape the 4 
candidates, industry experts and business i few j 
partners. - 





. Linkedin ‘has become the networking tool of choice for 
aver a. thillion professionals worldwide because it is 
octive, private and time-efficient. 





What kinds of «Bote are iiie y wer dors 
"An 


because he 
Within a week 


ur friend toig me about Linkedin 


tor 


of pasting my proie, o AS Ia d NA 


| 
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| 
| 


| describe the modern organisational 


structure. The first leaf of the shamrock 
represents 'core workers' (or corporate 
managers), the second represents all 


| the ‘non-core’ work which is contracted 
tion or advice on which cellphone to | 
buy. Putting up a posting invariablygets | 
! | work as connectors between all three | 


out, and the third, the part-time or 
flexible workforce. Online networks 


nodes of the shamrock. Says Tarun 
Hukku, head (capability development), 
Technical Support at Microland: "As a 
corporate, this is a fantastic place to 
source service providers and vendors... 
anditallhappens ina matter of hours, at 
virtually no cost." 





————————— ERR 


So, is there any downside to this on- | 
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one, it does. consume a alara amount o p 
your time. Active networkers spend" amc 


hour or so' (yes!) everyday, though usu PUES 


ally it is a few minutes spread over the 
day rather than one long session. The 
other area of debate is the definition of 
‘friend’. If someone requests to be your 
friend and you accept, his orhername is 
added to the friends list displayed on 


your homepage. Does having 271 such 


‘friends’ make a mockery of the very 


concept of friendship? Some believe « 86, oe 


and prefer to be selective, 


There is one last issue with online d 


networking — that of trust. Most of 
the people you meet online are gen- 
uinely helpful, good, de- 
cent folks. But don’t for- 
get that rotten apples do 
exist. This is something 
to keep in mind, especi- 


single or married. If. a- 
prominent Mumbai Ryzer : 
suggests 'lets meet at 


stimulation he's seeking 
ain't intellectual. 

But, on the whole, the 
positives outweigh the 
negatives. At the very pas- 
sive level, online networks 
should help you recon- 
nect with long lost ac- 
quaintances and col- 
leagues. Who knows how 
that might come in handy 
one day. And hopefully, 
you will meet at least a few 
interesting people you 
would never have bum- 
ped into otherwise. 

As Ravi Kiran sums up the experi- 
ence: "I have met nature enthusiasts, 
writers, doctors, people in the enter- 
tainment business. Also, [have gotten to 
know professional acquaintances a little 
personally.” Think of it like cultivating 
your very own people garden. You'll 
plant many seeds, water some and find 
that over a period of time, same do 
bloom and bear fruit. B 





Rashmi Bansal is isan n IM Ahmedabad 
graduate and the founder-editor 

of youth magazine JAM (Just Another 
Magazine). She can be reached at 
rashmi@jammag.com 







ally if you're female ~~ _ 


Mocha, be warned the _ 








BROWSING 


Jeff Taylor 
Founder & Chief Monster 
Monster.com 


IAM reading TOUCHINGTHEVOID 
by Joe Simpson. It is a gripping story 
about climbing. I like adventure and 
the challenges that nature offers. 
They bring out the best in a person 
and help us to cope with life. Among 
my recent favourites are INTO THIN 
AIR by Jon Krakauer and IN THE 
HEART OF THE SEA by Nathaniel 
Philbrick. The first is about an ill- 
fated expedition to Mount Everest. 
The latter is a true story about the 
whaling ship The Essex. It is the 
story that inspired Herman Melville 
classic Moby Dick. 

I have also started writing books. 
In my field (online recruitment) there 
aren't any books that capture the 
post-Internet era of the business. My 
first book, Monster Careers: How To 
Land The Job of Your Life, (co-author 
Doug Hardy) gives advice on finding 
the right job and search strategies. Wi 


ALERT 
The Mad Horses Of Matheran 


Gary Richardson 
(Classic Books) 





DON'T let the unsightly 
cover dissuade you from 
picking this up. Read on 
to discover a fast-paced 
thriller about a fictional 
takeover of India's last 
roadiess hill station, 
Matheran, by a giant 
multinational, and how a band of 
one-legged men fight back. An ex- 
citing read, even if implausible. E 
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Warm, fuzzy 


DILIP RAOTE 


HIS is a corporate Akbar-Birbal 
story. Here, Akbar is a corpo- 
rate emperor; Birbal a wise, 


combine to convert a gas com- 
pany into an enterprise with 
soul and commitment. It’s a fascinating 
story with lessons for employees, gov- 
ernments and corporate bosses. 

But the most important lesson of 


this story is an ancient one: acourtjester | 


is necessary to provide wise inputs to an 
emperor and to keep him from straying 
onto the path of short-lived glory. Ever 
since the court jester was eliminated 
from the rolls, emperors of all sorts have 
been cracking their own jokes. Juniors 
are compelled to laugh, and this assures 
the boss that he is truly great. 
Without a Birbal, an Akbar 
tends to be a Nero. 

The CEO of this tale is 
Bob Catell, who learned 
leadership basics from his 
mother. She loved people. 
Catell says of her: “I got a 
dose of diversity long be- 
fore that term became po- 
litically correct. She didn't 
care about race, creed or 


SELECTION 


Small problems, 
big answers 


ITH over 3.3 million, India has, 

perhaps, the largest number of 
small scale industries (SSI's). Not all of 
these are in good shape though: a siz- 
able proportion are sick or on the verge 
of becoming so. Many SSIs have no idea 
how to cope with imports, one of the pri- 
mary reasons for their poor health. 

In MANAGING INDIA'S SMALL 
INDUSTRIAL ECONOMY, written by two 
former professors of the Ahmedabad- 
based Entrepreneurship Development 
Institute of India, the authors suggest 
that many of the problems facing the 


I SE a "we We Apu RP CRAT" ELO amo s Dua QR Re Pe 


BUSINESSWORLD 64 20 SEPTEMBER 2004 


eri 


retired Catholic priest. They | 
| world. He wound up in the HRD of 








colour. What she cared about was 
whether you are a good person." That's 
called culturisation. 

The monk is Kenny Moore, who was 
a priest for 15 years before he quit the 
monastic life to find his way in the real 


Catell's company, Brooklyn Union Gas 
Company that later became KeySpan. 
His job credentials were “an advanced 
degree in theology, a deep spiritual life, 
and a propensity for burning incense”. 
Catell assigns him the task of giving the 
company a soul, and commitment to 

employees, customers and society. 
Moore has no executive ambitions. 
But he comes up with weird ideas that 
unite and enthuse employees, and 
makes the CEO accessible to all. If a 
worker does a good job, he/she gets a 
call from the CEO. Af- 


THE CEO AND 
THE MONK 

One Company’s 
Journey to Profit and 
Purpose 


By Robert B. Catell, 
Kenny Moore, and 
Glenn Rifkin 

John Wiley & Sons 
Pages: 256; price: $27.95 


SSI sector are easy to handle. That is, if 
they are addressed scientifically. 

True, many problems are created by 
the SSI's themselves. For instance, 
debt-averse entrepreneurs tend to dis- 
count cheques in order to get fast cash, 
and also settle for lower margins in ord- 
er to push their products in the market. 
But many of the problems are of a lar- 


MANAGING 
INDIA'S SMALL 
INDUSTRIAL 
ECONOMY 


managing india’s 


small industrial economy 


By Padmanand & 
V. G. Patel 
Response Books 
Pages: 203; 

price: Rs 240 
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BOOKMARK 


corporate miracles 


ter the initial shock of these tactics, the 
employees get used to interacting with 
the CEO and other executives. The or- 
ganisation becomes a family. 

Because of his church experience, 
Moore is a skilled events manager. 
When American economic conditions 
change and the company has to adapt, 
Moore organises a company funeral 
presided over by the CEO. In an elabo- 
rate ceremony, the old company is 
laid to rest and, simultaneously, a 
new organisation tuned to the new 
times is brought alive. This event man- 
agement is a relatively easy task. The 
difficulty lies in telling the boss hard 
facts, including the negatives as seen 
by Moore and perceived*by employees. 
He does it. The CEO does not say: 
"Off with his head!" Instead, he actually 
listens, and makes the monk his cor- 
porate ombudsman. 

When their company merges with 
another that has an authoritarian 
management structure, Catell and 


Moore slowly transform the incredu- | 


lous and suspicious employees of the 
other organisation into commit- 
ted members of the family. Catell also 
maintains good relations with the 
regulatory authorities. He gives away a 
large tract of company land to the city 


ger nature and call for policy initiatives. 
A significant issue is raw material 
costs. Bulk purchases could bring down 
the costs, and this can only happen 
through 'clustering'. The book gives the 
example of the coir cluster in Alleppey. 
The clustering system there has benefit- 
ted both raw material producers and 
manufacturers of finished products. The 
Coir Board, an export development or- 
ganisation, and a few SSI's banded 
together to form a three-tier cluster 





| 


ROBERT B. CATELL is 
the CEO of KeySpan, 
one of America's 
largest energy 
providers, and a highly 
regarded business 
leader in New York 





KENNY MOORE is a 
monk who gave up the 
religious life for a 
successful career in 
human resources. He is 
corporate ombudsman 
at KeySpan 


GLENN RIFKIN is a 
veteran business 
journalist and author. 
His previous books 
include Radical 
Marketing and The CEO 
Chronicles 
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instead of selling it to real estate devel- 
opers, on the condition that it be 
maintained as a green area and made 


accessible to the public. Bésides, the 

CEO and the monk initiate employees | 
in social work, so that the KeySpan | 
customers’ territory also becomes part | 
of the family. They help families devas- | 
tated by the 9/11 terrorist attack on the | 


World Trade Center. 


"Some people think I'm too nice," | 


says the CEO. "T've always found great 


Banking 
mysteries 


ANKS are very different 

creatures from most 
other companies. They are 
more highly leveraged, often 
borrowing up to 10 times 
their equity, while most other 
companies rarely borrow more than 








| 





bank, risk management, the working of 


success treating other people the way I 
want to be treated. I actually don't mind 
being underestimated occasionally. 
More often than not, it works in my 
favour. I believe, for example, that 
my respect and belief and caring 
come back in the form of loyalty and 
receptivity to my message. Inevitably, 
this is beneficial to the company." 

And this is the monks summing 
up of the experience: "The Divine's will 
is often revealed in the context of com- 
munity with others, and in using our 
God-given talents to make the world 
better. Bosses, co-workers, and the 
economy will provide us with more than 
ample opportunities to practice kind- 
ness, forgiveness, and a note of hope to a 
sometimes beleaguered world." 

While reading the book, there's 
always the doubt that this is mushy, 
idealistic, missionary fiction. After I'd 
read the book I did a Google search to 
make sure that KeySpan, Catell and 
Moore really did exist. To readers des- 
ensitised by worldwide corporate 
scandals, greed and cynicism, this book 
will be a revelation. In fact, The CEO 
and the Monk is a good story for a 
corporate TV serial. It has almost as 
many miracles as the serials of the 
Ramayana and Mahabharata. Ww 


Stephen M. Frost's BANK | 
ANALYST'S HANDBOOK 
(John Wiley & Co) is for the 
uninitiated — from students 
and journalists to portfolio 
managers — who want to 
know how banks work, what 
the jargon means and what 
to look for in their financial 
statements. Topics covered 
include financial systems, 
the functions of a central 


comprised of small exporters, small 
product makers and small yarn makers 
to reduce the input prices. 

Such examples, however, are few in 
this essentially academic work. Too 
many pages are devoted to background 
information, none of it new. Yet, there is 
some wisdom for struggling entrepre- primer. Those with a working knowledge 
neurs who can wade through itall. E of the sector should stay away. e 


twice or one-and-a-half times their eq- 
uity. This makes them far riskier than 
other corporations. Banks are also gov- 
erned by a different set of rules and reg- 
ulations from most other companies. 
The jargon that banking professionals 
use — terms like value at risk or collater- 
alised debt obligation — sound daunting 
to industry outsiders. 


capital markets and also a chapter on 
valuing banks during an acquisition. 
Other chapters cover non-performing 
loans and analysis of the financials. 
There isn't much mathematics, which 
makes it more accessible. 

Others be warned: this is just a 
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OR the week ending 21 August, the inflation 
rate, measured by the wholesale price index 
(WPI), increased to 8.17 per cent compared to 
3.82 per cent a year ago. This was despite 
import duty cuts on petroleum products and 
steel, combined with the Reserve Bank of India's (RBI) 
attempt to mop up excess liquidity through market stabil- 
isation bonds and treasury bills. If anything, WPI inflation 
is worse than 8.17 per cent because these are just provi- 
sional estimates. 

The June 2004 revision suggests an almost one per- 
centage point gap between provisional and revised fig- 
ures. Extrapolated, WPI inflation may well be inching 
close to 9 per cent. In earlier weeks, the chief economic 
adviser did his best to assure 
the world that inflation was 
well under control, only to 
have egg on his face when the 
WPI demonstrated otherwise. 
Having learnt his lesson, he has 
declined to comment this 
time. More than the inflation 
worry, the government has a 
credibility problem on its 
hands. The government has 
been giving far too many as- 
surances that inflation will be 
contained. No less a person 
than the Prime Minister has 
seen fit to do so. 

Despite increasing world 
oil prices, a delayed monsoon, 
the truckers’ strike and the 
overhang of excess liquidity, 
we are told that inflationary pressures will be controlled 
without hurting growth, and that the UPA government 
will “soon gain mastery over inflationary expectations”. 
What may not have been noticed is that part of the anti- 
inflationary package — possible duty cuts on sugar and 
edible oils, and pressure on oil companies to slash their 
profit margins — involves an assault on the WPI. 

The WPI does need an overhaul. Its base is 1993-94. 
The basket of commodities and their weights need to 
change and the system of collecting price data is also 
questionable. Very clearly, we need to have a new WPI. At 
the same time, the Planning Commission has decided to 
construct a producer price index (PPI) with 2000-01 as the 





base. Why the World Banks technical expertise is required | 
to lend at lower rates to the rural sector. This schizophre- 


to construct a PPI is, of course, open to question when 
there is no dearth of expertise in the country. Be that as it 
may, what it means is that there will be another index. And 
that’s not all. To confuse matters further, a services price 
index (SPI) will also make its appearance. 


opinions RR 
One index too many 





Before containing inflation, 
the government needs to work 
on a proper mechanism 
to track inflation 














That's part of the problem with tracking inflation. 
There are too many indices, and they show differing 
trends. Other than WPI, there are four different consumer 
price indices: a consumer price index (CPI) for industrial 
workers (CPI-IW), for agricultural labourers (CPI-AL), for 
rural labourers (CPI-RL) and for urban non-manual em- 
ployees (CPI-UNME). Incidentally, their base years are 
also old: 1982, 1986-87, 1986-87 and 1984-85, respectively. 

Finally, there is the GDP deflator that converts nomi- 
nal GDP into real GDP Because the objectives are differ- 
ent, several indices are inevitable, but all these make it 
difficult to obtain a handle on inflation. Add to this the 
point-to-point versus annualised inflation issue, the 8.17 
per cent figure being point-to-point. How serious is the 
WPI increase on an annualised 
basis? The recent increase is 
across the board, encompass- 
ing fruits, vegetables, energy, 
iron and steel and metal prod- 
ucts, cotton textiles, oilseeds 
and edible oils. Some of this 
may indeed be transitory, 
thanks to the truckers' strike 
and delayed monsoon. Others, 
however, are more permanent. 

Global oil prices may have 
stopped rising, but are unlikely 
to decline. Nor should one for- 
get the Budgets education 
cess, the hike in the service tax 
rate, and its extension to more 
services. Therefore, the annu- 
alised WPI inflation is probably 
between 6 and 6.5 per cent. 

In May 2004, the RBI's annual policy statement expec- 
ted WPI inflation of around 5 per cent. In its annual report, 
released later that year, the RBI expected inflation to incr- 
ease but gave no precise numbers. There is thus the inevi- 
table expectation that interest rates will harden. As such 
the CPI inflation, lower than the WPI at 3.5 to 4 per cent, 
will in all likelihood begin inching to 5 per cent or more. 

While there is no need as yet to press the panic button, 
the government will have to come up with a strategy to 
manage popular resentment and the trade off between 
inflation and growth. For instance, the RBI's Annual 
Report asks banks and other financial intermediaries to 
rebalance their portfolios in view of the expected increase 
in interest rates. But simultaneously, it wants banks 


nia has affected even the government. It can justifiably 
claim to have been unlucky in both the external and the 
domestic sphere. But as the clichéd expression goes, for- 
tune favours the brave. x 
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Get the new 

HP Cruise car 
engine oil and 
help maintain 


the silence. 
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Now, being out of office doesn't necessarily mean being out of touch with important informatic 
Introducing 


and people. Download files and attachments as well as read and send e-mails effortlessly ; 
Zero Rental Plan. "m y 
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«9» CONNECT 


Hi-Speed Internet Access Anytime, Anywhere. 
DATA C AG LIE 


speeds of up to 144 kbps. Go ahead and get your hands on the fastest mobile Internet availabl 






Mobile Internet access even while you are Roaming, 
across 1102 towns & growing 


Significantly faster than dial-ups and GPRS A 


4 
Multiple choice of data tariffs RIM 


Available on RIM Postpaid and Prepaid 





Reliance IndiaMobile 


Hurry! Your R Connect Kit is just a WebWorld away. Kar Lo Duniya Mutthi Mei 


Mudra:RI:7158 


Unmatched speed Unequalled coverage Unlimited access across India Unbeatable valu 


Please read our offer brochure for details, visit us at www.relianceinfo.com or call 3033 4343. Reliance IndiaMobile services marketed by Reliance Industries Limite 
Internet services provided by Reliance Communications Infrastructure Ltd. Conditions apply. 
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Presenting the Indigo Marina 


Because we like to carry our world with us. 





Indigo 


4 
e 1370 LITRES OF STORAGE SPACE e INDEPENDENT 3-LINK REAR SUSPENSION è GAS SHOCK ABSORBERS Mic rina 
e 85 PS MPFI PETROL & 62 PS TURBO CHARGED DIESEL ENGINE e RETRACTABLE AND REMOVABLE PARCEL SHELF Cl ( 


Visit us at www.tatamotors.com. For assistance or queries on our passenger car range, call our toll-free number: 1600-22: 
TATA MOTOR S Accessories shown are not part of standard equipment. To locate dealers and service centres, sms 'helpline' to 8243. Service available on select netw 





ROAR WITH DELIGHT AS YOU DISCOVER 
SINGAPORE AT YOUR OWN PACE 


Presenting 50 First Class ‘Do-It-Yourself’ Christopher Columbus Holidays to Singapore 





Fun loving? You couldn't do better, than to 
head for the capital of Asian night life - 
Singapore. And after partying till dawn, 
rejuvenate your mind, body and spirit at the 
world-class luxurious spa resorts. Want more? 

There's the Singapore River 


Experience and Sentosa 














Island. 
On your Christopher 

. Columbus Singapore 
q holiday, you stay at the 
| finest city-centric hotels & 
fly the airline of your choice. 
What's more, you can fly 
your companion at no 
Copthorne Orchid 
3 Star Hotel Accommodation 


3 nights / 4 days 
US $140 





Orchard Hotel 
4 Star Hotel Accomodation 
3 nights / 4 days 
US $180 


extra cost, 
when you fly 


Business Class. 





Christopher Columbus 

‘Do-It-Yourself Holidays let you choose from an 
amazing 501 Holidays to USA, Europe, the Far 
East, Australia, New Zealand and Africa. You 
can even design your own holiday. Simply pick 
any destination any time of the year and leave 
the rest to us. So, enjoy the world the way you 


want to. Call now! 


CHRISTOPHER 
COLUMBUS 


mE m Um —— Wade 
from SOTC 
















Pan Pacific 
5 Star Hotel Accommodation 
3 nights / 4 days 

US $200 











All holidays include hotel accommodation, daily American breakfast, airport transfers, introductory city tour, visit to Sentosa Island and Singapore River Cruise 





Call your trusted travel agent or Christopher Columbus Holidays at : MUMBAI: 022-22840666/ 67, 22833155, 56373910/ 11 ~ DELHI : 011- 23328095/ 96/ 97/ 99, 23318581, 23353354 
020-26120148/ 34 ~ AHMEDABAD : 079-26566287/ 89/ 90 ~ CHENNAI : 044-28192550/ 51/ 52 ~ BANGALORE : 080-51122063, 25589486, 51121949/ 50 — HYDERABAD : 040-55254664/ 65 
KOLKATA : 033-2454-4604, 2474-1226. Conditions Apply ~ Prices are per person on twin sharing basis. Subject to RBI/GOI rules and regulations and subject to availability 
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Tata Transitions 


I With the acquisition of 
NatSteel, the Tatas have jumped 
on to the globalisation 
bandwagon in steel too. But the 
toughest task ahead for the 
leadership is integrating the 
typical Indian business model 


to ever-changing standards of quality and 
delivery capabilities across the globe, plus integrating into a 









new countrys work culture. Given the political fragility and cross- 
cultural isses, it is imperative for the Tatas to streamline basic processes 
of production quickly, and focus on managing people. 


Nachiket Mishra, posted on BW website 


NOT SOLD OUT YET 

‘Escape to Luxury’ (BW, 13 Sept- 
ember) stated that Pinnacle, a high- 
end residential project, was completely 
booked. DLF has clarified that there 
was a communication error, and some 
units are still available. 


ITI RESPONDS 

It is strange that you should doubt 
Indian Telecom Industries’ (ITD 
strategic importance and argue against 
the government's recent move to 
support ITI. (Dangerous Relapse’, BW, 
13 September). 

The company used to have seven 
plants and 32,000 people. ITI still has 
six plants and 15,000 people on its rolls, 
and not 12,500, as stated in the article. 
The fact that the company has not 
been getting any budgetary support 
from the government and, conseq- 
uently, been raising its own funds 
through market borrowings, has not 
been highlighted. What the company 
has asked from the government is not a 
dole, but a one-tíme grant to tide over 
its present debt and the interest bur- 
den incurred on past voluntary retire- 
ment expenditure and social costs. 

One cannot ignore the reality that 
ITI has been the single biggest 
deterrent to global players from 
overpricing their bids in the open ten- 
ders floated by state-owned operators 
for equipment procurement. None of 
the MNCs have invested in manufac- 
turing in India in a big way, which 
leaves ITI's widespread manufacturing 
base still the largest in the country. This 
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infrastructure is what the government 
plans to leverage as a manufacturing 
hub to meet the escalating demand for 


| new-generation equipment, and is in 


line with the Telecom Policy of 
encouraging indigenous production. 

The company’s share of existing 
installed network in India is more than 
60 per cent, which includes specialised 
equipment of critical naturefor —— 
defence and other public utilities. Can 
there be a better example of strategic 
importance than this? 


! Shoukath Ahmed 


i Nei reste phat sb wey gatehouse Sidhe ein lr gr Csiro — 


Deputy General Manager 


| Corporate Public Relations, ITI Limited 


BW replies: We have pointed out the 
fact that resources have been raised in 
the past through BSNL and MTNI/ 
subscription of ITI's preferential 
capital.The article also makes the point 
that there is no reason why similar 
transactions cannot be done to raise 
funds. According to a 12 March 1999 
classification approved by the Cabinet, 
the strategic PSUS include: defence- 
related PSUs, atomic energy-related 
PSUS, and railway transport. All other 
PSUS, as per this classification, fall into 
the non-strategic category. Further, 
there is only a question of semantics 
between a ‘dole’ and a ‘one-time grant’ 
The company has 15,000 people on 
its rolls, and not 12,500 as the article 
mentioned. We regret the error. 


a Write in at | 
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Presenting the Airtel Intelligent Routing System 


“tf your office needs to get in touch with people on the move or with people in your organisation's branches in ^. Er 


ard, "a other cities, it's time to take a close look at the AIR. All this technology does is attach an 







Airtel Intelligent Routing machine to the existing EPABX. This allows you to use your 





Best Mobile Operator 


| in india and the Subcontinent | office landline extension for outgoing calls, but the calls get routed through the Airtel 


network. This means that you can now enjoy great STD & ISD rates, and a local Closed 
User Group benefit with your existing mobile connection. In an age that demands 
excessive telecommunications, AIR makes sure that the demands on the pockets are considerably less. 


Boost your business with: e SMS Directory » Field Force Automation e Vehicle Tracking e Coverage in 1400 towns s Seamless international Roaming 


e Mobile Office e Corporate E-mail 






Express Yourself 


A E-mail at BiZsolutions@airtelindia.com or SMS 'AIR' at 9818311111. We will be glad to get in touch with you. E: 
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On A Mission: K.M. Birla wants to make up for lost time 





Going For Boeing? 


Indian Airlines’s plans to aquire 
more Airbuses have been 
grounded by the new minister 
— he has ordered a review, and 
seems to favour a shift in the 
kind of aircraft IA flies. 


4 Dog Fight: Who will win? 


WPP's Grey Buyout wPP chief Martin Sorrell 
will have to juggle all the rival brands in his new portfolio. 


BPL Communications The company sues its 
investors for $400 million. 


D.S. Brar The former Ranbaxy chief makes his 
first private investment. 


BUSINESSWORLD 





COVER STORY 


Birla Dreams 
Bigger 


Over the next five years, Kumar 
Mangalam Birla will spend a whopping 
Rs 16,000 crore to add huge capacities in 
aluminium. He will even take on debt — 
something he has avoided so far — to 
fund his ambitious expansion drive. 

So far, Birla has often been considered a 
bit too conservative by corporate 
watchers. He has spent much of the last 
decade consolidating his inheritance — 
and picking up relatively small 
companies to add to his empire. But now 
he is going on an overdrive. A detailed 
look at what he is planning ... 


SANJIT KUNDU; HEMANT MISHRA 





Montek Interview 


"We have reserves of 
over $120 billion. I think 
we should be able to use 
at least $5 billion a year 
in the next 2-3 years. 
That is equal to an 

extra Rs 23,000 crore 
every year." 





Montek: Making the planning commission a think tank 4 


IDEA CEOVikram Mehmiis not short of ideas despite 
bad rumours about the company and lack of enthusiasm 
from the promoters. 


Cisco The networking giant sees India with new eyes, 
and has a goal: reach a billion dollars in revenue here by 2007. 
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40 Internet The father of the 
Internet, Vinton Cerf, shares his 
vision ofa lean, mean, virus — and 
congestion-free future. 


42 Interview 
"We are so captured with this 
heroic view of managment, of 
the great manager who walks in 
and solves every problem." 
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ss Parsi Plunge 
The wealthiest business community in 
India is dwindling. The young don't 
seem to have the same fire as their an- 
cestors, and their future is uncertain. 


4 Zoroastrians: Can they go beyond 
past wealth and old traditions? 





64 Bookmark 4 varied group of authors examine how 
diversity is essential for today's global organisations. 
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about banks' quality of customer knowledge. 


A Wave Length: A monthly column by P Hari, science 
editor, BW. 
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Reclaiming a legacy 


HE very first issue of Businessworld in 1981 had a 
Birla on the cover — G.D. Birla. Those were the 
times when business was the preserve of a closed 
set of big groups — the Tatas, the Birlas, the Sing- 
hanias, the Goenkas, the Modis, the Shrirams and 
so on — and if you wanted to know where Indian business was 
headed, you kept a close watch on them. In the late eighties, as 
Aditya Birla built on the legacy of his grandfather, taking his 
group to greater heights, Businessworld kept regular track. 





But as the nineties wore on, the Birlas, along with many other 
names mentioned earlier, disappeared from the radars of busi- 
ness watchers. In the last six years, Birla men have appeared on 
the cover of this magazine just twice — and both times in con- 
nection with issues of inheri- 
tance rather than issues of busi- 
ness growth or innovation. The 
group that Aditya Birla built and 
Kumar Mangalam inherited 
bucked the trend and kept grow- 
ing bigger and bigger, but not 
enough to inspire the markets or 
to keep its place in the ranking of 
big Indian groups. 


E 
|Businessworld 





The appearance of Kumar Man- —A-—-——— i 
galam Birla on the cover is, therefore, a reclamation of sorts. For 
good reason. As Kumar told Assistant Editor T. Surendar, the 
phase of consolidation for his group is over, and the phase of 
growth is beginning — “and growth is more exciting”. I have 
never met Kumar, but his friends tell me that he maintains a 
better work-life balance than most other business leaders do. 
That could be in danger now, as he steps up the pace. Surendar 
has been following Kumar' strategies closely for years now, but 
he pushed for a cover only recently. The reason, I suspect, is a 
slogan he keeps on his desk: “Never write because you want to 
say something, but because you have something to say.” 


As usual, there is lots we have to say in this issue. Senior Editor 
Rajeev Dubey goes behind the scenes to find out how Idea, the 
telecom service provider with a confused set of corporate par- 
ents, really works. Jehangir Pocha explores what it is to be a 
Parsi in India today. And Planning Commission Deputy Chair- 
man Montek Singh Ahluwalia reveals what we have all wanted 
to know: what his new job is really about. 


Tis 


s 


TONY JOSEPH, EDITOR 
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fleet expansion plan 
jinxed? It certainly seems so, if one 
goes by Union civil aviation minis- 
ter Praful Patel's sudden decision to ask 
the carrier to review whether the gov- 
ernment-controlled IA indeed wanted 
to go ahead with the existing fleet pro- 
posal submitted in 2002, or whether it 
wanted to revise it and include wide- 
bodied aircraft in the fleet. 
The existing plan factors in a capac- 
ity increase of only 5 per cent by 2008- 
09, but min- 
istry officials feel 
that IA may require 
more than that. On 
many of the high- 
density routes like 
Mumbai Hyderabad, 
Mumbai-Chennai and 
. Mumbai- 
~ Bangalore, IAS 
rival Jet 





Airbus: losing out? 


um nouncements, then the oil price rise, 
' |. and finally, the rising inflation rate. it's 

"m surprising then that in just three 

. months after the change of guard at 

. the Centre, the mood has changed 

us once again for the positive. 

On 14 September, the markets 


" tguchéd s a four-month high of 5428, de- 2 


__ Spite shrinking Fil investments. | 
— .. "Delivery statistics show that itis 
the retail investor who has been more 
. active in the market,” says Manish 
-Chokhani, director, Enam Securities. 


| vene on pecas ethe ae ination he has 


INDIAN AIRLINES FLEET EXPANSION 


Going the Boeing way? 


S Indian Airlines’ Rs 10, 000-crore | 
simply | 


operates more flights, and there is a 


| also defining the market share. 


Airways | 


E These investors have b been lured into. e 


The existing plan, which proposes to 
induct 20 A321s, 30 A320s and 19 
A 319s, has been pending for two years. 
Many many in the airline argue that "a 
comma change in the existing plan will 
set us back by two years". The plan is 


currently at a stage just prior to Cabinet _ 
approval. IA sources say that while the | 


minister had said he would clear the 
fleet plan by the year-end, nothing actu- 
ally happens that quickly. 

Airline officials are also not con- 
vinced that this is what the carrier needs 
anyway. For one, the earlier fleet plan 
was drawn up with the intention of 
phasing out wide-bodied planes. The 
choice of wide-bodied aircraft would 
now imply examining the possibility of 
including A330 or B777 in the fleet plan. 
Considerable work had gone into the 
2002 plan, with a number of expert 
committees looking into it. “Suitability 


; the UPA regime 














% rise etiend: 
ES E Sensex | u 
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| of aircraft was examined from every an- 
growing sense that the capacity share is - 


gle before the first fleet plan was fi- 
nalised. To look at wide-bodied (dou- 
ble-aisle) planes will be reinventing the 
wheel," says a source. 

If IA goes in for B777 planes, sources 
explain, it will virtually have to set up a 
new staff structure to support it. Over 
400 of the carrier's 450-odd pilots are 
trained in A320s and can easily fly A319s 
and A 321s with a ‘single type endorse- 
ment from the Director General of Civil 
Aviation (DGCA). Since the cockpits of 
these aircraft are of the same type, the 
same endorsement works. A pilot can at 
a time hold only one type endorsement 
from the DGCA. 

Stores and inventory for the three 
aircraft (A320, A319 and A321) are 90 per 
cent common and the same engineers 
can attend to all the three aircraft. From 
a commercial point of view, the existing 


| proposal makes sense. For instance, if 
| the carrier finds that demand for seats 


3 
H 
i 


m Sector vectors under ^ ren 
| MA deposits negative; even bond yields 
.... have come down. “Itis a classical bot- —— 

~ tom up approach. Starting with md è č 


sacro has run its course. 


on, say, a Delhi-Hyderabad flight has in- 








€ d the real: interest rate on bank. 


Caps, itis now spreading to the larger. 
caps," ‘Says: Jignesh Shaw of ASK Ray- 


<< mond James. Ramdeo Agarwal of Moti- 
É ; lal Oswal says markets may fluctuate in 
co the short term, buti in the long term, the 

: weeks starting ROOM India st torvvison  — 
(d : September ee vested Rs 1,000 crore in May and then. 
Dr tumed net sellers for the next hee E. 





Evenn mutual. funds, which hadi in- 





















creased from 140 to 180, it can replace 
an A320 with an A321 with little effort 
and difficulty, and the same pilot can 
operate the flight. Similarly, if the de- 


mand drops to, say, 90 seats, the carrier | 
can use an A319. "This will result in sav- | 


ings, as it is a lighter-weight aircraft us- 
ing lesser fuel, and the landing, parking 
and navigation charges are also lower," 
explains a source. The existing proposal, 
itis argued, gives the airline a wide berth 
to manoeuvre in this sense. 

The ministers suggestion, many 
feel, could please aircraft maker Boeing, 
which has been left out in IA’s fleet ex- 
pansion plan. Of course, he can say that 
Air India too has been asked to re-exam- 


ine its plan. With Maharashtra elections 
just weeks away, this is one controversy 
"n 





that Patel can do without. 
ANJULI BHARGAVA 





Boeing: flying in? 


EBITDA (gross profit) margins, 
whose expansion stalled in April-May, 
are now shrinking. Is that a worry? 
Only partly. That's because the ca- 
pacity utilisation levels of most indus- 
tries are now over 90 per cent. "Utili- 
sation may come down once new 
capacities come in, but profits will in- 
crease," says Chokhani. 

The markets are expecting a 
stronger rupee regime around the 
corner, given that the Reserve Bank 
has done a lot to keep the rupee 
down. But with other major curren- 
cies from Europe and Australia 
appreciating against the dollar, one 
way to keep the oil import bill down 
would be to let the rupee appreciate. 
In sectors that have been strong 
in exports — IT, pharma and now 
textiles — a slight rise in the 
rupee will not blunt India's competi- 
tive edge. m 

ASHISH AGGARWAL & SHISHIR PRASAD 


CRR HIKE 


Making sense of it 


N 11 September, the Reserve Bank of India (RBI) announced that it was 

raising the cash reserve ratio (CRR), the proportion of total liabilities of a 

bank held with the central bank, from 4.5 per cent to 5 per cent in two 

phases on 18 September and 2 October. It was an effort to suck out 
money from the banking system after the inflation rate touched a four-year high 
beyond 8 per cent. Will this do the trick, or are more measures needed to curb the 
spiralling inflation rate? BW spoke to a cross-section of economists about their 
reactions to RBI's latest move in the battle against inflation. 





e The recent hike in CRR by 50 basis points is part of a 
mix of measures to lower liquidity in the system. The 
problem is that there is a huge amount of excess liquidity 


ADU 





i, r 
: : in the system. This measure may be followed by a repo rate 
j ^ rise. Assuming that crude prices stay where they are and 
| ,2 the measures taken by the RBI will affect inflation with a 
Saumitra Chaudhary lag, the inflation rate could come down to 7-7.5 per cent by 
| Icra December, and to 6-6.5 per cent by next March. 








E Lis not expecting this move by the RBI. The central 
bank is trying to achieve quick results in the battle against 
inflation. The problem is that this measure may discourage 
credit growth. There may have to be a trade-off in the short 
run between banks' willingness to make loans and fighting 
inflation. Given that bank loans tend to be largely made for 
investment, this measure discourages that [investment]. 
Reducing money supply may not be the right way to 
fight inflation and should have been the last resort. What 
the government needs to do is discourage consumption. 





B.B. Bhattacharya 
Inst. of Econ. Growth 


© Ahe CRR hike will help in terms of sucking liquidity out 
of the system. It is one measure to control inflation, but I 
think its impact will be minimal. That’s because, in a 
situation where Rs 40,000 crore is being sucked out by repo 
[deals] everyday, an amount of Rs 8,000 crore being sucked 
out by the CRR hike is not likely to make much difference. 
But I do think that the inflation rate may taper off in the 
coming months because oil prices have begun to stabilise 
at lower levels from the highs reached earlier. 





HEMANT MISHRA 


H.N. Sinor, 
Indian Banks' Assoc. 


| Tre key question now is whether the next step would 

| beahike in the rates. Since the rise in inflation is mainly 

| due to supply-side factors, a rate hike may not be the best 
| policy response, as it could choke growth. We are hopeful 
that the recent fiscal and monetary measures will help 
tame inflation in the coming months. The rise in inflation 
during the last few months is mainly due to higher global 

| commodity prices (crude and metals), and adjustments to 
past data. While these measures will help tame inflation, 

| we believe that inflation in 2004-05 (estimate) will average 
6.5 per cent, compared with 5.3 per cent in 2003-04. 








Rohini Malkani, 
Citibank 
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WELVE years after the launch of 

economic reforms, doing busi- 
ness in India is still an intense fight. 
A new report by the World Bank 
brings this reality out in stark num- 
bers. Starting a new business 
involves, on average, 11 procedures 
and 89 days, and entails costs that 
are almost half the country's per 
capita income. You can start up in 


- some other countries in the region 


with less heartburn — the Asian 


- average is 9 procedures, 46 days 


and costs 45.5 per cent of per 
capita income. In a rich country, by 
the way, it takes six procedures, 

21 days and 8 per cent of per capita 
income to get started. 


BS 


ET’S see what happens at the 
other end, when you want to 
close a business. It takes 10 years 
in India, at the end of which 
claimants can reclaim only 
12.5 cents out of every dollar 
invested in the insolvent business. 
For Asia, it’s 5.2 years and 
21.4 cents. In the rich countries, it 
will take a mere 1.7 years to shut 


- shop and lenders can get back 


72.1 cents out of every dollar put in. 
In India, the Licence Raj is gone, but 
the Inspector Raj survives. The 
government will need to clear the 
govemance mess if enterprise is to 
be unleashed. Otherwise, we will 
keep having many more years of 
spectacular self-goals. 


BS 


OU would think that there is 

nothing more interesting in the 
Census 2001 than the data on 
different religious communities. 
It is typical of our times that of the 
reams Census data released by 
the government, only one bit has 
caught popular attention: the fact 
that the growth rate of the Muslim 
community is higher than that of 
others. Actually, there is a lot 


elec IDEAS 


by Niranjan Rajadhyaksha 


_ else of interest in the Census 2001 


as well. 
Take the household data that 
has been collected for the first time 


| ina national Census, rather than in 
, a sample survey. Did you know that 
| only 35.5 per cent of all households 


used banking services? Or that 
43.7 per cent of them owned 
bicycles, 35.1 per cent had a radio 
or transistor, and 31.6 per cent 


, owned a television? Or that only 


15.93 per cent of women had work 
for more than 183 days in a year, 


| compared to 50.93 per cent of 


males? So why are we obsessed 
with just the data on religious 
&roups? One letter in the Indian 
Express offers an explanation. India 
has 2.2 million factories and work- 
shops, 1.5 million schools and col- 
leges, and 0.5 million hospitals. But 
we have 2.4 million places of wor- 
ship. We have more places to wor- 
ship than to work, study or regain 
our health. Think about it. 


BS 


VERWORKED? Then read what 
follows. Last week, this column 


| had quoted from Robert Fogel’s 


book, The Escape From Hunger 
And Premature Death, 1700-2100. 
Here’s another interesting obser- 
vation from the same book, picked 


_ up from marginalrevolution.com: 


"...Contrary to much of public 


, Opinion, the lifetime discretionary 


hours spent earning a living has 
declined by about one-third over 


| the past century... in 1880, four- 

_ fifths of discretionary time was 

, Spent earning a living. Today, the 

. lion's share (59 per cent) is spent 
| doing what we like. Moreover, it 

| seems probable that by 2040, 


close to 75 per cent of discre- 


_ tionary spending will be spent doing 
_ what we like, despite a further 


substantial increase in discretionary 


_ time due to the continuing 


expansion of the life span." ™, 


-er - eo eee a m M NO Re erry 
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BHARTI GROUP 
Primary colours 





FTER concentrating on telecom 

for years, the Rs 5,400-crore 

Bharti group is now in diversifi- 
cation mode. After bidding for the mod- 
ernisation projects of the Mumbai and 
Delhi airports earlier this year, it is bet- 
ting big on the primary sector. 

It has set up FieldFresh Foods, a 
50:50 joint venture between Bharti En- 
terprises (the family-owned holding 
company) and ELRo Holdings India, an 
arm of the UK-based investment bank 
Rothschild. The total investment is of Rs 
250 crore. Former Barista chief Ravi 
Deol will be running the venture. 
Rakesh Mittal — Sunil Mittal’s elder 
brother, who manages the telephone 
manufacturing business — will head it. 

To begin with, the company will ex- 
port fresh fruits and vegetables. It plans 
to enter food processing later. 

Why the foray into the primary sec- 
tor? Sunil Mittal sees food as the largest 
globally outsourced product out of In- 
dia in a few years — adding up to as big 
an opportunity as business process out- 
sourcing is today. There are other rea- 
sons too. The diversification would al- 
low Bharti to use its burgeoning 
resources — managerial talent and cap- 
ital— in a more efficient manner. E 

ANUP JAYARAM 


News on the web| | [^ 






Tying the strands: Medibic 
Alliance of Japan has picked up a 
stake in bioinformatics company 
Strand Genomics. Will this bring 

Strand closer to the technologies 
needed by the pharma industry? 
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CONNECTING PEOPLI 
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mega pixel camera Bluetooth 
for ultra sharp pictures for sharing mega files 


mega share 


jemarks or registered trademarks of Nokia Corporation. 


trad 


64 MB multimedia card 65,536 colour mega screen 
to store mega files for vivid colour images 


mega memory mega colour 
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A LL pe — VETAT SA INK mega 7610 

1 mega pixel 10min. video Edit with Storein 64 MB Share via MMS 

camera recording Movie Director qualityimages Multimedia card or Bluetooth’ 


www.nokia.co.in MRP Rs. 28,499 


1 MMS is dependent on the network as well as on the compatibility of the devices used and the content formats supported. Please check with your local networ 
Inc. Devices need to support Bluetooth wireless technology. Nokia 7610 is compliant with and adopts the Bluetooth Specification 1.1. However, inreroperabl 
technology is not guaranteed and depends on compatibility. For more information on the compatibility between the devices with other product support 


: ; Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones.Nokia India Warranty is 
# | i : 
Maii] 30303838 applicable only for phones imported by Nokia India Pvt. Ltd. "Add STD code when dialling from a GSM connection 
To download exciting ring tones, picture messages, screen icons, wallpapers and games send HL to 5555. For more choice visit the Tones, Graphics and Games section on www.n 





WPP BUYS GREY WORLDWIDE 


HEN Martin 
won the hostile take- 
over of Ogilvy & Mather 
in 1989, ad guru David 


Ogilvy was so incensed that he called | 


him "that odious little shit". Over the 
years, most experts have remained 
equally sceptical of the former finance 
director at Saatchi & Saatchi who began 
his now-famous shopping spree at WPP 
with the buyout ofJWT in 1987. 

Yet, last week, Sorrell's buyout of 
Grey Worldwide, the world's largest in- 
dependent ad agency, could well alter 
the perception of his critics. That is be- 
cause most people have overlooked a 
crucial point: Sorrell has actually quietly 
consolidated his hold over meaty global 
accounts. It’s these very global accounts 
that have actually driven the worldwide 
consolidation of the ad industry, says 
Professor Nirmalya Kumar of the Lon- 
don Business School. 


Canon 





BA remy 


Sorrell | 





fax 


The reason is simple: stable global 
accounts offer economies of scale and 
improve margins for an agency with a 
global footprint. But the real challenge 
is to ensure that competing clients can 
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| be effectively served without conflict of 


Martin, the magician 


| excess of $0.5 billion. These included 


interest. How does Sorrell ensure that? 
Sources say that last year WPP iden- 
tified 25 global accounts with billings in 


Unilever, HSBC, Colgate, Gillette, Pep- 


| sico and Amex. WPP then negotiated a 
_ Special deal with each, promising an in- 


tegrated bouquet of marketing services 
across the globe from among the three 
leading agency networks and other spe- 
cialist arms. A senior WPP person — like 
Tim Davis, who handles the entire 
Unilever business — is then appointed 
to manage each relationship. So far, 
WPP has signed up 12 such accounts, 
with another four to follow apparently 
in the next few months. Now, with the 
Grey deal, WPP adds the biggest of them 
all: Procter & Gamble. 

But why would P&G agree to work 
with WPB especially given that both 
JWT and Ogilvy handle Unilever, one of 
its fiercest rivals? At one level, multina- 
tionals like P&G have come to realise 
that they can negotiate far lower fees at a 
global level, compared to what they 
would pay country-by-country. Com- 
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panies are also able to ensure a uni- 
formly superior mix of talent and re- 
sources across the globe — something 
a standalone agency may struggle with. 


Besides, Sorrell realised early that | 


economies of scale were primarily in 
media buying and shared services, 


where there were few conflicts of inter- | 
est. The creative part did raise conflicts. | 


That's why Sorrell has now hit upon a 
new formula of using smaller creative 
teams that work independently on 
dedicated accounts. For large multina- 





tionals, the agency can afford to dedi- | 


cate a global creative team. 


Early this year, WPP won the global 


pitch for HSBC. To avoid a conflict, WPP 
took care to create a 'dedicated virtual 
brand team' drawn from its networks 
across the world. In India, its lead 
agency JWT already handled Standard 
Chartered Bank. So the HSBC account 
went to its sister concern, Contract. 

If more clients like P&G buy into 
Sorrell's logic, it may not belong before 
people see Sorrell more as a magician 
than a patchwork artist. » 

INDRAJIT GUPTA 


Canon Laser Faxes with Jumbo Memory. 
You won't miss a single fax, even when there's no paper. 


Canon Laser Fax Machines (L220 and L295) come with a Jumbo 
Memory that can store information of up to 450 pages at a time. 
So when you're receiving critical documents and the paper 
runs out, the information gets stored in the memory. And is 
ready to print as soon as you add paper. On the other hand, 
when you send faxes, they transmit them at a whopping speed 
of 3 seconds per page. So you save time, save money and 


save yourself from missing out on any faxed information. 


Up to 450 Page Jumbo Memory* 
Faxes at 3 secs/page (super G3 modem)* 


Amazingly low running cost (less than Re. 1/page)* 











THE OUTSOURCING DEBATE 
Nobel laureate joins the other side 


An Elder Challenges Outsourcing's Orthodoxy 
Ll i 
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Paul A. Samuelson has written en article quevlionng many ssrumpuons bout the bensfita of outerurewg 
By STEVE LOHR 
Publanet Vegumher 8 2004 


A t89, Paid A Saruelson, the Nobel Prise-winning 

economust and professor ementus at the Massachusetts 
Insutute of Technology, stil seems to have plenty of wtelectual 
edge and the abdity to antagonize and amuse 


CONOMICS Nobel laureate 
E Paul Samuelson has thrown a 

dampener in the cozy consen- 
sus that exists among most main- 
stream economists about the benefits 
of outsourcing. He is reported to have 
said, in a soon-to-be published article 
in a scholarly journal, that the pre- 
sumption that the American economy | 
will benefit in the long run from all | 





forms of intemational trade, includ- 
ing outsourcing, is a ‘popular, polem- 
ical untruth'. BW has not had access 
to the article, the impending publica- 
tion of which was reported by The 
New York Times last week. 
Traditional free trade advocates 
have argued that in the short run, 
free trade could create both winners 
and losers, but assume that the ben- 
efits will outweigh the losses over 
the long term. According to the NYT, 


| Samuelson has said that this is not 
| necessarily the case. Samuelson told 


the NYT that "the mainstream de- 
fenses of globalisation were much too 
simple a statement of the problem". 
However, Samuelson said his article 


| was nota justification for protectionist 


measures in trade and it did not come 
with a menu of policy measures. W 
AVINASH CELESTINE 
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INTEL 


A new chip 
in the hand 





FTER two decades of 
focusing on the speed 
(frequency) of the chip, 
which has now reached 3.6 GHz 
on the latest Pentium 4, Intel is 
looking for other ways to increase 
processor performance. The move 
was needed because higher 
frequency also leads to over- 
heating of microprocessors. 

The new buzz is around dual- 
core chips, which is akin to having 
two chips in one. Last week rival 
AMD displayed a dual core server 
chip, while Intel talked about 
having it across its product lines. 

On desktops, Intel's dual core 
chip promises to handle multiple 
tasks better, like playing a movie 
in one room while streaming video 
or audio to a PC in another room. 
"We are moving from asking how 
many chips per computer to how 
many computers on a chip," says 
Paul Otellini, Intel'S president and 
COO. In 2006, about 40 per cent 
of Intel's desktop chips and 70 
per cent of its notebook chips will 
be dual core. For servers, it will be 
as high as 85 per cent. 

One Wall Street analyst is 
doubtful if there will be enough ap- 
plications that need dual core 
chips by the time they hit the mar- 
ket. Given Intel's launch record, an 
IDC analyst raises another point: 
"Will Intel deliver on time?" L4 
SHELLEY SINGH 





FRESH INVESTMENTS IN ORISSA 


Sun god smiles again 


HANKS to a seemingly insa- 
tiable global demand for steel 
and minerals, at least one 
state in India is witnessing fre- 
netic industrial activity in the metals 
and minerals sector. Conservative esti- 
mates say over Rs 50,000 crore may be 
headed towards Orissa over the next few 
years, thanks to the interest shown by 








national and international majors like | 


Tata Steel, Essar Steel, Posco, BHP Billi- 
ton and Mitsui. 








Orissa is one of the richest states in | 


the country in terms of mineral re- 


sources. The state has 26 per cent of the | 


country’s unexploited iron ore reserves 
and 41 percent of the unexploited baux- 


ite reserves. While the state-owned | 
Orissa Mining Corporation (OMC) con- | 
trols a large part of the reserves, there is | 


enough left for private players. OMC 
controls over 41 per cent of the state’s 
bauxite reserves. For chromite, iron ore 


and manganese ore, it controls about 29 | 


per cent, 20 per cent and 35 per cent of 








the state's reserves, respectively. This 
still leaves around 1,018 million tonnes 
(mt) of bauxite, 66 mt of chromite, 
3541.8 mt of iron ore, and 34.4 mt of 
manganese ore for private players. 

The paradox is that its biggest trea- 
sure has been a bane when it has come 
to planning for a sustainable economic 
growth. Successive state governments 
have been promised investments in 
downstream sectors, while companies 


| have just extracted ore. This time 


around, Naveen Patnaik's government 
seems to have a more durable plan. The 
state has come out with a steel policy as 
part of its latest Industrial Policy. Ac- 
cording to this, only projects of at least 
0.25 million tonnes per annum (mtpa) 
of capacity will be given captive iron ore 
mines. To get a mine on lease, a com- 
pany has to ensure three things: com- 
plete land acquisition for a plant, 
achieve financial closure, and invest at 
least a fourth of the project cost. Then 
again, only deals cleared by the Indus- 





BPL COMMUNICATIONS SUES ITS INVESTORS 


Biting the hand... 


O the victor go the spoils. Ex- 
cept, in this case, by the time 
the victor is determined, the 
spoils may well be spoilt. BPL 
Communications chairman Rajeev 
Chandrashekhar and his foreign equity 
partners — Actis, Asian Development 
Bank and AIG — have been facing each 
other in law courts for close to two years 
now. When last heard, the case was in 
arbitration in London. Now, the 
telecommunications entrepreneur has 
sued his investors for $400 million for 
“loss in business opportunities". 
According to sources, the lawsuit 
was prompted when the investors 
asked Chandrashekhar of his strategy 
once long distance rate cuts were an- 
nounced by Reliance Infocomm and 
BSNL. BPL investors do not believe it is 
possible for the company to exist as an 


independent entity today, with compa- | 
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TRIBHUWAN SHARMA 





R. Chandrashekhar: Cross connection 


nies like Bharti, Reliance Infocomm, 
BSNL and Hutch strengthening pres- 
ence across the country. Chan- 
drashekhar, on his part, believes that the 
investors have done the company more 
harm than good by forcing it to fritter 
away opportunities. 


Graphics: NEERAJ TIWARI 








Destination Orissa 






COMPANIES! 


PROJECTS PLANNED 





COST 


(Rs crore) 


a a ata a Era aaa aa 


res Puerum Pt tit arrene ranae 


Note: Projects are at various stages of consideration | 


mtpa = million tonnes per annum 


trial Promotion and Investment Corpo- 
ration of Orissa and the high-powered 


, Industrial Infrastructure Advisory Com- 


mittee, headed by the chief secretary, 
will be signed up. 
By way of incentives, the state has 


amended. its Industrial Policy to treat 








diron ore projects with out- 





lays of over Rs 300 crore as mega pro- 


jects. Other mineral-based projects over 


Rs 100 crore will also be deemed mega 
projects. For non-mineral based pro- 
jects to qualify as ‘mega’, the invest- 


One such lost opportunity was an 
initial public offering scheduled for 
2000. The BPL group claims that the in- 


. vestors dallied much too long over the 


valuation. The offering was getting a 


x price of $14-15, while the investors were 


eyeing: at least $18. Says one source: 
"They were looking for a guaranteed re- 
turn. That is just ridiculous in an equity 
situation." Then again, the group ac- 
cuses the investors of scuttling the 
merger option with Idea Cellular (then 
Birla-AT&T). The failed merger trig- 
gered BPL Communications value de- 
molition. According to investment 
bankers who saw the deal, the problem 
was again with the valuation. 

For the investors, one bone of con- 
tention is the way Chandrashekhar runs 
the business. "He treats equity investors 
like debt-holders and rarely listens to 
what they have to say," says a banker. 
There is some credence to this, because 
Chandrashekhar has had problems 
with all his investors — be it France Tele- 
com, Actis or AlG. For instance, sources 
say that even during this arbitration, 


ments will have to be Rs 25 crore or 
above. Half the sales tax collected by the 
state for mega projects will be refunded 
from the second year of operations till 
thetenth year. And none of them would 
have to pay any entry tax for importing 
raw materials. 

Thesunis shining again on the state 
of the sun god. Fora sense ofhow much 
hay the state may get to make from this 
sunny weather, see the chart ‘Destina- 
tion Orissa’. D 

PALLAVI ROY 


BPL has tried to cut different deals with 
different investors. 

Meanwhile, the future of BPLs tele- 
com business is slowly being whittled 
away. As the telecom game moves into a 
competitive gear, it will get increasingly 
difficult for BPL to last with limited re- 
sources and a three-state footprint. 
"Something should happen within the 
year, or it will get very difficult for Chan- 
drashekhar,” says an official associated 
with the group. 

Nimesh Kampani of JM Morgan 
Stanley has been entrusted with finding 
a merger option for BPL. Its prize net- 
work is clearly the Mumbai one, where 
BPL has an incumbency advantage with 
the 900 MHz spectrum. Due to this 
property, sources indicate that Chan- 
drashekhar is holding out for a plum 
valuation. In the past, he has failed to 
close deals with Singapore Telecom and 
Hutchison. In fact, Hutchison had of- 
fered Rs 2,500 crore to buy out all of 
BPLs properties; Chandrashekhar re- 
portedly wanted Rs 4,000 crore. E 

RADHIKA DHAWAN & SHISHIR PRASAD 
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Mobiles vs fixed lines | 
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March '00 


March 03 


Note: Figures for September are provisional | 
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NITIN DESHMUKH 


Back in the ring 


ITIN Deshmukh is back in 
N town. After spending nearly 
three years in hibernation, 
he has teamed up with Kotak Bank 
to launch the Kotak-SEAF fund. 
The venture capital fund is ex- 
pected to raise $60 million and will 
look at all sectors; about $30 mil- 
lion has been raised till now. 
Sources say Kotak Bank itself is 
putting in another $4 million- 
$5 million. It will have two sepa- 
rate investment vehicles: domestic 
funds for sectors that have foreign 
investment limits, and a dollar 
fund for sectors without such re- 
Strictions. If the fund's size is any 
indication, it would want to invest 
$3 million-$6 million in each deal. 
Till June 2001, Deshmukh was 
with ICICI Ventures, where he 
invested in Sun Pharma, Biocon, 
TV Today, Shopper's Stop and In- 
dus League. He then moved on to 
start the private equity business of 
Dresdner Kleinwort Benson in 
India. The venture never took off 
— Dresdner Bank was sold off to 
Allianz and it got out of India. 
Deshmukh then joined SEAF, a 
$425-million emerging opportuni- 
ties fund backed by IFC. When 
Deshmukh met Kotak Bank re- 
cently to pitch for funds, they 
asked him to start a fund for them 
instead. Deshmukh convinced IFC 
to launch the fund in alliance with 
Kotak Bank. a 
SHISHIR PRASAD 





Finding his 
own Nirvana 


VERY other afternoon in 

the summer of 2001, a tall, 

lean young man would 

give pavement artists 
company outside Mumbai's 
Jehangir Art Gallery. He would 
watch them sketch, hear them talk, 
and then leave unobtrusively. 

Raj Kondur was then an out-of- 
work venture capitalist who had 
just chucked his job as director at 
Chrysalis Capital. “Ashish and I had 
different views on the world,” is all 
he would reveal about his decision 
to quit the firm he had co-founded 
in November 1999 with Harvard 
batchmate Ashish Dhawan. 

Since then Chrysalis, now 
re-christened ChrysCapital, has 
gone on to become the biggest suc- 
cess in India’s 5-year old venture 
capital history. After the Spectra- 
mind exit in September 2002, 
which got it a 25 per cent internal 
rate of return, ChrysCapital has not 
looked back. Nor has Kondur. Six 





Jl itn ot 


Kondur: "I'd probably be a better VC now" 


months after quitting Chrysalis, he | cially christened in July 2002, it went live 


switched sides to turn an entrepreneur, 
and chose the then emerging business 
process outsourcing (BPO) sector as his 
next stop. Nirvana, the firm he founded 
in 2002, has reached a turnover of $10 
million-$12 million in just two years, 
and by the current valuation metrics, 
would be worth at least $25 million-$30 
million. BPO isn't an entirely unfamiliar 
territory for Kondur. Spectramind was 
his earliest bet on the sector. 

How does it feel being on the other 
side? “I had done all of it before — selling 
an idea, raising money from investors,” 
says he. But there was something differ- 
ent. And this time, Kondur took a leaf 
out of tennis (it was a tennis scholarship 
that took him to the Georgia State Uni- 
versity at the age of 17). “A training camp 
at Kanteereba stadium in Bangalore 
taught me that you can't get on court if 
you don't go through the paces. First, fo- 
cus on the fundamentals,” says he. 


So even though Nirvana was offi- | 
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with operations only around December 
last year. Kondur concentrated on 
building the company’s foundations. 
This rested on the ability to build tech- 
nology platforms to solve BPO prob- 
lems and forge a strong management 
team. Among others, Kondur roped in 
Robert Reilly, the erstwhile CEO of BPO 
firm FirstRing, to head CRM operations. 
“We have raised $8 million in funding so 
far from high networth individuals and 
won't need more for a while, unless we 
make an acquisition,” says Kondur. He 
expects to clock $ 25 million in revenues 
by December 2005. 

Are there any misgivings about leav- 
ing Chrysalis? “When I decided to leave, 
Chrysalis had lost the passion we had 
started out with. I wanted to stop sign- 
ing deals after the first four; I vetoed 20 
deals. When you're a VC, you cannot do 
that. I'd probably make a better VC 
now," he says without any regret. E 

SNIGDHA SENGUPTA 
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AIDS DRUGS 


Making a big stride 


HEN the 

Bush admin- 

istration set 

up the $15- 
billion Presidents Emer- 
gency Fund for AIDS Relief 
(PEPFAR), one of its first 
ports of call was India. In 
June, PEPFAR officials had 
been to Mumbai on a 
prospecting mission for 
anti-Cretro virals (ARVs). 
Their only condition: the In- 
dian drugmakers had to ob- 
tain approval from the 
United States Food and Drug Adminis- 


tration (USFDA) for their products. | 


Now, we learn that the USFDA will be in- 
specting an Indian supplier for ARVs for 
the first time in November. 

And no, the company whose facili- 
ties they will be inspecting is neither 
Ranbaxy nor Cipla. The Bangalore- 
based, $100-million Strides Arco Lab is 
the first in line. In an hour-and-a-half 
long conference call, 12 officials from 
PEPFAR and USFDA grilled the Strides 
Arco management on manufacturing 
preparedness and regulatory filing de- 
tails for ‘fast track’ approval. This means 
Strides application would be reviewed 


— Offbeat God's own drink 


HE launch of Palm Lahar soft 
T drink could have gone unnoticed 

as just another cola launch, had it 
not been for the owner of the brand. 
Unbelievable as it may sound, it's the 
tourism-minded government of Kerala. 

The drink is made of palm sugar, 

cane sugar and carbonated water, 
based on a formula developed by the 
Central Food and Technological 
Research Institute, Mysore. Launched 
recently by the state's industries 
minister P.K. Kunhalikuty with great 
fanfare, it is manufactured and 
marketed by Kelpalm, the state 
organisation promoting palm products. 
At present, the product is shipped out 
of the lone manufacturing facility in 








Strides' CEO Ravi Shankar: waiting for the USFDA 


and approvals given within six weeks. 

It is good news for the mid-sized 
company, which has concentrated 
solely on the exports market through a 
carefully devised strategy. The revenues 
it could accrue from this deal are 
tremendous. For instance, a year's sup- 
ply of drugs procured by PEPFAR for 
20,000 patients could translate into rev- 
enues of $3 million. Incidentally, Strides 
has also got a World Health Organisa- 
tion prequalification for Lamivudine 
and Stavudine. It is in the process of get- 
ting approval for its triple combination, 
Lamivudine+ Stavudine -Nevaprine. Wi 

GINA S. KRISHNAN 










Thiruvananthapuram, 
set up at an investment 
of Rs 1 crore put in by the 
state government. "It'll 
take us just six months to 
have a plant each for all the 
14 districts, provided there are 
required government sanctions,” 
says Y. Shahul Hameed, 
managing director of Kelpalm. 
Forays into other states are likely 
to follow. 

The state wants to take the 
multinational cola makers head- 
on. The deep-brown beverage, pack- 
aged in 300-ml, 250-ml and 200-ml 
bottles, is priced at par with Coke and 
Pepsi. And like its competitors, Palm La- 


ASHISH SAHI 
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D.S. BRAR 
His first bet 


EVEN months ago, when he 

left Ranbaxy Laboratories, the 
question on everyone's lips was 
what would Davinder Singh Brar, 
the high-profile managing director 
and CEO of the $1-billion pharma 
firm, do now? Brar himself gave a 
clue when he said he was 
exploring the idea of being a 
pharma venture capitalist. 

Well, DSB, as he is known, has 
lived up to his words. Sources re- 
veal DSB has made a substantial 
investment in the Sanjay Reddy- 
promoted GVK Biosciences, a con- 
tract research organisation set up 
two years ago. Reddy's Boston- 
based firm's research facilities in 
Hyderabad are geared to tap the 
opportunity in outsourcing drug 
discovery-related services from 
India. GVK has over 275 scientists 
and hopes to up its strength to 
500 by 2005. Besides medicinal 
chemistry and informatics, it offers 
clinical trials as well as bioequiva- 
lence studies, site management 
and data management. With GVK 
being DSB's first big investment, 
the spotlight is now on the firm. lH 

GINA S. KRISHNAN 


har is aimed at the youth. 

"We are advertising on 
cable TV channels and 
Doordarshan," says 
Hameed. 

It's not the first 
time the state is trying 
to launch a cola. Its first effort 
in 1996 came a cropper 
"because of the dumping tactics 
employed by Coke and Pepsi", 
says Hameed. But things are 
different this time around. 

"These brands have lost their 
popularity here and you know 
why," says Hameed, while reading 
out from a list of laboratory tests 

Palm Lahar has passed. Are the 

cola giants listening? E^ 
RAJESH KUMAR SINGH 
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aversion 


Or soiled 
currency 








In good ol’ cas 
we don’t trust 





SIS the case for most of us, I went 
to my bank on the first working 





an old account holder, I enjoyed 


the luxury of chatting with the manager, while | 


someone else withdrew the money and politely 


gave it to me in an envelope. Like a dutiful _ 
husband, I deposited the envelope with my | 


wife. Four days later, hell broke loose. 

In a bundle of hundred Rs 100 notes, sev- 
enty-five were perfectly usable, un-torn notes. 
| The only problem was that these were pretty 
| old notes — ones without the picture of Ma- 
hatma Gandhi which were issued at the time 
when I.G. Patel and M. Narasimham were the 


venerable governors of the RBI. Since most | 


people, especially shopkeepers, had forgotten 
what the 'pre-Gandhi' Rs 100 notes looked like, 
nobody was willing to accept any of them as le- 


gal tender. Not a single note was remotely torn, | 


nor was any significantly soiled. It was just a 
bunch of unfamiliar notes. 


The household grocer did not accept them, | 


neither did our maids, nor our driver. My wife 


painstakingly recalled all the notes and count- | 
ed them out, after which I went to the bankand | 


got them replaced by more contemporary 


notes. My bank manager was terribly apolo- | 


getic, though she had no reason to be. She had, 
after all, given me perfectly valid legal tender. 


This episode made me think on a topic that | 
I have mulled over in the past — on what con- | 


stitutes ‘trust’ in different societies. With apolo- 


gies to Francis Fukuyama, who has written a | 


brilliant treatise on the subject, here is my hy- 


pothesis. There are two forms of trust: one that | 


involves trust between known people, and an- 
other which is of a far more anonymous form. 
“I trust my daughter", “My wife trusts me", “I 
trust my colleague, Vishal”, “Gujarati diamond 


merchants trust each other” are examples of | 
personalised trust where A trusts B because A | 


knows Basa part of the family, ora small organ- 
isation in which they belong, oras parts of close 


day of this month to withdraw | 
money for the household. Being | 











kin-linked businesses or occupational groups. 

India has very strong bonds of such person- 
alised trust. Developed societies, however, go 
beyond the personalised form of trust to create 
and sustain credible institutions that foster 
anonymous trust. "I trust our judicial system" is 
a very different fiduciary statement than “I trust 
my wife". Unfortunately, this is where India fails 
quite abysmally — and there is no greater ex- 
ample of this than our steadfastly refusing to 
accept slightly torn or soiled currency notes. 

At the end of the day, a Rs 100 note is only a 
piece of intricately printed, watermarked pa- 
per, which has a unique number and a declara- 
tion that "I promise to pay the bearer the sum of 
one hundred rupees”. It is not backed by any 
gold or precious metal. It works only because of 
anonymous trust. I give it to you as a payment 
for lunch; you accept it because you trust its va- 
lidity as a medium of payment. 

In no country that I have been to, which in- 
cludes quite a few developing nations, have I 
ever seen a shopkeeper or a taxi driver refusing 
a partially torn or soiled note. I remember ask- 
ing an Egyptian taxi driver once if he would 
accept a half-torn note. He looked at me as if I 
was demented, and couldn't understand why I 
asked such a question. Egypt is no great shakes 
as far as public institutions are concerned, but 
clearly its people trust its currency more than 


| we do. Perhaps we, in South Asia, have lesser 


faith in our currency than others. 

That brings me to another experience in 
1978. I was doing some fieldwork in the back- 
woods ofthe Garo Hills in Meghalaya, at a time 
when the state had virtually no electricity what- 
soever. The Garo tribals grew succulent pine- 
apples. In the interiors, there were three prices 
for pineapples: the lowest if you paid by coins, 
somewhere in the middle if you paid by fresh 
notes, and highest if the notes were considered 
soiled. We have progressed since then. Now we 
have only two sets of prices — the quoted one, if 
the notes are acceptable, and infinity if they are 
torn or soiled. That's some trust for you! gn 
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To grow a new market, you need new thinking. 


In emerging markets, there's 
potential for investment 
growth in everything from 
flowers to mobile phones. 


Actis, the new investment 
management company created 
from CDC, is uniquely placed 
to help investors benefit. 


We're a leading independent 
private equity investor in 
emerging markets. 


Our people have a reputation 
for pioneering new thinking 
to stimulate private sector 
growth. 


For example, we led the 
privatisation of Punjab 
Tractors, the first deal of its 
kind in India to be backed by 
private equity. 


And in Africa, where fixed 
phone lines are unreliable, we 


saw the potential of Celtel, 
which is now Africa's leading 
mobile phone group. 


Leaps like these, however, 
don’t happen by accident. 


They happen because our 
people are there on the 
ground, deeply involved with 
companies, countries and 
cultures. 


We're there working closely 
with the companies we invest 
in, providing strategic advice 
and helping them win business. 


They find our presence 
reassuring. And so do our 
investors. Ni. 


To discover how we have i 3 
generated success both for A M 
investors and investees, visit CUIS 
www.act.is The positive power of capital 





depth 


IT'S a measure of the dramatic rise 
in the profile of the Planning 
Commission that its deputy 
chairman Montek Singh Ahluwalia, 
just three months after taking over, 
has already come under fire from the 
Left. Such controversy would have 
been impossible under the previous 
government, which barely paid any 
attention at all to what the 
commission said or did. Ahluwalia 
spoke to about the 
Commission's new role, growth and 
his problems with the Left. 


E What is the role of the Commission in 
a liberalised economy? 
Earlier, since a lot of investment was 


through the public sector, the planning | 


commission had a big role in allocating 
plan expenditure. That allocation role 
has not changed. There are two other 


roles which are really now much more | 
important. One is the role of policy. You | 
need to look at policies all the time and | 


provide critical inputs into them. Min- 
istries play that role because they are 


supposed to take a critical view of their | 
own policy. But inevitably, a ministry | 


that's responsible for a policy is not 
going to be able to take as independent 


a view on whether those policies are | 
working. Thats where the Planning 


Commission might come in. 

The third role is anticipating longer 
term challenges — ministries can also 
do this. But again, a lot of long-term 
planning involves looking at the impact 
of other policies on what a ministry is 


doing. Ministries are not in a position to | 


do an analysis of what these other poli- 


cies will be. Somebody from the outside - 


needs to do this. For example, if the en- 


ergy policy forces you to recognise that | 


you will need to import most of your en- 


ergy sources in the future, and also that | 


you want to reduce dependence on fos- 
sil energy, you have a number of op- 
tions: you can go for nuclear power or 
non-conventional energy, and also for 
energy conservation. But all these ap- 
proaches require action outside, say, the 
petroleum ministry. 


E So the role of the Commission is more 

in the nature of a think tank? 
Thatisonerole. And the prime minis- 

ter has repeatedly said he wants the 


Planning Commission to play that role. 


E What are the structural changes that 
the Commission has to undergo to play 
this role effectively? 

I dont believe we should get 
swamped by focusing on structure. 
Changing structures is quite compli- 
cated. We don't have that much time. 
But we need to be a critic, and as a think 
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the role of growth. The CMP's (Common 
Minimum Programme) objective is a 
growth target of 7-8 per cent and many 
of its objectives — reduction of poverty, 
increase in employment and also an in- 
crease in the flow of resources to the 
budget to pay for these programmes — 
require rapid growth. We must try to get 
as much growth as possible. 

But the fact is, we are in the middle of 


DEPUTY CHAIRMAN, PLANNING COMMISSION 


tank we should be willing to reinvent | theTenth Plan. After two and a half years 


policy. We should not take existing poli- 
cies as given. It is also important for the 
Commission to be open to ideas from 
outside and that is something we really 
want to do. 


E You have said that the growth target 
of 8 per cent for the Tenth Plan looks 
difficult to achieve. Is there going to be a 
reorientation of policy now? 

There is no intention to underplay 
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of the plan, we are nowhere near the 
growth target. To achieve 8 per cent in 
five years when the average of the first 
three years is 6.5 per cent is just not fea- 
sible. But we should be ambitious and 
try to aim for 7-8 per cent now. 


E One of the tasks allotted to the 
Planning Commission was the 
restructuring of centrally sponsored 


| schemes. What is your view? 


DILEEP PRAKASH 





W This is something we are currently - 


engaged in and our hope is that in the 
next Plan year (2005-06), we will putin a 


Stronger element of restructuring of | 


. Schemes so that they will work better. 
There was a committee of the NDC (Na- 
tional Development Council) which 
lookedat this whole issue oftransferring 
schemes from the Centre (directly to the 
districts). There are really two views: one 
is that you transfer money to the states 
and leaveit to them to devolve resources 
to districts. The other view is that there 
should be some mechanism found so 
that transfers can go down directly to 
the local level. We have to discuss this 
with state governments whether that is 


feasible or not, Cühd: not every state has | 


the same view on that. 
My personal view is that resources 


is ..; should go directly to districts without 
any opportunity for them to be diverted. 
` The design of schemes and the choice of 


“what to do should beat the lower level, 


; M where therei is greater people's partici- 
-. . pation. Secondly, in the past, many (but 


not all) states, who had financial 
. difficulties would use the resources for 
other purposes. 

But this is not the view of the states, 
We need to set up a mechanism 


-the lower levels without delay and some 


- days. But it is not clear that every state 
can achieve that objective. 





-whereby states send the funds down to - 


states have proposed to set up a mecha- * 
- nism to ensure a transfer within seven. |. 
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BI There was talk of using forex reserves 


to increase investment in infrastructure. 
Can you tell me more about that? 


ente es tet ant SEM on nm 


lil The basic idea is that we need to puta | 
lot of resources into infrastructure. I | 
| B Ofcourse. The main point of a think 


would say that the single biggest con- 


| straint inhibiting the ability of the n- | 


dian economy to perform up toits po- — 
tential is the quality of infrastructure in. | 
this country. So where is the money go- | 
ing to come from? We have a lot ofre- | 
| Commission has that kind of backing < oo. 
| from the senior political establishment? —— 


sources in the shape of the forex re- 
serves that we hold. 


Had we invested more in thelast3-4 | 
years — say, an extra 1 per cent of GDP | 
per year, we would not have had the | 
build-up of forex reserves that we have | 


had because there would have been 
more demand in the economy which 
would have been met by more imports. 


But we didn't have that investment. So | 


we are working on ways in which meth- 
ods of financing public investment or 
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W When you talk about the Planning 
Commission taking an independent 
view of policy, there will undeniably be 
politics involved. Thats a problem that 
will come up sooner or later... 





tank is to question policy and then it 
depends on the PM and the Cabinet as 
to what view they want to take. 


W But do you really think the Planning » 

















@ We feel we have a very clear mandate — | 
to ask the relevant questions and pose 
the difficult issues. The privilegeofde- 
ciding this has to rest with the PM and = 
the Cabinet. But we do not feel in any. — 
way restrained from raising difficult is- 
sues or proposing policy changes which —— 
could contribute to achieving the objec- 
tives of the CMP. 


W You had spoken about taking outside | 
help and outside expertise to help the. 
government formulate policy. The Le 
has criticised the decision to hire ou 
experts like the World Bank or McKinsey. 
to work on certain projects... 
@ There is a misunderstanding w hich I 
have tried to clear up. | have written to. 
four of the Left leaders who had issued à 
press statement, explaining our posi- — 
tion. We are not hiring anyone — we are — 
certainly not spending any money. We _ 
have set up 19 consultative groupsand — 
we have a total of 400 people whom - 
we've invited to participate in the dis- 
cussions of these groups. We've put in 
three to four people from the Asian De~ 
velopment Bank, World Bank and a few e 
people from consulting firms like McK — 
insey and BCG. We've also included fep» 





| resentatives from the private sector, 
| NGOslike Sewa, trade unions and acad- 


public-private partnerships could be - 
evolved, relying on the use of forex | 
reserves to make the expansion of | 
| ingthem to make policy. We are inviting 
| them so we can hear their views. I really 
: do believe that the commission will not 
| add much value if it limits its appraisal 
| function to the comments of one group 


demand non-inflationary. 


WB What's the kind of amount of forex 


reserves that you are looking at? 
8 I wouldnt want to put a specific num- 


. We have reserves of over $120 billion. 1 


would think we should be able to use up | 


at least $5 billion a year in the next 2-3 | 
years. That is equal to about an extra | 


Rs 23,000 crore every year. 
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|: the outside. 


emia. It's a broad-based consultation. 
I have explained to those who've 
expressed concern that we are not ask- 


of officials about the work of another 
group of officials. The expertise outside 
government is enormous and if you 
want to challenge policy you can do so 
by bringing in critics with views from 
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depth 


UST a few months back, Vikram Mehmi was a harried 
man. The CEO of the Rs 1,313-crore Pune-based Idea 
Cellular was grappling with a perpetual problem. 
Month on month, rumour mills worked overtime on 
the imminent sale of Idea — even when Idea was the 
suitor, not the target company. Mehmi spent nearly as 
much time coping with the effects of these rumours on the 
morale of his employees as he did running the company. 

He looked around for answers but could not find one. Ru- 
mours, after all, spread faster than he could help. Until, he 
found the ideal match to this rumour mongering. Guess 
where! In his own mobile service. Today, every time a fresh 
rumour breaks out on Idea's suitors, Mehmi calls the repre- 
sentatives of his three shareholders — Tata, Birla and AT&T — 
and sends an SMS to all his vice presidents, explaining his 
findings. He has standing instructions for the VPs to dissemi- 
nate the SMSes to their subordinates, and so on. “This way | 
can ensure that the entire organisation knows the truth within 
afew minutes ofthe rumour breaking," says Mehmi. 

such a step would not have been necessary, but for Idea 
Cellular's near-orphan status. Idea is the beleaguered child of 
destiny. A product of a courtship gone sour. And of parents 
whose interest level in Idea has swung wildly. Its current own- 
ership is split 33.33 per cent each between the Tata group, the 
AV Birla group and AT&T. 

But none of its parents wants to run the organisation. Not 
one wants to own it either — each for its own reasons. AT&T 
expressed a desire about 10 months ago to cash out of India. 
Though one of Idea's original promoters, AT&T itself had been 
acquired by Cingular. The new management wanted to pull 
out all investments from the global market. In turn, Singapore 
Technologies Telemedia (STT) and Telekom Malaysia have 
jointly bid to acquire the AT&T stake. Their due diligence is 
currently on (See ‘Morphing into an Idea’). 

Ideas other parent, the AV Birla group, is thinking on simi- 
lar lines. Though Saurabh Mishra, the AV Birla group repre- 
sentative on the Idea board, did not speak to BW, the group's 
interest in telecom has waned considerably since 1995 when it 
set up the 51:49 JV Birla-AT&T Communications. In yet ano- 


“There has been some degree 

of uncertainty within and with 

the sponsors (shareholders). 

| can either bother about 

shareholders or do my job” 
Vikram Mehmi, CEO, Idea Cellular 
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ERM IS CONCERNED. 


ther quirk of fate, the possibility of the Tatas taking charge o! 
Idea, a GSM player, ended after the Tata group chose CDM 
technology for its mobile services. Worse still, Ideas proposed 
merger with BPL— that would have made it Indias largest cel 
lular service provider then — was called off in July 2003 

Clearly, events have overtaken Idea Cellular in the last 2-3 
years. Much of what it was banking on for its future has fallen 
apart. From an organisation that could have been the largest 
in India's telecom industry, Idea is today Indias fifth-largest 
player with an eight-circle (of the 23 circles) operation 

So does Idea have a future? For one, the shareholder indi! 
ference has not strapped it of cash. In fact, Idea is loaded. Its 
Rs 2,700 crore of equity is fully funded on which it has raised 
another Rs 3,000 crore of debt. Like all early cycle telecom op 
erators it also has Rs 2,000 crore oflosses. But shareholders will 
pump in more, if needed. "We'll do nothing to diminish the 
value of our investments in Idea," assures Kishore Chaukar, 
the Tata group representative on the Idea board. 

“Let the offer come. I will read it. I will not throw it out of the 
table," Chaukar says. With its shareholders looking to exit, Idea 
is grappling with its orphan status. Leading such an organisa 
tion could require a doctorate in motivation. Vikram Mehmi 
does not have that. He's trying nevertheless. 


"Destroy the competition. Go for the kill. Obliterate them 
Remove red, green and orange and all other colours Por the 
market. Only yellow and blue ( Idea colours) should remain. 

— Mehmi in the April '04 issue of Our Idea, a newsletter 

sent to 2,500 employees. 

THERE are two sides to leading such an organisation. With 
three powerful shareholders on the board, it could fall prey to 
the uncertainty, pulls and pressures on the board. Or, it could 
be run professionally as a board-managed company. 

For some time, this three-shareholder status intrigued 
[dea's lenders. "We had anxiety about which of the sponsors is 
actually driving (Idea)... That has changed with STT coming 
in," says Ashok Sud, head, client relationship, Standard Char 
tered, which has been lending to Birla AT&T since 1997 

Mehmi says that to cater to the uncertainty about Ideas 
ownership, he has had to operate like the CEO of a board 
managed company. “There's been some degree of uncertainty 
within and with the sponsors (shareholders). | can eithe! 
bother about shareholders or do my job... My competitors are 
all my enemies. I say the same on the board," says Mehmi. 

To save himself and his shareholders any discomfiture 
Mehmi runs Idea as transparently as possible. For instance, ht 
has established an independent audit committee. And the 
internal auditors, Ernst & Young, report to this audit commit- 
tee — not to him. A three-year rolling plan and the annual 
budget are approved by the board which also comes in to sort 
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all other issues that require shareholder approval. Mehmi also 
organises strategy meetings ofthe board four times a year. "It's 
a very transparent organisation. It's been upright in its docu- 
mentation, dealing and operations," says Jitendra Balakrish- 
nan, chief general manager of IDBI, a large lender to Idea with 
over Rs 400 crore exposure. Mehmi prefers the same transpa- 
rency when thinking aloud Ideas future with his employees. 


"It is time for us to honestly reflect on our mistakes, failures 
and shortcomings. It is important...to know our coordinates 
today if we want to take Idea into the next orbit tomorrow..." 
— Mehmi in Our Idea, February '04 

EARLIER this year, it was introspection time. Idea was a five- 
circle operator with 2.7 million subscribers. Though ahead of 
BPL, Escotel, Spice and Aircel, it was way behind the Top 4 — 
Bharti (6.76 million), Reliance-CDMA (6.47), BSNL (5.25) and 
Hutchison (5.15). It had to decide whether it would like to re- 
main a marginal player or challenge the leaders. Idea opted for 
the latter and acquired Escotel (0.98 million) in May '04. 

Today, with 4.29 million subscribers, the same question 
.; stares Idea once again. As India’s fifth largest mobile player — 
~ half the size of Bharti’s 8.28 million subscribers — does Idea 
< have a future? Put that question to the largest telecom player, 
—. Bharti’s Sunil Mittal, and he believes at least one big consoli- 
dation is due within a year which will gobble up the smaller 
players. “I have always believed that this should have been a 
four-player market. There are five at the moment. I expect a 
consolidation. I don't know who will it be,” says Mittal. 

Put that question to Mehmi and he shoots back: “Who 
knows, may be Idea Cellular can grow bigger than Bharti!” 

Knowing the history of Idea Cellular, it would be difficult to 
discount Mehmi's enthusiasm. Originally Birla AT&T 
(Maharashtra and Gujarat), it merged with Tata Communica- 
tions to add the Andhra circle. It then acquired a 100 per cent 
stake in RPG Cellular to add Madhya Pradesh. And followed 
that with Escotel's three more circles, Kerala, Haryana and Ut- 
tar Pradesh (West). 


The Escotel acquisition also gives Idea rights to operate | 


three other circles —Rajasthan, Himachal and Uttar Pradesh 


(East) for which Escotel had won licences but which remain : 


unoperational. But for the failed merger with BPL, Idea could | “idea has made & a ! mark i in n the last 12 years. 


have added Mumbai and Tamil Nadu to this portfolio. 
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cient number of subscribers. Once growth stops, companies 
start talking. I dont see that happening for at least two years.” 
Lookat what gives Mehmi such confidence: In the 8 circles 
where Idea competes directly with Bharti, it has 4.29 million 
users against Bharti's 4.03 million. In five of these, Maharash- 
tra, Gujarat, MP UP(W) and Kerala, it has a lead over Bharti. In 
the 17 months since it launched in Delhi, Idea has worked up 
0.57 million subscribers against Bharti's 1.49 million. Mehmi 
believes when he opens up a new front in Escotel's unopera- 
tional circles, he would be a formidable force with 11 circles. 
His eyes are still set on Mumbai though. "We have a strat- 
egy for expansion. If BPL (2.27 million) fits into our strategy, we 
may consider. We do miss Mumbai (BPLs circle),” says Meh- 


mi. Mumbai-Pune has the highest telecom traffic amongall - 





routes in India. Ideas Maharashtra circle already covers Pune. _ 

Assuming that BPL eludes him and Idea launches opera- 
tions in the three new circles, its footprint will still need en- 
hancement in line with the country’s circle-wise growth trend. 
India is witnessing scorching growth in A, B and C class circles 


which have grown by 92.63 per cent, 103.95 per cent and — 


107.94 per cent respectively in the last 12 months. Metro cir- 
cles grew just 56.94 per cent. But even with the new circles, 


“Yes, we had anxiety about which of the 
sponsors is driving (Idea)... That situation 
has changed with STT coming in” 

Ashok Sud, Standard Chartered Grindlays 
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“Being an orphan is a superior set-up. It can 

be professionally managed. Idea has the 

highest margin of any company we've run" 
Edward Ty Graham, ATAT 
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. "Idea's never been an orp täi- Given the 


diversity of investment, it was felt that it 
| is better left as a financial investment" 


Kishore Chaukar, Tata Sp MM 


_ It’s going through the process of acquiring 


grow by themselves for at least two years. “There are still suffi- - 


Mehmi believes that the top six players will continue to | more circles. It’s there to stay” 


Jitendra Balakrishnan, (DBI 
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Aug1995 | Dec 1996| 2000 — 
Birla & AT&T | Birla AT&T | Tata Commun- 


form JV; win | launches ications merges | acquires MP | desire to merge | renamed as "N 
Maharashtra, | services in with Birla AT&T, | circle from RPG with Birla AT&T- | Idea Cellular EN 
Gujarat for | Gujarat forms Birla AT&T- | Cellular Tata mnd Id 
GSM mobile Tata | pt ran : ^g 
services |. S OP 

July 2003 | Jan 2004 i | June 2004 Y 
Plan to merge e dea acquires Escotel, adds Kerala, Haryana Singapore Technologies P d 
BPL's Mumbai, and Uttar Pradesh (west) circles to become Telemedia--(STT) & P 


Maharashtra, Kerala an 8-circle service provider 


and Tamil Nadu circles 


fails to materialise | @ AT&T expresses desire to exit 


Idea will have presence in only three of the five A circles, six of 
the eight B circles and one of the six C circles. Besides, it will 
only bein one of the four metro circles. However, Bhartiis in all 


A circles and metros, seven of the eight B circles and one ofthe | 


six C circles. It will launch in the remaining B and C circles too. 

While increasing the footprint'will continue to remain 
Idea's primary pre-occupation, it will have to tackle another 
frontier — average revenue per user (ARPUS) — promptly. In 
the quarter April-June '04, Ideas ARPU of Rs 369.57 was below 
the national average of Rs 402.12, and way behind Hutch's 
Rs 490.86 and Bharti's Rs 419.81. Idea says it is only now begin- 
ning to concentrate on profitable growth, not just growth. As a 
result, the company’s subscriber base has grown only 1.99 per 
cent in August 2004 as against 13.42 per cent in the previous 
month. Obviously, future growth remains a challenge. 


"Let us all grow this Idea into a superpower in the telecom 
industry and prove all soothsayers, all detractors, all 
competitors, all mediapersons wrong." 

—Mehmiin Our Idea, April '04 
WHILE the Idea Cellular board has targeted 6.5 million sub- 
scribers by March, ‘05, Mehmi himself had set a stretch target 
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33.3396 stake; due F: 
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of 10 million. At its current organic growth, neither looks 


| achievable. While it added 1.69 lakh subscribers in July '04, it 


needs to grow by twice that number, 3.14 lakh subscribers, 
every month. In August, Idea added just 83,875 subscribers. Its 
79.13 per cent growth during the last 12 months is lower than 
the national average of 84.01 per cent. Competitor! futch grew 
86.67 per cent, BSNL 86 per cent and Bharti 81.61 per cent. 
Mehmi, however, hasn't revised the 6.5 million target, 
though he admits 10 million is not likely. His contention: 
When the company has no constraint of financial resources, 


| why shouldn't it achieve the target? "We have a strategy to get 
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there (6.5 million),” says Mehmi. 

Fortunately, its shareholders, though uninterested in 
managing the organisation, have not withdrawn financial 
support just yet. Each of the three shareholders has an invest- 
ment of Rs 900 crore in its equity. With Rs 3,000 crore of debt on 
this equity base, Idea has adequate funding to cater to growth 


| inits current circles. For the three unoperational Escotel cir- 
| cles, Idea Cellular has its board's approval for an IPO of 


between Rs 1,000 crore and Rs 1,500 crore. “You are an orphan 
only if you need help. Even on a stand-alone basis we can sus- 
tain ourselves," says Mehmi. 

The only cause of concern was the Rs 2,000 crore of accu- 
mulated losses. Such massive losses are not new to telecom 
companies in early lifecycle. And Idea has some good news to 
offer. Mehmi says existing operations are cash positive by 
about Rs 150 crore every quarter. The fast growth in 1 )elhi, for 
instance, will make the Delhi circle PAT positive by November 
2004, two years after its launch. "In my current footprint, ! 
should be able to wipe out losses by March 2008,” he says. 

Finally, does anybody care if AT&T is leaving, that the Tatas 
are not interested and the Birlas may not be there for too long? 
Idea Cellular, after all, is readying for another round of acquisi- 
tions. “STT is willing to put in any number of buyouts. They 
will do all. They would like to see this company as No. 1 or NO. 
2. That's the intent,” says Mehmi. His confidence comes from 
STT-Malaysia Telekom's stated intent to raise stake to 49 per 
cent. So, Mehmi's exhortation continues: 


“Manzilein unhi ko milti hain, jinke sapnon mein jaan hoti 
hai: Pankh se kuchh nahin hota, sirf hoslon se udaan hoti 
hai.” (Only those who dream big reach their destination; You 
need courage, not wings, to fly.) 
— Vikram Mehmi in Our Idea, January'04 W 
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story 


HESE days, the managers at Hin- 
dalco aluminium factory in 
Renukoot, near Varanasi, have 
only one question on their minds: 
when will their group chairman 
Kumar Mangalam Birla pay them 
a visit? Kumar Birla hasn't been to 
Renukoot for nearly four years. But he would 
know what the 12,000-odd managers and 
workers there have collectively achieved — 
not only does it bring in a fifth of the group's 
sales, it now also ranks among the best run 
aluminium factories in the world. The fac- 
tory, which began commercial production in 
1962, continues to be a jewel in the crown of 
Indias third largest conglomerate. Inciden- 
tally, it is also the same place where Kumar's 
father, the late Aditya Birla, first sent the 
young Birla to train after he returned to the 
country from the London Business School. 
Last weekend, Birla was in Varanasi to re- 
ceive an honorary doctorate from the 
Benares Hindu University. Yet, he still 
couldn't pay a visit to the factory. 

Now, this would seem rather unusual for 
Birla, who seldom misses an opportunity to 
meet his employees. But then, these are un- 
usual times for the Aditya Birla Group. For 
the past few weeks, Birla has been en- 
sconced in high-level business strategy re- 
views with his top managers. Insiders say the 
meetings, at his fifth floor office in the spank- 
ing new corporate office in Worli, Mumbai, 
often last more than three hours at a stretch 
— and sometimes drag well into the night. 

There is a good reason for these confabu- 
lations: the group is in the process of com- 
pleting a massive investment plan in line 
with Birla's new growth strategy — and on a 
scale which is unprecedented in the group's 


57-year old history. Over the next four years, ; ; : 
Birla plans to invest a whopping Rs 20,000 Hindalco's Renukoot plant: Getting ready for the leap 





crore across his businesses — primarily in 


e 
Kumars Big 
B ets by T. Surendar 


BUSINESSWORLD 27 SEPTEMBER 2004 








“By and large, the restructuring 


< 
c 
ale 
o 
z 
te 
= 
<= 
= 
u 
I 
a 
c 
> 
x 
— 
= 
Z 
< 
T 


AV BIRLA GROUP 


aluminium, copper, cement and fertilise: 

For a comparison, in aluminium alone, the 
group will invest more than it has done in the 
last two decades. Birla had spent a better part 
of his time trying to untangle his existing 
jumble of businesses and driving opera 

tional efficiency. Today, the group is sitting 
on piles of cash. Birla's three flagship compa 

nies — Hindalco, Grasim and Indian Rayon 
— collectively threw up close to Rs 5,000 
crore of free cash flows in 2003-04 alone. 

Clearly, Birla has now chosen to shift 
gears. The next few years marks an inflexion 
point within the group. For the first time, 
Birla is beginning to think big, really big. In 
the past, Birla was simply focused on extract 
ing value rather than betting big on growth. 
He typically chose to add capacity in small 
chunks or acquire healthy, but relatively 
small, businesses. Consider a couple of his 
big bets: in 2000, he bought the Rs 1,750 
crore Indal, which added a third to his exist 
ing aluminium capacity. After that, it took 
him an agonising 36 months to clinch a deal 
with Larsen & Toubro earlier this year to buy 
a Rs 2,500-crore cement business that was 
almost as big as his own. 

Most of these deals are small compared 
to what Birla now has up his sleeve. 
Insiders say that Birla is close to finalising a 
mammoth Rs 16,000 crore investment plan 
over the next four years for his aluminium 
business. The plan, drawn up by Hindalco 
managing director Debu Bhattacharya, in 
cludes setting up two new plants. So far, th 
board has not yet seen the plan. But when 
they do and ratify it, it will increase Birlas alu 
minium capacity three times over, all at one 
shot, and pitchfork him into the global top 1 
producers’ list. Besides, for the first time, 
Birla will be even taking a few risks by his 
standards. Not only will the Hindalco 
expansion suck out much of the cash in the 






phase is behind us. Now the 
focus is on growth. And growth 
is always more exciting 
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At Rs 28,000 crore, the AV Birla group lags way behind both 
Reliance (Rs 99,000 crore) and the Tata group (Rs 65,000 crore) 
in size. But now, chairman K.M. Birla is on an expansion drive. 
His new growth strategy of investing in core businesses has 


already begun. Watch out for the big action in: 


Aluminium 


aluminium. 





Copper 


At Dahej in Gujarat, Hindalco is expand- 
ing its copper smelter. By next year, the 
5-lakh tonne capacity plant will be the 
largest single location smelter in the 
world. Again, Birla will find himself 
among the top 10 copper 
firms in the world. 








Cement 
cement player in the world. 


group, it will force Birla to take on some more debt — some- 
thing he has shied away from doing for a long time. 


When the two new plants become operational in a little over 


four years, the Rs 6,800-crore Hindalco will be almost as bigas | 


He is investing a whopping $4 billion 
(Rs 16,000 crore) in building two new 
aluminium factories in Orissa over the 
next four years to reach global scale. His 
flagship company, Hindalco, will gate- 
crash into the top 10 global league in 






In the largest ever cash deal, Birla acquired 
a controlling stake in L&T’s cement busi- 
ness for Rs 2,200 crore. At 31 million 
tonnes, Grasim is now the seventh largest 





the groupis today. And in nearly halfthe time that Birla tookto | 


increase the entire group's sales from Rs 7,200 crore to 
Rs 28,000 crore after he took over the helm. Says Bhattacharya: 
"Our plan for aluminium is unlike anything we have done 
before. It will take us into a different league." 

Itis about time the group began cranking up its growth 
agenda, some would argue. A decade ago, the Aditya Birla 
group was the second largest conglomerate in India with a 
sales of Rs 6,500 crore, ahead of the Ambani-led Reliance In- 
dustries, and behind the Ratan Tata-led Tata group (Rs 15,000 
crore). Since then, the Reliance group has zoomed past both 
the Tatas and the Birlas to the No. 1 slot. Its turnover has shot 
up to Rs 99,000 crore on the back of aggressive expansions in 





Kumars growth 


drivers 





peers. The stock markets seem to have 
noticed too. The Birla group's current 
market capitalisation, at Rs 30,000 crore, 
is just over a third of Reliance's or Tata's. 
Even a first generation entrepreneur like 
Sunil Mittal today commands a market 
capitalisation of Rs 25,000 crore for his 
flagship company, Bharti Televentures. 
Says a leading mutual fund manager: 
"Conglomerates are all about size and 
scale. Birla was talking of value creation 
when his peers were thinking big. The 
market was not convinced." 

The new growth gameplan should ad- 
dress some of that concern. Much of it is 
in line with Birla's portfolio strategy — 
something that he devised with the help 
of the Boston Consulting Group. Con- 
sider how. In the last eight years, Birla has 
consciously shifted the focus of his overall 
portfolio from predominantly fibre- 
based businesses to one that is now dri- 
ven by non-ferrous metals. The share of 
textiles has since dropped from a quarter 
of the group's turnover to below 5 per cent 
now. On the other hand, the share of met- 
als and cement has increased to 62 per 
cent. Birla has also reduced the number 
of businesses and made small investments in new age busi- 


ANAND SINHA 


| nesses like software (PSI Data), business process outsourcing 
If things go according to plan, the rewards will be big too. 


(Transworks) and branded garments (Madura Garments). 
And he has chosen to consolidate each of his businesses. 

Having cleaned up the portfolio, Birla has now narrowed 
down his big bets to just two sectors: metals (copper and alu- 
minium) and cement. The intent: to become globally compet- 
itive in all the three. The route: gain cost leadership. But just 
how will Birla get there? As things stand, much of his big in- 
vestments in both copper and cement are over — and Birla 
believes he has secured his position in both businesses. So, he 
is now putting all his eggs in one basket: aluminium. 


| Aluminium 


petrochemicals and refining. And the Tata groups turnover | 
has grown to Rs 65,000 crore, led by the two flagship compa- | 
nies, Tata Motors and Tata Steel. The Aditya Birla groups | 


turnover now is just Rs 28,000 crore. Now, though Birla has 
managed to show better profit margins in most of his busi- 


nesses, his companies have grown slower than that of his | 


5o why is Birla so excited about the opportunity in alu- 
minium? And willit give him a tenable place in the global met- 
als business? The confluence of four key issues has prompted 
Birla to pin his hopes on aluminium. One, in the last few years, 
the leading aluminium companies in the world — like Alcan 
(capacity: 3.5 million tonnes) and Alcoa (capacity: 4.1 million 
tonnes) — have begun a furious consolidation spree. They 
have bought out smaller players across Europe and the US. 
The 10 top players control more than 50 per cent of the mar- 
ket. In the process, greater scale has helped bring down the 
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cost of production. Now, the price movements in the alu- 
minium business are dictated by the London Metals Ex- 
change (LME), which acts as the benchmark. So far, Hindalco 


is able to keep its costs down, and make hefty profits. Last year _ 


it released nearly Rs 1,500 crore of free cash flow. 

For any commodity, and aluminum is no exception, long- 
term viability hinges on the ability to produce it cheaply 
through the ups and downs of the commodity cycle. Cur- 
rently, Hindalco’s cost of production is among the top quartile 
of the world's best producers. But with a capacity of just 
400,000 tonnes, it has remained a bit player. Even the 10th 
largest aluminium company produces 50 per cent more than 
Hindalco. As other companies start expanding, Hindalcos 
lack of scale will soon become a major handicap because it 
would have a direct bearing on its ability to keep costs low. 
Says Bhattacharya: "Staying in the business with the same ca- 
pacity is like running on the treadmill. You just stay where you 
are." Fortunately for Hindalco, despite its late-mover status, it 
still has a window of opportunity to scale up and enter the 
global league. The 30-million tonne aluminium market is 
growing at 4.5 per cent every year. What is more, Asia is where 
the action is and the demand is red hot. China, Middle-East 
and South East Asia are soaking up capacity, creating a short- 
age of 2 million tonnes. And apart from a handful of smelters 
in India and China, there are no new capacities being built. 
Guangdong Fenglu Aluminium Company and Aluminium 
Corporation of China are just as big as Hindalco in size. These 
smelters cater to the fast growing domestic demand and, on 
the face of it, appear to be efficient, especially since prevailing 
commodity prices are high. 

But once demand tapers off — and that won't happen in a 
hurry since the upturn in the aluminium cycle is just starting 
— it will boil down to the issue of global competitiveness. That 
is where Hindalco will enjoy a clear 
advantage. India has huge reserves 
ofgood quality bauxite ore, the fifth 
largest deposit in the world. Hav- 
ing smelters near the mine pithead 
will save substantial costs for an In- 
dian producer, which will have a 
directimpact on profitability, espe- 
cially in a downturn. A Chinese 
producer, on the other hand, has to 
import the ore and thus bear an ad- 
ditional transportation cost, dent- 
ing their competitiveness. 

Hindalco may be able to ward 
off the Chinese. But in the long run 
it will have to contend with formi- 
dable competition in its own back- 
yard: from Sterlite. Its owner, Anil 
Agarwal, is a first generation entre- 
preneur who earned his 
spurs in the telecom ca- 
bles business before diver- 
sifying into non-ferrous 
metals. Agarwal started off 
investing in copper, al- 
most at the same time as 
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factors that will determine his success in his new 

growth phase — scale, efficiency, management 
of cash flows and the skills development of his people. 
He acknowledges that it will be his people who will 
ensure that the other factors fall in place. 
.. Till just a few years ago, nobody ‘retired’ in Aditya 
Birla group. When Birla joined the company, he worked with managers who were 
nearly thrice his age. Seniority determined hierarchy, rather than merit. Birla spent 
quite a lot of time to change this. He put up performance management systems, 
reviewed compensations and emphasised on training to bring in meritocracy. 

Now, his emphasis on growth requires the next push on the people front. The 
group’s HR head, Santrupt Misra, has been working on this for the last two years. 
Misra feels that for a company to achieve growth, the HR processes need to be 
accelerated. The key, therefore, lies in spotting talent and growing them for bigger 
roles quickly. In 2002, Misra created a talent management pool that identified over 
200 managers as performers and put them ona fast track to growth. 


K UMAR Mangalam Birla outlines four important 


Building the 


competencies 





| Birla built his copper smelter in Dahej. In 1997, Sterlite bought 


over the Chennai-based Madras Aluminium, which gave him 
a small foothold in the aluminium business. Then, Agarwal's 
ambitions soared, as he attempted a hostile bid for Indal, 
which parent Alcan fended off successfully. In 2002, Agarwal 
snatched away the Rs 900-crore state-owned Balco — bidding 
far higher than Hindalco. 

Realising the need to scale up, Agarwal is now going hell- 
for-leather to expand capacity. At Korba district in Orissa, Ster- 
lite is putting up a brand new smelter using Chinese technol- 
ogy, which is 30 per cent cheaper than the commonly used 
Pechiney's technology. Sterlite will source bauxite from its 
Langigarh mines in Orissa, though it has still not got posses- 
sion of the mines from the state government. But once the ex- 
pansion does go on stream by March next year, Sterlite's alu- 
minium capacity could well match Hindalcos — and at a 
competitive price. Thats when Hindalco's numero uno posi- 
tion in the industry will be threatened. 

Besides, Hindalco's own competitiveness is being eroded 
due to aset of factors. When Hindalco first set up the Renukoot 
plant, power was easily available from the nearby Rian dam. 
Bauxite also came from the nearby mines. As Hindalco 
expanded, it put up captive power plants to keep the costs low. 
But ore in nearby mines were 
exhausted. Now, the comp- 
nay has to transport ore from 
newer mines, in some cases, 
200 kilometres away. It even 
buys some high quality ore 
from Gujarat. 

As a result, Hindalco's 
cost of sourcing bauxite is 
now higher than the state- 


Misra feels setting bigger challenges and 
giving incentives to achieve them will be the 
key in preparing the organisation for growth. 
Says Kumar Mangalam: “The task is in 
differentiating between a good performer and 
a performer.” 


BUSINESSWORLD 3] 27 SEPTEMBER 2004 





SANJIT KUNDU 




































| owned Nalco, which has a factory located at the bauxite mine 
| pithead in Orissa. However, Hindalcos costs are still lower due 
to the lower power cost. Still its competitive edge will get 
dented as the mines go further away. 
So how do Debu Bhattacharya 
and his team maintain the competi- 
E tiveness of the business? One option 
| isto locate anew plantat the pithead, 
ES where power is also easily available. 
BI The new capacity — an additional 3.5 lakh tonne — would 
| then help offset the higher costs at Renukoot. Says Bhat- 
tacharya: "We can reduce costs only to an extent. Beyond that, 
there is a crying need to increase scale." 
| The Rs 16,000 crore investment plan for aluminium will 
f flow into two projects — the Utkal Alumina Project and the 
@ | Aditya Aluminium Project — both based in Orissa. The east- 
| ernstate has by far the biggest reserve of quality bauxite com- 
E parable to the best in the world. (Which explains why global 
É mining giants like the $15-billion BHP Billiton have chosen 
: Orissa as a destination.) 
|, The two projects are somewhat different from each other. 
< Aluminium is made by a two-stage process from bauxite. 
BI Bauxite is found mixed with red mud, 3-4 metres below the 
| surface. First, an intermediate, alumina is extracted from this 
| bauxite ore. Three tonnes of bauxite is needed to extract one 
| tonne ofalumina. Thereafter, the alumina is reduced into alu- 
E minium metal byan electrolytic process in a smelter. The sec- 
S ond stage requires a lot of power — which can account for up 
| to: 40 per cent of the total costs. So, companies could choose to 
B make alumina or aluminium depending on the cost of power. 
‘or example, the United Arab Emirates has emerged as a good 
ocation to put up a smelter since power costs are far cheaper. 
\s things stand, there exists a robust market for both alu- 
ninium and alumina. 
` Inthe Utkal project, where the Birlas have a 55 per cent 
take along with Alcan, the plan is to have a 1.5-million tonne 
alumina plant. This project has been on the anvil for six years, 
BE but never took off because the government could not rehabil- 
B itate the people living on the mines. Now, the problems seem 
| to have been sorted out and the Birlas should be awarded the 
| mininglease shortly. 
. With the Aditya Aluminium project, a wholly-owned sub- 
sidiary of Hindalco, the group will now have a 1-million tonne 
alumina capacity and a smelter for 350,000 tonnes (the | 
biggest size available today). That will catapult Hindalco into 
the Top 10 aluminium metal makers in the world. 
a Today, the effective import duty for aluminium is pegged 
E at 10 percent. But to ensure that Hindalco’s new projects re- 
B main competitive even if duties fall further, Bhattacharya says 
the plans have had to clear stiff internal hurdles for a host of fi- 
@ nancial parametres like the return on capital employed, the 
E return on equity and interest cover on debt. And that too, as- 
| suming zero import duty on the metal. 


inherited 





. Copper 
E Even as Birla cranks up his aluminium business, considerable | 
B focus is also on Hindalcos other big bet: copper. Butunlike | 
B. aluminium, where scale is the key driver, the story is different 
in copper. Here, Bhattacharya's expansion has moreto do with 
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being cost competitive rather than growing the business in 
size. There is a reason for that. When the Birlas first ventured 
into copper in the mid- 19905, they started the business more 
as a domestic play. The differential between the import duty 
for the metal and its raw material was high (nearly 30 per 
cent). This allowed local companies to earn a good margin in 
just being converters. There was also a robust demand for 
copper in jelly-filled telecom cables. 

5o in 1997, the Birlas, through their fertiliser company 
Indo-Gulf, put up a copper smelter along the port in Dahej in 
Gujarat. So that they could import the metal easily. Of course, 
they had to contend with the same infrastructural headaches 
that Indian industry continues to complain about. There was 
no infrastructure then available in Dahej to import large 
quantities of solid cargo. Birla then spent a considerable time, 
and money, setting up a port. No power was available on site, 
so he had to lay railway lines to transport coal for a new power 
plant. There were no housing facilities. So Birla had to build a 
township for its employees. None of this quite mattered then, 
since profitability was assured due to the import duty cushion 


27 SEPTEMBER 2004 





transformation 


his conglomerate. A snapshot of the transformation: 


eHe decided to focus on 
two key variables: market 
leadership and size. In 
keeping with his vision of 
continuing in businesses 
where he was among the 
top three players, Birla 
began to gradually reduce 
the group's dependence on 
fibre-based businesses 





- 


where his share of the market was low. 


eInstead, he began to shift attention to non-ferrous 
metals. There were few competitors and his company, 
Hindalco, already had a big presence in aluminium. 


eRamped up capacity in aluminium and expanded 
his portfolio by investing in copper from 1998. Till 
then, apart from Hindustan Copper, there were no 
other players in the market. | 


eOnce the cement businesses were consolidated 
under Grasim, it took him to the third spot in the 


cement sweepstakes | 
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and the reasonably strong international copper prices. 

But by around 2000, import duties started coming down 
(now the duty differential has fallen to 10 per cent). That 
exposed chinks in Hindalcos strategy. There are typically two 
kinds of copper smelters: ones attached to captive mines and 
standalone ones, which buy ore from the market. When cop- 


And how he 


changed it 
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per prices spiral upwards, the standalone smelters, like Hin- | 


dalco's, end up paying a substantial premium for the ore. This 
disturbs their cost equations and leaves them scrapping the 
bottom for margins. There are two obvious routes out of this 
situation. First, Birla has to find a way to shore up his supply of 
ore. Second, he has to mitigate the additional investments 
made on infrastructure. 

Luckily for him, the port in Dahej is the only bulk solid- 
handling port in the region. So Hindalco is allowing commer- 
cial access for handling vessels for third parties. Bhattacharya 
claims that has made the port self-sustaining. Next, to bring 
some cash to the business, the company began to convert sul- 
phuric acid, a by-product of copper production, into phos- 
phatic fertiliser and sell it. It also started recovering gold and 
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silver from the smelter — all to extract a bit more value. Yet all 
this is still not enough. 

A few months ago, copper conversion charges fell to al- 
most a pence a pound. That really 
shook Birla. Bhattacharya says if 
the copper business is to be prof- 
itable in the long run, its efficiency 
would have to be in the top quartile 
among the world’s leading manu- 
facturers. Just like in aluminium. That means he has to in- 
crease capacity and use the additional volumes to spread his 
fixed costs further. That is exactly what he is doing, at a cost of 
around Rs 1,800 crore. Next September, when the copper ex- 
pansion goes on stream, Hindalco will have the largest single 
location smelter in the world. The group is also buying a few 
more mines so that it can get 40 per cent of the raw materials 
in-house. That is when the conversion costs will be just 5-6 
pence per pound, and Hindalco will finda place in the top 
quartile. Says Bhattacharya: "We have some way to go in cop- 
per. But we will surely get there.” 


Cement 


While Birla lays a solid foundation for his metals business, he 
is also building up an impregnable position in cement. In July 
this year, the takeover of L&T's cement business made Birla a 
clear market leader, at nearly 31-million tonnes, much ahead 
of the Gujarat Ambuja-ACC combine (28 million tonnes). 
Shortly after he took over L&T's cement division (re-named as 
Ultra Tech), Birla sent a letter to all the employees. The group 
had paid Rs 2,200 crore to buy 51 per cent ofthe business. And 
the business would now have to earn a high return. 

That may not be difficult. The cement market is growing at 
8 per cent and no greenfield capacities are viable at current 
costs. D.D. Rathi, executive director of Birlas flagship cement 
company Grasim, feels that there will come a time in the near 
future when the demand will far exceed supply. When that 
happens, the price realisations for cement (at $40-45 a tonne, 
they are currently far lower than international benchmarks of 
$60-80) will go up. That will immediately have a huge impact 


| on Grasim's margins. (With gross margins of 28.2 per cent, 


Grasim is already reckoned to be among the most profitable 
cement companies in the world.) Rathi says they will add 
small chunks of capacity to grow market share. But focus will 
clearly be on consolidation. 

As the aluminium, copper and cement businesses take 
shape, there is one common strand running through Kumar 
Birla's new growth strategy: at a time when Indian business- 
men are furiously expanding overseas and buying up foreign 
assets, Birla has chosen to sink almost all his major invest- 
ments in India. This may seem ironical, especially since, frus- 
trated by the regulatory environment, Kumar's father, Aditya 
Vikram Birla, was among the first Indian industrialists to 
establish global outposts, way back in 1975. 

It may appear as if the wheel has come full circle. But 
Kumar Birla would perhaps feel that in a rapidly globalising 
environment, his journey has only just begun. LI 
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Two of its top three 
deals last year in the 
Asia-Pacific market 
came from India. 
Little wonder the 
networking giant 

is changing 
everything — from 
its country manager 
to its inventory 
holding systems — 
to tap the market 
better. The story 

of how a booming 
Indian market 

is changing 

global corporate 
behaviour. 
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VERY Friday at 6 p.m., 
Ranganath 'Rangu' Sal- 
game (left), president- 
India & Saarc, Cisco Sys- 
tems, sits down for a 





dgM 








hace eios despierta reser tuse men tetra 


pu 












i 
i 
i 
wba maniwi aiii naian nestemann hia 
H 
i 
$ 





grown only by 0.27 per cent in 
2001-02, grew by 23 per cent last 
year. IDC predicts that by 2006, it 
will be as big as Rs 56,000 crore. 
About 8-10 per cent of this would 


‘commit call’ with his z Be ^3 729 be spent on networking equip- 
business heads. The calls last 20- | 7777 — — Taz age) 1 CE ment, Chan decided it was time 







30 minutes each. One by one, all 
the key managers across the cou- 
ntry go over their weekly sales fig- 
ures with Salgame, and commit to 
atarget for the coming week. The 
targets are sacrosanct — every 
manager must meet them exactly. 
Even exceeding them is not con- 
sidered good. (“It means you 
haven't done your homework properly." 
Salgame says.) Heads roll if a manageris 
off target two or three times in a row. 
Once Salgame has collected the 
numbers from his Indian and Saarc 
managers, he — along with other coun- 
try heads in Asia Pacific — has a similar 
commit call every Monday morning 









ilic -The chain of commit calls moves 
on, so by the time CEO John Chambers 
-walks into his San Jose office at8 a.m. on 
Monday, he finds a report on his desk 
with details of every order of the past 


~ week in every Cisco office in the world. 
^ . These days, Chambers and Astles 


' arekeeping an eye on India, which has 


-. - emerged as one of the fastest growing 


markets for Cisco. Two of the top three 


.... deals bagged in Asia-Pacific last year 


` were in India. In May this year, Cisco 
won a large order from BSNL which is 

laying a MPLS backbone connecting 70 
locations. Cisco heavyweights like 
Mario Mazzola, chief development offi- 
cer, and Andrew Murray, vice-president 
(service provider sales, Asia-Pacific), 
travelled to India to pitch for the ac- 
count. Last month, Chambers handed 
over the best salesman of Asia-Pacific 
award to Sudhir Narang, head of the 
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telecom service provider business in In- 


dia — the first such award for India, Says - 


IDC analyst Naresh Gupta: "India is am- 
ong the toptwo markets in Asia-Pac." 
The first whiff that India would be an 


important market came in January ; 
2003. Owen Chan, vice-president (Asia | 
! by birth, he had worked in the US for 20 
| years where, for several years, he 
_ worked at Verizon, a telecom major. As 
|. vice-president (enterprise mi arketing) 


operations) and in-charge of Cisco's In- 
dia business, was getting feelers that In- 
dia-was onto a big thing. The Indian 
wireless telecom market had started 


booming; the government announced | | 
' data services to large enterprises like 

! banks and stockbrokers. This was an 
. important qualification. Till the tech 
: meltdown, Cisco largely sold its net- 


its intention of a ünified licence for tele- 

com players; BSNL, Bharti and Reliance 

had big plans of network expansion. 
According to a report by research 


group Frost & Sullivan, Indian operators | 
. banks and manufacturing companies. 
| That market was now saturated. Post 


— fixed, wireless, data and Internet ser- 
vice providers — spent about $4.85 bil- 


lion in capex in 2003. Bulk of this went | 


into setting up or expanding networks. 


Demand was rising in other sectors like | 


public sector banks, which were con- 
necting far-flung branches, and gove- 
rnment, which was rolling out large e- 
governance projects and 
departments like railways. The outsour- 


cing industry, another heavy user of - 


networking gear like routers and swi- 


tches, was also booming. On the IT : 
| front, the domestic market, which had 
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Cisco looked at India differently. 
Cisco had set up its first office 
in India in 1994. Most of the sell- 
ing was transactional, country 
heads ensured they met targets 
set by Chan. India had seen two 
heads, the first one was Anil Ba- 
tra, who has since then moved to. 
Cisco US, and Manoj Chugh, who 
moved to EMC last year. Both were local -: 
hires — Batra was Ciscos first reseller in 
India, and Chugh had worked with Scie- 


ainak 
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| ntific Atlanta and Wipro. 


In July 2003, Chan brought in Sal- 
game to head the India operations. He 
had the profile Cisco needed. An Indian 


there, Salgame had rolled out Verizons 


working equipment to enterprises like 


2001, Cisco turned to large phone com- 
panies for growth, especially in emerg- 
ing markets like India and China. 
Salgame had to catapult India to 
Cisco's top 10 markets. (At the time he 


| joined, India was number four or five in 


Asia-Pacific.) The new head of Cisco In- 
dia spent his first six months on the 
road, meeting customers, channel part- 
ners, analysts and employees. He re- 

















edepth — | 


alised that the opportunity in India he 
had heard about wasn't any bubble. In- 
dian enterprises in telecom, BPO, man- 
ufacturing, banks, government and ed- 
ucational institutions 
spending heavily on IT infrastructure. 
In February this year, Salgame and 
Chan presented the first detailed action 


would be | 


plan to Astles. BW learnt that both Sal- | 


game and Chan have identified India to 
easily be “a halfa billion to a billion mar- 


ket” for Cisco. BWalso learnt that Cisco’s | 


target for India for 2007 is $1 billion in 


revenues. Voice and Data, a trade maga- | 


zine, put Cisco’s India turnover at $300 


million last year (12 months, end-Janu- | 


ary 2004). Salgame was aware that Cisco 
could not grow three times in revenue in 





India, unless it invested serious money | 


on the ground. During his meetings 
with senior Cisco officials, he presented 
a long list of demands. First, Cisco had 
to offer its entire range of products and 
new technologies in India: voice over In- 


ternet protocol (VoIP), networksecurity, | 


optical networks and wireless. Salgame 
gathered that Indian customers want 


world-class networks and the best-in- | 


breed solution. As networks became 
mission critical, customers were also 





anxious about service and support. This | 


meant Cisco would have to invest in a 
warehouse facility in India. Earlier, 


spare parts were shipped from Singa- | 


pore and Australia, which took days to 
reach here — that time had to be cut 





down to a few hours. But it wasn't just | 


about investing in a warehouse. It also 


meant Cisco would have to maintain a 


certain minimum inventory in India. 
The second requirement Salgame 

identified had to do with Cisco's 24/7 

call centre. The company runs this from 


four global locations; now Indian cus- | 


tomers would also have to be linked to 
that system. It meant the head of service 
support would have to make a team, 
which worked on India time shifts. And 
the most important demand Salgame 
had was to bring Cisco Capital, Cisco's 


equipment leasing arm, to India. This 


needed CFO Dennis Powell's approval. 
Many hardware manufacturers like IBM 
offer credit to customers to buy their 


equipment. Apart from increasing the | 


market, leasing also ensures that when 








the technology becomes obsolete, the | 


customer returns to the vendor for re- 
placement. Cisco offers this service in 





select markets. Salgame and Astles | product lines, and made sure every de- 
worked the Cisco hierarchy, meetingall | cision relating to new investments went 
the function heads at San Jose. Four | throughaseries of scrutiny. 

weeks later, Salgame had a 20-minute The companys insiders say that if 
meeting with Chambers where he re- | John Chambers thinks a market can 
ceived his blessings. Over the next four | grow to $1 billion in three-five years, 
months, Cisco went about investing | then he gives that opportunity his per- 
heavily in India. Today, India hasa ware- | sonalattention. In a post-result call with 
house in Bangalore, and Indian custo- | analysts on 10 August this year, Cham- 
mers have a 24/7 service support. This | bers said: “Our decision to invest in 
month, Cisco Capital kicked off opera- | China, Russia and India has paid off 
tions in India. Salgame poached a seni- | handsomely... We are seeing 40 per cent 
or manager from HB Dheeraj Mehta, | year-on-year growth in orders." 

who will take over as its head. | Cisco now commands 5 per cent of 

There have been other big changes | total IT spends in India — up from 3 per 
too. Starting August this year, from age- | cent just three years ago. It is also the 
ography-based structure, Cisco Indias | fastest growing tech MNC in India (See 
business has been re-organised in three | "Top Tech MNCs In India’). By end 2000, 
separate verticals — enterprise and | Cisco had done business in India worth 
commercial, government and Rs 765 crore; last year, its revenues rose 
service provider, and to Rs 1,630 crore. Given that it grew by 47 
IT/ITES — each having per cent last year, that number should 
its own business head. easily touch $500 million next year — 
Cisco has also doubled 
headcount in India in 
the last six months. It 
now has close to 100 
people in India. Indi- 
ans in other Cisco 
geographies now 
want to work in India. 
This includes the head 
of marketing in India, 
Ranajoy Punja, who has 
moved from Cisco 
US, and Jan- 
goo Dalal, who 
will move from 
Singapore to he- 
ad Cisco's enter- 
prise business in India. 

The investment in In- 
dia has also gone up signifi- 
cantly from the $200 million that 
Chambers committed three years 
ago. The figure may not sound big 
for a company that has $20 bil- 
lion in cash, but one must keep 
in mind the times that Cisco 
has been through. Post 2001, 
Cisco’s revenue came down by $4 
billion and it reported losses to the 
tune of $1 billion. Since then, Cham- 
bers took up a major belt-tightening 
drive. Cisco fired 8,500 workers in 
2001, consolidated a number of its 
NEW ORDER: Division heads of the 


re-structured Cisco India — B. Ashok, 
Sudhir Narang and Jangoo Dalal 


| 
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roughly the size of business done by 
companies like Satyam, Dr. Reddy's and 
Britannia. Cisco officials say the growth 
curve in India is just beginning. “A large 
Fortune 1000 company spends about 8 
per cent of its revenues on IT. The Indian 
enterprise still spends only about 0.8 


percent,” Salgame points out. 


Convergence And Telecom 


Emerging markets like India are also im- 
portant because they are at an interest- 

ing inflection point as far as technology 
is concerned. With networking just tak- 
ing off in India, enterprises here do not 
have to go through the technology life- 
cycles of mature markets like the US and 
Europe. "Indian customers are leaping 


through generations of networking - 


technologies, Salgame says. This is 
good news for players like Cisco. 


In the past, there were mainly two | 


met tar e atn rr fpei mM PR ni Ans a aS itas rh 


kinds of networks. The first was the | 


voice network, which carried phone 
calls through public networks at home 
and the PBX systems in offices. In 1984 
the data network, first discovered by 


Cisco, emerged. This could carry emails _ 


and provided Internet access. Voice net- 
working technology (also referred to as 
time division multiplexing or TDM) had 
evolved over a 100 years, and compa- 
nies like Nortel, Lucent, Ericsson and 
Siemens were the big players in this 
market. Data technology (called the IP), 
on the other hand, really took off in the 
1990s with the advent of the Internet. 
The big players were Cisco, 3-Com, UB 
and Bay Networks. Through the 1990s, 
TDM technology players acquired the 
IP companies and vice-versa, like the 
Bay Networks-Nortel merger. 

Cisco, a strong player in the educa- 
tional and enterprise businesses, hel- 
ped build the Internet infrastructure in 
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the 1990s. But as the dotcom bubble 


burst, its enterprise business slowed 
down considerably. Around the same 
time, data traffic for telecom service 


providers began growing rapidly. With - 


value-added services like SMS, ring to- 


nes and games growing faster than voi- 


ce traffic, carriers wanted voice and data | 
traffic. from the : same IP network, ins- | 
| to the conventional TDM technology. 


tead ofi investing in two separate ones. 


` But Cisco has been a bit of a laggard - 


when it comes to telecom. According to 


| an articlei in Businessweek (24 Nov 2003) 


—— 


of the $64-billion telecom market, Cisco | 
holds a mere 3 per cent share, which ít - 
wants to increase to 15 per cent. Ithas | 
| grown faster in India, but for a govern- 


been investing aggressively in the tele- 


com markets. Last year, it appointed a _ 
| telephony to a closed user group. The 
| research groups report estimates that 
gone into building products that will be ' 
compatible with phone companies’ exi- - 
sting switches. In July this year, Cisco - 
launched CRS-1 (carrier routing syst- - 
em), its most significant product offer- 
ing for service providers, builtinfourye- | 
| nies, which need a system for at least 
| 400-1,000 telephone lines. So much so . 
| that India is perhaps the only geography 

ready sunk in billions of dollars in legacy | 
equipment, and their services are not | 
growing as fast as in Asia. It is easier to - 


CTO for. telecom service providers. 
More than half of its R&D budgets have 


ars with an investment of $500 million. 
But in mature markets in the West, 
large carriers and enterprises have al- 


and Bharti to go in for a converged IP- — 
_ petitors are a weakened lot today. Given 
legacy burden. According to Frost & Sul- 
livan, all large carriers like BSNL, Bharti 
and Reliance are investing in IP-based - 
routers and switches in their core net- | 
works this year. Apart from telecom | 
companies, convergence is impacting - 
other segments of the market like enter- 
prises and home users who want gear to - 
| ence in India — it controls over 50 per 
| cent of the Indian networking market 


based network because they have no 


| carry all their traffic on one network. 
One application of that convergence 
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is VoIP. especially in enterprise tele: : . : 
phony. This is attractive for enterprises _ E 


because voice travel over data networks 
— even long distance telephone calls — 


is effectively become free. In 2003, the ~ oS 


Indian enterprise telephony market 


| grew by 39.5 per cent, with market rev- 


enues growing to $156.8 million. The 
bigger chunk of this market still belongs 


But IP-based telephony is rapidly 
emerging as an alternative. “In just two - 
or three years, IP telephony has become. 
a $30-million market in India" says Alok - 
Shende, head (technology practice), . 
Frost & Sullivan. In fact, it would have - 


ment regulation which has limited IP 


two-thirds of the enterprise market in 
the next five years will go to IP-PBX 
when it might reach $250 million. 

The growth has been highest in the 
large enterprises such as contact cen- 
tres, banks, MNCs and software compa- 


where Cisco has a head, B. Ashok, forthe 
IT/ITES vertical. 


convince new customers like Reliance | Cisco: The Lean, Mean Machine 


in the emerging markets, Ciscos com- 


the higher telecom exposure of compa- 
nies like Nortel and Lucent, these com- 
panies took a bigger hit than Cisco dur- 
ing the tech meltdown. Cisco also 
cleaned out its mess much faster. As the 
markets move towards a converged net- 
work, Cisco’s aim is to garner a larger 
share of it. Cisco has a formidable pres- 











depth 


(See ‘How Cisco Has Grown In India’). 
Part of the reason for this is the vice-like 
grip Cisco has on the distribution net- 
work. Today, Cisco works with 1,400 dis- 
tribution partners in India, which in- 
clude nine large system integrators like 
Wipro, Datacraft and NetSol. 

Ciscos channel partner strategy 
evokes both envy and criticism from its 
competitors. Says T.G. Ramesh, who 
headed Nortel India between 1998-99: 
"Our biggest problem was finding good 
distributors. Cisco had pocketed all the 
Tier-1 distributors in India." But part- 
ners like Wipros Thandava Murthy dis- 
agree with this. According to Murthy, 
system integrators (SIs) like Wipro work 
with Cisco because its strong brand pull 
ensures plenty of orders. He says that 
the Wipro division which sells Cisco's 
products has seen its turnover grow 
from $200,000 in 1997 to $25 million to- 
day. But others like Sridhar Pai, former 
marketing head of NetSol, a large Cisco 
distributor, feel that Cisco is over-dis- 
tributed which makes partners com- 
pete fiercely for business. (According to 
a Gartner report, Cisco partners earn 
margins like a grocery store.) For exam- 
ple, says Pai, if there is a large order from 
a company like Tata Steel, then Cisco 
will ask two or three large partners to 
quote different prices for the bid. The 
idea is that Ciscos competitors have no 
room for bidding. "There is often no 
transparency in how the order gets 
awarded to the partner which wins... 
Sometimes Cisco itself tells the client 
which vendor to choose,” Pai says. 


If Cisco is tough with its partners, itis | 


tougher on employees. It is a company 
driven by frugality and efficiency. Its per 


capita revenue is about $700,000. John | 


Chambers wants to push that to $1 mil- 
lion. That puts a lot of pressure on emp- 
loyees. Cisco also works with Indian IT 





service providers on the R&D side, whi- - 
ch say that given its pickiness, their HR | 


departments find it impossible to staff 
for Cisco offshore development centres. 
Says Pai: “If they smell a deal, they will sit 
in your office the whole night till the deal 
is closed.” This ruthlessness has helped 
Cisco survive the tech meltdown, while 
its competitors still struggle. 


End-To-End Or Best-Of-Breed? 


Although Cisco still makes good gross 
margins (of about 60 per cent) on its 
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Ahead in the market 
VENDOR MARKET SHARES (%)* 

Q4'02  Qro3 0203 03/05  Q403  Qro4 
Cisco 57 68.76 6491 63.96 6919 76.14 
Juipr ^ ^ 1174 293 137 547 O49 O40 
Note 7.05 siete 665 — 602 7.47 lU 594 
3-Com 45 OUEST 3436 ) (367 d. 486. eae 
D-Link 647 lope, T6 DONA S. 6.00 5.16 
Enterasys TE 7.27 QUSE 824 O3 . 5 39 1.93 


*(all products LAN switch --router --hub) 


Ranajoy Punja, VP (marketing), and 
Shirish Joshi, head (channels) 


boxes, there has been a big shift in its | 


selling strategy in the last few years. As 


networking becomes ubiquitous, Cisco | 
wants to control the pieces that go to all | 


ends of every network. This means that 
besides the basic network (routers, swit- 
ches and access points), Cisco is adding 
layers of applications — IP telephony, 
storage and networking security. The 
new technologies already bring in 
14 per cent of Cisco's revenues. 

In India too, Cisco has won some big 
total networking deals, such as the SBI 


deal. On the flip side, Cisco encounters | 


far more competitors in each of these 
markets. For example, in the telecom 


| core router market, Juniper is a tough 


| competitor. After Juniper acquired 
NetScreen, it has also emerged as a 
competitor in the security space. In en- 
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terprise telephony, Cisco faces tough 
competition from Avaya, Nortel and Er- 
icsson. Avaya (represented by Tata Tele- 
com) and Ericsson control about 40 per 
cent of the market. In the low-end mar- 
ket, Cisco faces players such as D-Link. 
Cisco has so far focused on large en- 
terprise accounts, but as the small and 
medium business segment grows it is 
turning towards that. In Cisco's enter- 
prise vertical, Jangoo Dalal is hiring 
many sales managers from industries 
like mobile phone companies. Cisco is 
also working with service providers like 
Bharti to build a networking backbone 
that will lease private networks to small 
enterprises. Says Narang: "Small com- 
panies now dont have to invest in build- 
ing networks. They can lease virtual pri- 
vate networks from players like Bharti." 
But the biggest resistance to Cisco's 
end-to-end networking strategy might 
come from its customers. CIOs and 
CTOs are traditionally wary of putting 
alleggs in one basket. Which is whylarge 
SIs like Wipro, still work on voice net- 
works with Nortel, and on data with Cis- 
co. Take Transworks, a Cisco customer 
in the call centre space. Prakash Gur- 
baxanhi, CEO of Transworks, says his 
company buys equipment from Nortel, 
Avaya and Cisco. Part of the reason, he 
says, is that call centres in India have to 
integrate with their customer networks 
in US and other geographies. In the end, 
the decision may not be made on tech- 
nology alone. Says another large Cisco 
customer: "I go for Cisco because it is 
the most financially stable company to- 
day. I know they will be around to servi- 
ce and replace my equipment." As long 
as Cisco can maintain such a position, it 
will remain the unchallenged leader. Ni 
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HERE is no highway built to 
last forever. The information 
super highway is no exception. 
Developed in the 1970s, the 
Internet is like any other piece 
of infrastructure groaning un- 
der the enormous weight of traffic. The 
Computer Industry Almanac (CIA) esti- 





mates that 934 million people will use | 


the Internet by the end of 2004. And 
there is a growing fear that the world's 
only information super highway will 
collapse as more users and new devices 
— like intelligent cars, mobile devices, 
WiFi hotspots and smart fridges — seek 
to access the World Wide Web. 





| sion times or servers 


CIA projects the user numbers at | 


1.07 billion in 2005, 1.21 billion in 2006 | 


and 1.35 billion by 2007. The number of 
new devices connected to the Internet 
will run into tens of billions, exhausting 
the current IP addresses available. So is 
the Internet under threat? Sceptics dis- 
miss this as scare mongering. The Inter- 
nets original architect, Vinton Cerf 
(who, along with Robert Kahn, devel- 
oped the Internet architecture), believes 
that the Internet needs a serious relook. 

When they designed the Internet 
protocol TCP/IP — the architectural 
foundation of the Internet — they had 
no idea that it would end up being used 
for applications as diverse as diagnosing 
MRI scans or downloading MP3 music. 
But it remains, says Cerf, "A 30 year old 
innovation. As far as technologies go, it 
has lived remarkably long. It's primitive, 
and has the equivalent of stone age ar- 
chitecture. Unless the architecture is 
changed, it will be unable to meet the 
new demands and the increasing num- 
ber of users on multiple devices." 

Cerf sees diverse new demands: 
from keeping a check on wine quality to 
allowing individuals to access informa- 


Todays Internet is 
like an old, over- 
loaded highway. 
Heres why it needs 
to change, and 
how it will evolve. 
By Shelley Singh 





tion probes and sensors on Mars — 
without being dependent on what 


, agencies like NASA feed. 


Problems On The Highway 


The TCP/IP protocol has served well so | 
far, but it faces new challenges. These | 
| are: capacity, reliability, security and ac- 


cessibility. The first relates to supporting 
the growing number of new users and 
devices. We are head- 
ed for major traffic 
jams, which Cerf calls 
flash crowds, leading 
to delays in transmis- 


being overwhelmed 
with millions of users 
accessing the same 
site simultaneously. 
The second, relia- 


bility, comes from po- overhaul, it will 
tential failure points collapse” 
increasing as the In- 

x Vinton Cerf 


ternet expands to ac- 
commodate diverse 
devices. The third is 
security, with hackers 


getting more devices to 
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For all its 
achievements, the 
Internet is very 
primitive. It is still in 2 
the stone age. 
Without an 


target — like mobile phones or smart 
fridges. Already, the number of mali- 
cious virus incidents — like SoBig, 
Sasser, and I Love You — reported to the 
Computer Emergency Response Team 
(CERT) are increasing. At present, there 
are over 50,000 known viruses, up from 
about 20,000 in 2000 and 200 in 1990. 
Accessibility is the final challenge. 
The barriers to the Internet's accessibil- 
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ity include geography and economics. | J 


Cerf sees an overhauled Internet capa- - 


ble of being accessed on low cost de- 
vices and also transcoding enabled — 
that is, able to convert content to a form 
appropriate to multiple devices. 


The internet Makeover 


What would the new Internet look like? 
The problem of network architecture 
can be addressed by putting another 
layer around it, much like Cerfand Kahn 
did 30 years ago. They developed the 
TCP/IP protocol as an overlay to the ex- 
istingtelephone system, enabling a data 
communication network. 

All those who have big stakes in the 
Internet today are jostling to prove that 
they have a solution for tomorrow. 
Needless to say, their business would 


N .. gain more than others in the process if. 
Ed they are succesful. Take Intel, for in- 
stance, which wants tomorrow's Inter- - 


 nettorideonits PlanetLab initiative. It is 
now directed by Larry Peterson, chair, 
computer science department, Prince- 
ton University. PlanetLab is a network of 
nodes (computers) spread at key Inter- 
net intersections like routing centres, 


peering points and gateways to corpo- | 


rate networks. About 439 nodes have al- 


ready been set up at 195 locations in 26 - 


countries. France Telecom, HP and 

Google; are among its member compa- 
-nies while England, Israel, the US, Ger- 
many and Sweden are also members. 


In India, the nodes are located at the | 


| ‘Bangalore-based Indian Institute of In- 
formation Technology and the Roorkee- 
based Indian Institute of Technology. 
The goal is to have 1,000 such nodes 
over the next few years. All the computer 
power, cooling and bandwidth needed 
to keep PlanetLab running is con- 
tributed by individual sites. 

PlanetLab will provide an additional 
layer that would sit above the existing 
network to handle what Intel calls 'plan- 
etary-scale services' like grid comput- 
ing. The nodes will host the services and 
he Internet will be transformed from a 
network of routers and pipes into a plat- 
orm of computers. Says Pat Gelsinger, 
CTO, Intel: "The nodes will allow the In- 
ternet to detect and warn of worm at- 


tacks on its own, dynamically re-route ' 
network traffic to avoid delays, and im-. 


prove services like video web casting." 
PlanetLab intends to use the nodes 


| cations closer to client systems in order | 
to minimise distance-related latency. 


PEPPER 


win rcp a gg hack ENTER TERN 


(————— 


vidual packets. Their current job is to 


| attack computers — like a global cop. 












| Based o on n TCP/IP protocols which date back to the early 1970s a 
€ Susceptible t to viruses and worm attacks mM B 
oe Subject to flash crowds (traffic jams) systems failures, with ——— : 
millions of users accessing the same Web server 
Today, the range of devices linked to the Internet — like cars, | 
WiFi hotspots and even fridges — is set for big growth 










Will expand protocol, overcome » shortage c of IP addresses 

‘Will avoid areas hit by viruses. It will trace the attack point and. 

Shut down the source 

Will be accessible in areas with poor connectivity, taking it beyond - 
the over 934 million users at present 





| Intel commercially, with the chip mak 
_ providing computer resources for i 
| nodes. It would put Intel in the role o! 
| traffic cop — re-routing when there i is. 
send along information and nottoeval- ^ congestion, and tracking information . 
uate it, says Intel. Butthe smartrouter | sent by individuals and. organisations. 
computers will determine whether the | Yet, in the guise of solving problems, In- _ 
information. transferred is benign or | tel could actually indulge in espionage - 
malicious before sending it to the next | and end up controlling the Internet. 
node on the Internet. | 

To address the problem of flash | Other Moves 
crowds, PlanetLab researchers are ex- _ 
ploring how services can migrate to ap- 
propriate locations inthe network using 
virtual machine technology. ‘That 
means enabling data to be shifted to lo- 


as smart routers, At present, this job is 
being done by routers — devices that 
separate files, like web pages, into indi- 


This is not the first time that an overhaul 
has been attempted. The Pentagon's 
Defence Advanced Research Projects 
Agency (DARPA), the body that first fos- 
| tered the Internet, initiated a project 
called Newarch towards a similar goal. 
| The goal: a new approach to the design 
Information will also be replicated and | of the Internet over the next 25 years, 
cached at multíple sites to spread out | based on lessons learnt over the past 25 
loads and avoid flash crowds. years. A Massachusetts Institute of 
The new network will include a fil- | Technology team working on Newarch 
tering system to kill viruses before they | is not too forthcoming about how this 
network might be built and how users 
will migrate to it from today's Internet. 
With multiple efforts on to improve 
the Web, one must ask: who will eventu- 
ally control it? Tomorrow, IBM or any- 
one else might like to have its own 
model of a new Internet. The World 
Wide Web Consortium (W3C), or the In- 
ternet Engineering Task Force (an Inter- 
net standards body concerned with the 
evolution of Internet architecture), do 
not mention PlanetLab as part of their 
efforts. The PlanetLab Acceptable Use 
Policy explicitly states that users should 
assume that data will be monitored, and 
there is no privacy guarantee. Are you 
ready for such an Internet layer? B 


The computational resources at the no- 
des will sniff out any signs of 'Denial of 
Service or virus attacks, trace them back 
to points of origins and shut down the 
source. For instance, the teenage author 
of the Sasser virus, Sven Jaschan, wrote 
the code in Germany. It crippled mil- 
lions of computers worldwide. In the fu- 
ture, the German node would detect 
and isolate a Sasser in Germany itself. 
Will this layer deliver as promised? 
That remains to be seen. With spam in- 
creasing by the day and accounting for 
almost 80 per cent of all email traffic, an 
additional layer makes sense on paper, 
but is yet to be tested. It is great news for 
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HENRY MINTZBERG is manage- 
ment education's stormy petrel. By 
his own admission, he is cynical 
about things that are too popular. In 
his career spanning over 40 years, 
the Cleghorn Professor of Manage- 
ment Studies at McGill University in 
Montreal has repeatedly demolished 
popular notions. Management 
education, especially the way it is 
today, is his favourite whipping boy. 
Mintzberg is also a harsh critic of 
what he calls heroic leaders — who 
think they can waltz into an organi- 
sation and transform it single-hand- 
edly. In a freewheeling interview 
with BW's and 

, Mintzberg shares his 
views on a host of issues. Excerpts. 


E The MBA continues to be one of the 
most popular degrees ever. Yet you have 
been one of its strongest critics. Why? 
Giving young people, who have never 
managed, the impression that we are 
turning them into managers is very dys- 
functional. Even taking people who 
are managers and doing what we do in 
B-schools, which is concentrate on the 
business function, does not teach them 
management. People learn manageme- 
nt by focusing on their own experience, 
and learning from their own experience. 


E Does the problem lie with the way 
management education is structured? 
The problem is everywhere. It is in 
the very assumption that we can take 
people who have never managed, bring 
them into a classroom, and teach them 
management. That is utterly wrong. It 
gives a dysfunctional view of manage- 
ment. It gives the impression that any- 
body can manage, only if he has recei- 
ved that education. That is incorrect. 
Schools are driven by a strategy de- 
veloped in the 1950s. It is based on busi- 
ness functions, and rooted in the disci- 


plines of economics, psychology and so The management guru speaks On 


on, with a heavy emphasis on research. 


This view is business education; it's not what ails B-schools today, and why 


management education at all. 


lll So what must change to make man- the corporate world would do 


agement education more relevant? 


Management education should be well to avoid heroic leaders 
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available only to people who are man- 
 agers and are sent by their companies. 
We shouldn't have people in the class- 
room who are looking for another job. 
We should have people looking to do a 


better job... We should encourage them — 


tolearn from their own experience. 
As faculty, we bring concepts, ideas, 


techniques of doing things, casesand so | 
| faculty, why did they go down this path? — 
il Yes, one of their strengths isattracting - 
| faculty from different disciplines. US | 
| B-schools were very weak until the - 
| 1950s. They were accused of being trade ' 
| schools and doing trivial things. Then | 
1 

| 


on. The students bring their experience, 


and the key thing is that they are able to | 


use what we give, and discuss the releva- 
nce of that learning for themselves. The 


learning should be based on people re- | 


flecting on their own experience. 


W But haven't B-schools been obviously 
successful in what they have done? 
@ They have been terrible failures in 


what they have done. They have been | 


successful in attracting students, yes. 


But I challenge the performance of | 


many of those students. Some perform 
very well. And that's not because of 
solely what they learned in school. It's 
because they are smart people who've 


figured it out. There's a chart in my book | 
(Managers Not MBAs, Berrett-Koehler | 


Publishers, 2004) that lists 19 'super- 
stars’ who were chief executives of ma- 
jor corporations in 1990 and 

had studied at Harvard Busi- | 
: Ness School: We tracked them 





| They are not ready t to o study, manage- | 
| ment, to practise management. To cor- 
| rect this, schools could develop progra- | 
_ mmes that focus on management and | 
| the practice of management, without | 


mixing that with the business function. 


| 
| Bi Given that B-schools have had the 
| advantage of a multi-disciplinary 


Carnegie Mellon came along. It focused | 
| on disciplines like mathematics and | 
|! economics. But gradually, functional : 


| specialisations became more promi- 


M ré ee 


have become afunction in B-schools. 


ent ape Y ra I m i Se a mam e kan v eraat 


lI In your book, Managers Not MBAs, 
| you say that schools have a hands-off 
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| nent; people focused less on manage- - 
| mentissues. Even strategy has become | 
| aspecialty called strategic management : 
| —asif strategic management is sepa- - 
rate from management. And organisa- | 
tion behaviour has become human | 
resource management. So even people | 





| approach to teaching management... 

| W The hands-off view is that you cant 
do anything in a classroom. Thats why 
Harvard, in its cases in strategy, focuses 
_ on formulation. But they have trouble 
| with implementation. Because any- 
| body can formulate like mad, but no 
| one can implement in a classroom. 
| Whereas, if you have managers who are 
| talkingabouttheirown problemsofim-. = 
plementation and formulation and do 
cusing on their own experience as man- E 
agers, that becomes very powerfül = 

























WB What is the industry's role teinflue- o. 
nce curriculum and encourage research? 
8B They have a role in supporting pro- 
_ grammes that train their managers and > 
| connect. The most important place for. 
industry connect is where it sends 
managers and how it! ganages that pr 


df the indui co opens i i 

study and to people who wa 
. and do research, thatisimportat 
| search, | hope that faculties study th: 
_ that are tied to practice. That does 
_ meantheybecome consultants or ma 
' recommendations. We have no busi- - 
ness giving ‘prescriptions, Our — 
job is to bring more insightful 

‘descriptions’, so people in pra- 





till 2003. Ten of them were total. 
failures, and four were ques- 

.  tionablein terms of performa- - 
- . nce, So five out of 19 had clean 
- ` records, So, yes, I am challeng- 


" ing what B- schools do. 


li Most schools are geared to 
produce functional specialists. 
How can this be corrected? 

Wi It’s fine. Let them produce 
only functional specialists. As 
long as they don't give students 
the impression that they have 
been trained to do general 
management. | would say the 
schools are geared to training 
people in business functions 
(rather than producing functi- 
onal specialists), so they can go 
into specialised jobs. I am not 
sure how specialist the stude- 
nts are — add a few courses in 
finance, a few in market res- 
earch... But they are ready to go 
into those kind of functions. 


The Mintzberg model 


Nine years ago, Mintzberg put together a man- 
agement programme to do away with the 'de- 





fects’ of traditional ones. *Management is man- 


agement, and we have to build around what we 
call mindsets," he emphasises. The International 
Masters Programme for Practicing Managers is 
divided into five modules of two weeks each, 
held in five countries over 16 months. 

The first module, Managing Self, or the refle- 
ctive mindset, is held in England. Managing 
Organisations, or the analytical mindset, is held 
in Montreal. The worldly mindset on Managing 
Context is held in UM Bangalore. "India has a 
very different context which wakes students up 
to different ways of doing things," says Mintz- 
berg. The collaborative mindset on Managing 
Relationships is held in Japan and Korea, and 
Managing Change, or the action mindset, is held 
in INSEAD, France. The students are managers 
sponsored by their companies. Nearly 350-400 
managers from up to 15 companies a year take 
part in the programme. (Air Deccan's CEO G.R. 
Gopinath was a participant some years ago.) 
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ctice can understand what they 
are dealing with. Research sho- 
uld be connected to real issues. 
Companies must encourage — 
that kind of research, and uselt - 


where it is conceived insight- . 


fully and written accessibly. 


Bl How do you rate the research 
that is happening in B-schools? 
@ Most of the research is use- 
less. If you go into pharmaceu- 
tical research or any corporate 
research, you'll probably find 
that 80 per cent of it is useless. 
The trouble is you don't know 
what's going to be useful. 
That's because some peos — 
ple don't connect very well, and 
others don’t think well. Also, we 
tend to judge much of our own 
research. We referee our own 
articles in our own journals, 
and we decide we should get 
money for research ourselves. 
We are a bit like a closed shop. 


ZENMM . | || — 


DILEEP PRAKASH 


E Moving onto organisational culture, 
most organisations start off as entre- 
preneurial set-ups, where the strategy 
crafting process is adaptive. But as they 
evolve they accumulate bureaucratic 
flab. How can this be prevented? 

lil You prevent it by building a culture 
that keeps the organisation fit, energi- 
sed and keeps people in communica- 
tion with each other. You get people, in- 
cluding the CEO, on the ground. You get 
rid of the idea of top management. No- 
body should be on top of anything. You 
need distributed management or distri- 
buted leadership, so people can grab 
initiative where they see opportunity. 


E Usually, so much time and energy is 
given to managing and crafting strategy. 
But somehow execution never gets the 
kind of share of mind that it should... 

E If a strategy fails, people blame im- 
plementation, mostly because it's the 
formulators who do the blaming. But if 
something fails in implementation, it 
means the formulation was not worked 
out well. Because the formulators did 





not take into account the people who 
would implement it. So failures of imp- 
lementation are failures of formulation. 

But most of them are, in fact, failures 
of the separation between formulation 
and implementation. Somebody thinks 
and everybody runs around implemen- 
tingit. Whereas, often the implementers 
are the ones who know what's going on, 
and can contribute to formulation. 


E And you say that's often never sought? 
E A lot of organisations block out the 
ideas of everybody else — the people 
who are on the ground. We are so captu- 
red with this heroic view of manage- 
ment, of this great manager who walks 
in and solves every problem. MBA pro- 
grammes tend to contribute strongly to 
that impression among people as well. 


E We have developed a stereotypical 
image of leaders. Should that change? 

Œ Absolutely, we need to get rid of 
heroic leadership. We need to get much 
more engaging leadership. And I think 
Mahatma Gandhi is a wonderful exam- 





is outmoded. 





Carly Fiorina's heroics 


In his latest book, Managers Not MBAs, Henry Mintzberg says Carly 
Fiorina's stewardship at Hewlett-Packard is a great example of heroic 
management. He tracked her tenure at HP, starting in 2001. When she 
joined, it was said that her mandate was to 'reinvent' HP from the ground 
up, in three phases of a year each. So much so, it seemed she was the 
only one responsible for the turnaround. Mintzberg says that such a style 


So how do you recognise a heroic manager? He says they tend to: 
& Ignore the existing business, as anything 
established takes time to fix 
E Be dramatic, strike deals and merge like mad 
8i Focus on the present and do the dramatic 
deal now! 
8i Favour outsiders over insiders; rely on 
consultants, as they appreciate heroic leaders 
E Use numbers to assess insiders. That way 
you do not have to manage performance, so 
much as deem it 
E Promote the changing of everything — 
all the time 
E Reorganise constantly 
E Be a risk-taker 


















8 Get the stock price up 
E Cash in and run — hero- 
es are in great demand. 
Sounds familiar? 
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ple of someone who was engaged, on 
the ground... He led by example. 

Such leaders are committed to an 
organisation, committed to a job. They 
are not sitting on the edge of their chair 
waiting to leap to some better situation. 
That's one of the troubles with MBA pro- 
grammes. They train people who tend 
to be mercenaries. They just want to 
push themselves ahead, and get better 


| jobs. They don't care about their organi- 
sations or their situations very deeply. 


Can you imagine the expression ‘Maha- 
tma Gandhi on the fast track’? (Laughs) 


E How should organisations be design- 
ed for ideas to flow seamlessly? 
li Well, it's the concept of the network: 
an organisation as a web or network of 
interacting people, rather than a hierar- 
chy. When I put up a hierarchy, and ask: 
‘Where do you find management?’ 
Everyone says on the top. I draw a hub, a 
circle, and I ask where do you put man- 
agement. People say in the middle. 
Then I draw a network of interacting 
individuals and say: ‘Where do you put 
management now?’ If they say on top, I 
say a manager on top of the network is 
out of the network. A manager in the 
centre of a network centralises it, and it 
ceases to be a network. When people re- 
alise this, they say a manager has to be 
everywhere in the network. I say, yeah, 
the manager also has to be everyone. 
You need distributed responsibility. 
This doesn't mean you don't have peo- 
ple who have final authority, but you 
have to diffuse the authority to people 
who have knowledge on the ground. 


B Jn this whole game of managing 
ideas across the organisation, how 
critical is cultural diversity? 

@ The idea of cultural diversity is a 
myth. Is IBM not an American com- 
pany? Is Matsushita not a Japanese 
company? There are few companies 
that have a mix of management cultur- 
ally. Some of my colleagues undertook a 
study. They defined a truly global com- 
pany as having 20 per cent of its sales in 
three major markets — North America, 
Europe and Asia. They found rather few 
companies that met that criterion. W 
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FMCG companies are 
entering services. Is the 
transition easy? Can con- 
sumers adapt to this new 
entity with the same trust? 


MEERA SETH 





EEP Vaid chewed his lip as he sat among 


ing real fast, and we must acquire early 
mover advantage by entering the service 
business through our product brands..." 
A slow surreal feeling welled within 
Deep, marketing manager (hair cosmetics). 

Two months ago, a small move had been made in the 
direction of entering ‘health services’ by Vivek George, the 
director (operations). George planned that while Omax India's 
foods division produced the Fitness breakfast foods and 
juices, the company also needed to touch the consumer 
directly, apart from retail selling. So some 18 Fitness kiosks 
had been set up at 18 key railway stations in Mumbai, selling 
the Fitness Breakfast during prime time: 6 a.m. to 10 a.m. 
Deep had been a bit perplexed by what he saw as a radical shift 
from the way Omax had been doing business the last 30 years; 
but today George hinted at expanding that trial into Bangalore 
and... he said they would soon set up traditional spas, an ex- 
tension ofthe health product. 

Today's meeting left a lot of middle and senior managers a 
bit confused, a bit excited, a bit apprehensive, like Mahi Baig, 
one of Omax’s-marketing managers. After George's talk, she 
joined Deep and Rahul Jain of HR, for lunch. "This whole 
change in direction confuses me,” she said. “ We have always 
been a mass-marketing company. Why are we getting into the 
services business? Is it because products cannot be sold with- 
out services in the future? Or, is it panic over a perceived future 
where the retailer has more influence over the consumer and 





others, listening to the director (opera- | 
tions) speak: "The service sector is grow- | 








CASE STUDY 


more dominion over manufacturers: 

“Won't this diffuse our focus? Once we were so brand- 
focused that we built the whole company into brand ambas- 
sadors. We said: 'Identify every point where a consumer 
touches our brand, which can influence their perception of 
our brand... every point is a point of consumer experience. 
And we educated everyone on how to develop brand com- 
mensurate behaviours. Today our brand ambassadors are go- 
ing to be splintered across the spa, the Fitness kiosks and 
Bazarco, our own kirana; how are we going to control these 
splintered groups of ‘brand ambassadors’ from the peon of 
the spa to the telecaller at Bazarco? 

“Will there not be brand erosion? Wouldn't we be ruining 
decades of branding efforts? Think, can a product marketing 
company ever make a transition to services marketing?” 
Rahul: I can see what you feel, but somewhere we have to stop 
and take stock. I mean, how long have we been grappling with 


the freeze in the market, for how many years can we afford to 


grow at three per cent? Clearly, retailer power has dissolved 
every manufacturer's attempt at having a direct relationship 
with the consumer. The era of mass marketing is over; today, 
it's personalised one-to-one service and interaction. 

Mahi: Even if retail power is strengthening, can you break that 
by, say, setting up retail outlets where there are already very 
focused ‘service-skilled’ players like Foodworld, who dont 
have any product development to focus on? Do FMCGs need 





Illustration: ANTHONY LAWRENCE 


BUSINESSWORLD A1 27 SEPTEMBER 2004 


————————— 





ca te v 0 


builds a relationship with the product to solve specific prob- 
lems. Every consumer has a wish list of brands, ranging from 
shaving cream to soaps to tea. My wish list is: Brooke Bond 
Red Label, Mysore Sandal, Whisper, Colgate and Annapoorna 
aata. And in this age of total consumer stress, and advertising 
overdrive, my patience has run out. Earlier I would go in for 
product trials, but how many products do I try out now? There 
is a variant being launched every week, a discount offer every 
other day, you can't walk through a mall without a couple of 
samples being thrust in your face; I can't open a Femina with- 
outa trial sachet falling out. Apart from brands, there are other 
areas where I am continuously making choices, evaluating, 
thinking, like education, health, values... 

This is consumer stress. How does a person cope with 
stress? By reducing the stressing factors — in this case, making 
premeditated choices — I draw up my wish list of brands and 
stick to that. 

50, companies have to focus on brands and get on that 
wish list. Isn't that what we should be doing, rather 
than set up kiosks and kiranas which are going to 
bring in their own set of problems? Bazarco is 
just another addition to the list; it has dis- 
count offers on every product, as opposed 
to my local kirana. So, my mind is now 
tossing between Bazarco and the local 
kirana. Bazarco delivers one day late, 
but the local store delivers in 10 min- 
utes. So, I feel stupid about missing on 
the discount on Raaga; my animosity 
is divided between Bazarco (for not 
delivering in 10 minutes) and my lo- 
cal store (no expectations from him) 
and Raaga (for having paid more). This 
is how the human mind works — it de- 
velops animosity when it feels cheated. 
| Deep: I agree, we need to root our brand 
strongly in the consumer's mind. Look at 
Asian Paints (AP). They offerthelowest margin 
in the market but they are so strong in the con- 
sumers mind — the AP dealer makes more money 
because AP products fly from the shelves, volumes are 
very high. The dealer domination is low, as the brand is so 
strong and the dealer under-evolved. Even so, an evolved 
tribution which have dented our credibility? Our juices were | dealer can influence the consumer's purchase by suggesting a 
declared ‘not 100 per cent pure’; our soap did not contain an | stronger, more competitive brand with high user recommen- 
age-defying doodah; our cooking oil seals were easily tam- | dation. But, I repeat, he cannot sell an unpopular or untested 
pered with in some markets. So will I buy Raaga cooking oilif | brand because branding happens in the consumer's mind 


their own store to sell what advertising couldn't? I mean, look 
at Whisper: the advertising is nothing great to talk about. I 
have never seen their kiosks — they are so subtle in their inter- 
action with consumers, but what a product! Even if the retailer 
pushes Stayfree or Kotex, I go for Whisper. One, through trial, 
error and frustration, I have found this brand is the best. Two, I 
now have a relationship with that brand. Whisper to me 
means consistency, purple individual packs, thin pads, com- 
plete comfort and convenience. Retailers, shop girls, competi- 
tor kiosks, free samples, etc. have bombarded me, but my 
commitment is firm. This is a real relationship. 

If FMCGs are finding that consumers are not choosing 
them, shouldn't they be concentrating on product quality? In- 
stead, why are we trying to get into kirana operations? Other 
channels will co-exist — the hypermarkets and the local ki- 
rana stores. Omaxs kirana, Bazarco, will have to sell competi- 
tive brands too, else it will be ineffective; so what happens 
when you are just like any other channel selling all brands? 
The brands win, again! 

Deep: OK, let's get this into perspective. I've asked Prateek 
Udupa from operations to join in here. But let's ask, what does | 
‘brand’ mean to us. | am taking cues from Mahi' relationship 
with Whisper, which is the real cue to brand relationships. So 
what does a brand mean? Is it a soap, a toilet bowl cleaner, is it | 
beauty, hygiene, premiumness or something else? And how 
did this brand consolidate? If we took apart any Omax brand, 
we will find years of consumer voices, stockists, retailers — all 
of which shaped and gave it personality. This collective voice, 
what is it? What is Mahi's voice that says: ‘I am a Whisper girl’? 
The brand Whisper has ‘delivered’ completely, given her 
needs today! A brand that has delivered this way is a brand that 
has established a real and complete consumer relationship. 
So when you have marketplace brand dissonance, it’s verily 
the collective voices of past happy consumers, voicing their 
unmet expectations from Omax, expectations that have been 
contradicted by their current experience with its brands. 





E 



















AHI: And that is where I am coming from. Is this 
the time for Omax to recast its business strategy 
in this manner, or is this the time to take stock 
and concentrate on rebuilding product and | 
brand credibility? How many instances dot our history of | 
hasty corrections to brand formulations, packaging and dis- 





Bazaarco persuaded me? 


Shouldn't Omax first be going in for some brand develop- | 
ment/credibility development first? Or are we using a superfi- | 
cial strategy to discount the low credibility factor? Why have 
we never addressed the fact that India is a country of severe 
water shortages? Why are we not looking for hygiene products 
that don't need water? Why doesn't India have scourers that 
painlessly remove grease stains? How about intelligent wash- 
ing, using technology to do it? What is Omax's outlook on such 


technological developments? 





You defined what a brand is; let's define what goes into the | 
relationship between consumer and brand. The consumer | 


much before the dealer enters the scene! So, it ultimately 
comes down to brands, regardless of the channel or retailer's 
state of evolution! 

Mahi: And what about consumer relationships? My relation- 
ship with Foodworld is based on ambience, store brands and 
discount offers. My relationship with Whisper is on consis- 
tency, quality and satisfaction. Aren't these distinct relation- 
ships? Foodworld can persuade me in areas where I haven't 


| made choices yet — basmati rice, kitchen cloths, etc. But it 


will always beWhisper, Brooke Bond, Colgate, Annapoorna — 
no negotiation there. So the services brand relationship is 
vastly different from the product-brand relationship. 
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Point is, is the bridging process possible, and if so, over 
what time frame? That's what I want to ask Prateek. Products 
should move into services, definitely. But to what extent? For 
example, take Lakme's kiosks and counters; I loved them. En- 
ter Lakme Beauty Salons (LBS), whose primary product is 
beauty services, not beauty products. Now examine the disso- 
nance caused by the service brand and the product brand's 
war dance in my head. I will now have to develop a whole new 
relationship with brand Lakme, on the service platform. The 
consumer doesn't want this war dance. I mean, isn't consis- 
tency an important facet of branding? I am happy about the 
kiosks in malls to sell cosmetics, but a complete beauty ser- 
vice? Maybe even that will work because it is Lakme and HLL; 
but what do we know about fitness and why should these Fit- 
ness spas and kiosks work? 

Companies like P&G, L'Oreal, HLL are so good at their 
marketing — they let their products speak. Has Omax forgot- 

ten that loyalty comes from product quality, not from ad- 
vertising? At Omax we seem to be in a time warp, or 
acute denial. We still resort to catchy slogans to 















uct quality that has converted me to Whis- 
per, not advertising. Hands on trial and 
conviction, not ad-led persuasion. 
Rahul: Prateek has come... We have 
been wondering about the an- 
nouncement this morning, and feel 
Omax should be focusing on brand 
rebuilding rather than entering 
services. So we ask: why does a 
Whisper, Dove, L'Oreal speak more 
for itself than an Omax brand? Is it 
because we have lost the stamina to 


years building a brand rooted in trust? 
Somewhere, I think the genesis for this 
crisis lies in our collective psyches. 

Take new entrants like GE, LG; they 
built great quality globally before entering In- 
dia, in more fiercely competitive markets where 
they had more vicious rivals, more demanding con- 
sumers, more awareness, more literacy. Omax is a company 
that started from scratch and built its brands brick-by-brick. 
There was fire in our bellies to deliver. We developed quality 
without competition or a demanding consumer population. 
Whatever Omax produced was bought with devotion. Those 
days there were no consumers; there were people and all peo- 
ple bought either HLL, Tata, Godrej or Omax products. Maybe 
Omax lost some of the fire in its belly, and now the fire has 
reached its tail, begging survival. I think that is the difference. 
Fire in the belly makes you perform, fire on the tail drives you 
to survive, and both drives are as different as chalk and cheese. 

During crisis, Omax has tried knee-jerk, patch-up solu- 
tions. It should be rebuilding its brands, rebuilding its profile 
andimage. It seems annoyed or startled that its old quality and 
image is not being mentioned by the consumer... its ads are 
sounding hollow... so it is trying to salvage... grab. 

Deep: Therefore, you have not learnt the graceful art of surviv- 
ing and overcoming failures. 


sell our brands. Boy, is that wrong. It's prod- | 


improve after having spent 30-odd | 

















.. CASE STUDY 


Rahul: Therefore it is mindset. Take the mindset of a GE man- 
ager and an Omax manager. Our manager wears the Omax 
legacy on his lapels like a badge; he doesn't know how it was 
built and in what circumstances. But time and again, it is ham- 
mered into his head that this greatness is being thrust upon 
him, so handle with care. A GE manager does not carry this 
burden, doesn't own the legacy (in India); they brought it, so 
he will work for it. It demands the best out of him. And here is a 
serious cultural issue — your attitude to what you own and 
what you work for. When you work for a legend without seek- 
inga stake in its legacy (like in GE), you are like Robin working 
for Batman; you work to make brand Batman successful, but 
you don't imagine that you are Batman. From ‘I Arjuna, see 
fish’ to ‘I Arjuna, see fish's eye’, is fine; but if you get to ‘I Arjuna 
am fish's eye’, then you lose objectivity. 

Mahi: I agree with Rahul. I was speaking to our consultants the 
other day. He said: “Omax is thinking ahead.” He cited exam- 
ples of numerous other companies who are going the service 
channel route too. HLL, he said, has Lakme salons, AP has set 
up a painting service cell, Marico has set up a skin and hair 
clinic. [wonderabout the logic. The minute you start speaking 
to the consumer directly, you lose the mystique of the brand. 
An example: take the bank telecallers who call everyday with 
some home loan scheme or whatnot, with a fancy accent 
thrown in. This negative interaction actually erodes the image 
of the bank brand in your eyes. 


ERVICES marketing is a different ball game — it is a 

long-term strategy, it has to be strictly monitored, it 

has to have tremendous back-end and tech support, 

training, employee empowerment, a complete re- 
structuring of the organisation itself. So why are product com- 
panies thinking that services marketingis a natural transition? 
It is not! At least, not in operations terms or employee mind- 
sets. But besides that, the only real question here is: is it a logi- 
cal shift for consumers? Like I said, Lakme kiosks are fine, they 
help meselect the right shade oflipstick, but Lakme beauty sa- 
lons? It is not such an easy transition as it is made out to be. You 
are asking me to develop a relationship with a mutation where 
only the name is similar, everything else is a stranger. 

Prateek, ponder on what I am saying. The brand Fitness 
cereal has a different connotation to the user from the brand 
Fitness Parlour; ditto for, say, a Ford driving school or a P&G ki- 
rana. The mystique and romance of the brand, in my mind, 
has a new way of unfolding with my every use of the brand. 
Service brands can completely demolish this aura by the very 
acts of the service providers. For example, on a recent visit to 
eastern Europe, we walked into the parlour of a globally- 
renowned ice cream. We watched as the lady peeled the car- 
ton offa vanilla brick, no gloves, long painted nails, then she fi- 
nally licked her fingers! I don't eat that brand anymore! That's 
what I mean. And that's exactly what I meant, Deep, when I 
said: “How are we going to monitor all brand ambassadors?” 
Prateek: (VB operations and business strategy): Hmm... Let's 
start at the beginning. As a business we need to also be prof- 
itable, that's not asking for too much. If the service sector is 
growing, then that's also the place to be as a strategy. Service is 
a product like any other, and given the current trends, likely to 
be more profitable. I would think that a single service deal is 
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worth ten product deals. Take a simple hair colour product: 
the unit cost is Rs 250. But you go to a salon to get your hair 
streaked, and the cost? Rs 2,000. The flip side is, professional 
services also endorses the brand deeply in your mind, be- 
cause using colour is not like using soap, and has to be admin- 
istered well for the experience of product/brand delivery. Now 





the choice before a hair colour manufacturer, or even beauty | 


products one, is between advertising product attributes or | 
| coming very, very service aware and demanding. 


demonstrating them. 


Advertising means huge monies which may get lost in the | 


clutter of ads. Shop-in-shops, kiosks... all huge monies with 
low returns. Now what can be better than demonstration of 
the brand benefits? Each person who walks into our Fitness 
breakfast centres becomes a brand ambassador for Fitness. 


And in this age of ad clutter, whose claim is the most credible? | 


Asatisfied consumers! And the best way to satisfy a consumer 


is not just through product usage, but through product experi- | 


ence — the ambience, the service levels, the pampering, etc. 
All these service features become the brand. So Mahi, are we 
coming full circle? 

You ask: ‘Why spas, why does HLL need Lakme salons, 
why does Marico need Kaya clinics?’ My answer is: ‘Why not?’ 


These are not fly-by-night companies; they are made up of | 
well-heeled professionals who have understood channels, | 
distribution and how to get to the consumer. Who knows, | 
tomorrow, the only beauty salons doing roaring business | 
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might be Lakme, Kaya and Fitness spas! We are not entering 
service for a lark; we have studied it, examined it, and we are 
looking at franchising opportunities. Once we all get that 
right, we grow franchising, and in fullness of time become the 
preferred choice of consumers for beauty or fitness and health 
services. My take is, Lakme beauty salons will gradually cause 
ashake outin the market and edge out the smaller ones by de- 
livering hygiene and quality. Don't forget, the consumer is be- 


Deep: It just seems remote right now. Anyway, time will tell. 

Prateek: Sure, time will tell. If Bazarco seems a bizarre idea 
now, it's because it has not germinated. When Lehar potato 
chips were in the offing, everyone called it bizarre because: 
Arre why do you need a company to make it and package it 
when it's available in the Halwaii's shop?' True, but check out 
the difference in quality and reach today. Lehar's chips in 
Dindigul or Delhi taste the same, are the same. So today 
bazarco seems insignificant. But if we are able to disperse it 
across the country and make all these local kiranas Bazarco's 
inventory points, it is very valuable for the consumer. I might 
shift houses three times across metros, but I just need to call 
the same Bazarco and it will deliver stuff to me at any home. 


F there is doubt in your mind, it's because all these ideas 
arein incubation. Once they explode, they are very viable 
ideas. The concept ofa single Bazarco for groceries deliv- 
ery across metros is a winner. And it is a winner for the big 


, FMCGs to control the power of the retail channel. Right now, 
| the consumer behaviour is assorted and scattered across the 


country; we shift it to a single convenient channel and control 


_ that channel. And, of course, we can pull it off. 


The macroeconomic reason for these new service ven- 
tures is clear — the basic market is saturated. A rise in incomes 
won't mean people are washing clothes or bathing more of- 


| ten. But, the service sector is growing faster. Decoded, this 


gives you a collective consumer voice which says: 'Now that 
we have all the products we need, what about quality ser- 
vices? So as trends change, we re-examine our business ratio- 
nale and restate it as: ‘We are not in the juice and cereal busi- 
ness, but in the fitness business; we are not in cooking oils, but 
in healthy cooking business’, 

The trigger has also come from the fact that in India, there 
are no recognised service brands. Hence, HLL got first mover 
advantage with its Surf laundry service. In the West, estab- 


| lished laundry service brands already exist and they have 


overcome the learning curve. Today, they have superior tech- 


| nology, a more efficient business model, better store locations 
, and brand recall. Ten years from now, you won't be asking: 


‘Why Lakme Beauty Salons? Why Bazarco?’ 
I think the biggest compliment that can be given to George 


_ is: he is enabling Omax to change with the times. Bazarco, Fit- 
_ ness kiosks, Fitness spas are all new brands under construc- 
_ tion, and every new brand takes time to take off. But once 


these brands/ services take off, there is no looking back for us! 
Can Omax pull this off? The skills required for services are 
vastly different from products. But skills apart, both need differ- 
ent mindsets. The service mindset is one of humility and 
customer first thinking. How can FMCGs, fed on past successes, 
develop that mindset? je 
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The author is corporate vice president 
(strategy) at HCL Technologies. 


S there really a dilemma facing Deep 
Vaid? Or is it a dilemma facing 
Omax? Oris the dilemma develop- 
ing into a threat for a broad group of 


employees as a result of a strategic | 


change of direction? The answer, my 
friend, is blowin' in the wind. 

So what is really causing the rum- 
blings at Omax? To my mind, there are a 
few levels at which the challenges need 
to be analysed, assessed, and directions 


defined. The first is the strategic change 
of business direction driven by a growth | 


imperative. The second is the funda- 
mental issue of marketing, where the 
logic for extending a brand into a service 
is a subset of the larger strategic busi- 
ness direction — after all, business is 
marketing. The third and final di- 
mension is the human, or techni- 
cally correct, human resources di- 
mension. This is the palpable 
manifestation of uncertainty or 
fear that we sense in Omax. So let 
us delve into the challenges. 
Strategic Issues: At the macro 
level, India, despite its developing 
country tag, now comes approxi- 
mately close to many developed 
countries in its composition of services 
in the GDP Not only has this crossed 50 
per cent, but it is now growing at rates 








exceeding 10 per cent. With the rest of | 


the economy (including manufactur- | 


ing, where Omax's play is) growing at 
lower rates, India is hurtling towards be- 


coming a service economy, not only for | 


the world but also for the domestic con- | 
sumer. This is obviously an attractive | 


path for Omax’s business, given its slug- 
gish 3 per cent revenue growth rate. 

Brand And Marketing Issues: Brand ex- 
tensions have been hotly debated for 
years. The consensus now appears to be 
converging around limiting the extent 
of a brand's focus, so as not to dilute its 
core proposition. It appears that Omax 


follow one of two broad strategies. 
One, use HR to bring in fresh people 
with an orientation towards services 
marketing, while at the same time 
training its team internally. Or, two, 
make an acquisition which absorbs the 
nuances of service marketing into its 


| DNA. Without such radical changes, my 
| betis on Omax stumbling. 


would like to extend its Fitness food | 
brand to a range of retail services in fit- | 
ness kiosks, kiranas (Bazarco) and then | 
into spas. I personally do not see any © 


synergy in this approach. 


Nike and Reebok do not run fitness | 


stores, though at their core they are 


brands that promise just that, with im- _ 
agery wrapped around them. Nor have | 


high image cosmetics succeeded with 


| company-labelled, profitable stores. 


Company flagship stores are run asa - 
marketing cost at fancy, high visibility - 


locations. Brand marketing and retail 
marketing are two different concepts 
and practices. Companies have DNAs, 
and brands have a core ethos that 
develops over time. 

HR Issues: I believe HR issues are re- 


| lated to DNA. Omax's current DNA is 


heavily brand and retail-focused. The 
current team (correctly) has apprehen- 


sions, and will continue to until either | 


the DNA is altered or fresh DNA is in- 


Apart from bringing in a culture that 
can handle such a dramatic change in 
strategic direction, I see two more key 
issues facing Omax. First, Omax will 
find that extending its brand into an un- 
related area like kiosks will not only 
cause dissonance, it will dilute its core 
fitness proposition for the product. | 
cannot think of a successful FMCG 
brand morphing itself into a service 
brand. Second, if it is insistent in follow- 
ingthis approach, then it needs to invest 
in a new brand, e.g., in Bazarco, which 
will suck in brand investments apart 
from the capital costs of its initial foray. 
Even if Omax chooses a franchise mo- 
del for the retailing initiatives, this will 
be some way off till it stabilises its 
own model. Till then, costs will mount 
while it struggles with the dichotomous 
approach of touching customers via 


| brands and retail service. 





troduced. To do this, Omax will need to | 
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Obviously, I am not a subscriber to 


| this approach of Omax for some very se- 


rious reasons. But can they succeed if 
there is a strong strategy? Perhaps, 
though I think its highly unlikely. For 
this, they will need to first research the 
opportunity more tightly. Secondly, an 
acquisition or DNA implant that will 
drive the new business is essential, as 
the services brand initiative clashes 
with Omax's current culture, processes, 
and branded product marketing focus. 
Omax will be better off focusing on 
its brands, segments and customers. 
The assumption I would make is 
that Omax still has plenty of 
growth ahead of it in simply refo- 
cusing its efforts to fix the 'inade- 
quate brand in low growth story. 
The FMCG market in India is still 
very large, and it is growing; low 
per caps will ensure many more 
years of growth in all segments, but 
only if the marketer thinks cre- 
atively. At Omax’s real core is brands 
sold via a retail strategy. In conclusion: 
can Omax pull this off? Unlikely. The an- 
swer, my friend, is blowin’ in the wind. 
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MAX'S dilemma is not uni- 
que in today's context. In- 
creasingly, the overall size of 
the global service economy is 
growing much faster than that of manu- 
facturing (and agriculture). It is, there- 
fore, not unusual that a very large num- 
ber of businesses are evaluating options 
to enter the services business. Some, like 
Omax, are attempting to rationalise this 
‘diversification’ by arguing that it is ac- 
tually a redefinition of their business. 
By this kind of redefinition, Boeing 
and General Motors are not in the air- 
craft/automobile manufacturing busi- 
ness, but in transportation services busi- 
ness and should, hence, start their own 
airlines or car rental companies. Sony 
and LG are not in the consumer 
electronics businesses, but in the en- 
tertainment business and, hence, 
they should start movie/TV/audio 
production businesses. (Sony, of 
course, has done this, but through 
acquisition of Hollywood studios.) 
Colgate and Gillette are not in oral 
care/personal care businesses, but 
in the grooming business and, 
hence, should start dental clinics as 
well as depilatory services salons! 
HLL and Marico, of course, know the 
logic behind starting Lakme Salons, 
Ayush Spas, Surf Laundry and Kaaya 








Clinics. However, such moves have to be 
seen as 'diversification' into new oppor- 
tunity areas rather than forward integra- 
tion into value-added services. 

The Omax leadership has to objec- 
tively discuss and gain clarity on a few 
ground realities. The basic market for 
Omax or other FMCG products is not as 
saturated as Prateek postulates. Rising 
incomes may not mean that affluent 
people are washing clothes more often 
or bathing more often. However, rising 
incomes will certainly mean (in the 
Indian context) that millions more peo- 
ple will have more clothes to wash in the 
years to come and, hence, more washing 
to be done. Rising incomes will also cer- 
tainly mean (in the Indian context) mil- 
lions more people will have the ability to 
care about personal care and hygiene 
and, hence, consuming more soap and 
shampoo. What is needed is the vision 
and capability to engineer products that 
can be offered at affordable prices to 
these emerging consuming masses 
(rather than mere price reductions of ex- 
isting brands, which could be fatal to the 
brand as well as to the company in terms 
ofits own bottom line). 

Second, many times the first mover 
advantage can be a first mover disadvan- 
tage, especially if the services offered do 
not have a ready demand. It is anyone's 
guess if Indias mass market is ready (dis- 
cretionary disposable income-wise, not 
consumer desire-wise) to spend money 
on services such as skin care, ayurvedic 
treatments and the like. Third, the core 
competencies that have made compa- 
nies like Omax, HLL, Marico, P&G im- 
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mensely successful (distribution, logis- 
tics, branding) do not necessarily apply 
when it comes to services businesses. 
Standardising the quality of a service de- 
livery is very different from delivery of 
product. It is no surprise that across the 
globe, and in India as well, McDonald's 
and Pizza Hut have had practically no 
difficulty in replicating high quality con- 
sumer experience, whereas Nirula's, 
Haldirams, Barista and Café Coffee Day 
continue to struggle to achieve consis- 
tency across their respective chains. 

Finally, while it is true that the power 
ofthe retailer has dramatically increased 
in the value chain, retailing by itself is a 
fundamentally different business. Re- 
tailing in India, as in other parts of the 
world, has its own challenges and com- 
petitive forces. An entry into retailing is 
not the kind of panacea for FMCG com- 
panies that it is being made out to be by 
some of the Omax managers. 

Rahul and Mahi seem to be the saner 
voices. Rahul makes the important point 
that perhaps Omax has “lost some of the 
fire in the belly" and hence, it needs to go 
back to the basics to find out how it can 
reinvent itself as a dynamic, innovative, 
and aggressive business entity. Mahi 
rightly makes a powerful point that it 
would be better for Omax to "take stock, 
and concentrate on rebuilding products 
and brand credibility" Companies such 
as Unilever and Procter & Gamble 
earned their global leadership position 
by creating technologically advanced 
products serving the unmet needs of 
hundreds of millions of consumers. Mil- 
lions of middle-income Indian con- 
sumers have many unmet needs, and 
Omax could hit the jackpot if it can find 
technology-driven, cost-effective prod- 

ucts to satisfy these needs. 
With the right products in tow, 
Omax would have the advantage of 
drawing upon its brand building, 
distribution, and marketing expe- 
rience to sell them. This would 
restore the Omax consumer inti- 
macy, and hopefully add both to 
the topline and the bottomline 
growth. Can this be done? It would 
be tough, but it has been done in 
the past by FMCG companies and, 
hence, can be done again. Let Omax 
get its current business in shape, and 
seek out 'diversification' opportunities 
for further growth later. E 
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All cellular 
operators 
have 
billing 
issues. 
But with 
one-shot, 
nation- 
wide roll 
outs, the 
logistics 
are much 
more 
difficult 
to tackle 
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Whose phone bill 





UMAN Garga never applied for a 
Reliance connection. She didn't need 
one, didn't want one. But that didn't 
stop her from finding a phone bill, 
lying ever so casually on her door- 
step, for Rs 1,27,000! A few days earlier, a Relia- 
nce official had paid her one of those verifica- 
tion visits, asking if shed applied for a phone. 
She told him she absolutely had not — and 
thought no more about it. 





But backtothe bill. Thetab had beenrunup | 


over a mere fortnight. More alarming, calls had 
been made to several Gulf countries from Jai- 
pur. Had someone set her up? Suman and her 
family shot into action, calling up anyone they 
thought could help get her out ofthe sticky situ- 


. ation. The next few days involved lodging an | 


FIR, following up with Reliance, etc. Suman 
also got in touch with my magazine for some 
help in contacting Reliance, who have now set 
up an investigation and promised to sort it out. 
Evidently, some documents of hers were used 
to fraudulently get a connection. And docu- 


ments aren't difficult to get a hold of and misuse | 


in this country. Unfortunately, all the security 
checks down the line had failed, including the 
alert that's triggered off when billing exceeds a 
limit. Suman isn't living in Jaipur and hadn't 











Is this anyway? 


Monsoon Hangama, Mogul says, the logistics 
are much more difficult to tackle. Of course, 
some of the billing problems may have also 
arisen from the fact that the customisation that 
was possible with the earlier type of mobile 
customers (when cellphones were costly, and 
only a few could afford them) hasn't been possi- 
ble with this large post-paid base. 

Today, Reliance says, the problems people 
have with billing are because of human error — 
and these are being addressed as automated 
processes fall into place. Here's what the com- 
pany advises customers (and some non-cus- 
tomers, like Suman) to do: 

W if you're stuck with a bill you know nothing 
about, immediately let Reliance know — offi- 
cially. Call your helpline and inform them. 

lil Go to a Web World, and file a written com- 
plaint for which you must take a receipt. 

@ File an FIR with your local police station with 
a copy ofthe complaint from the Web World. 

lil For customers-to-be, use your personal doc- 


, uments with care; mark out on photocopies 


what they're being submitted for 

There are a number of ways you can keep 
track of your bills: online (on the Reliance web- 
site), on your own handset, through their cus- 


| tomer service, and at the Web Worlds. The 


applied for a phone, her signature didn't match | 


up, and she wasn't even a Mr Suman — the con- 
nection had been given to a male. 
Another school of users is waiting for bills 


that just won't turn up. Of course, they're not | 
complaining overly, because they're perhaps | 
| issues, but adds that Mr Ambani himself is 


hoping someone will overlook them altogether. 
Several R-Connect card users (the GTRAN card 
that puts your notebook on the Internet from 


virtually anywhere in the country) haven't got | 


bills, and are wondering if they will get ones 
| their post-paid customers far outweigh the pre- 


that are too hot to handle. 


I spoke with Jimmy Mogul, head of corpo- | 


rate communications for Reliance, who admits 


| they have had a variety of billing issues. All cel- 


lular operators in the country do. But with a 


| quick one-shot, nation-wide roll out like the 





R-Bill online gives you a password, and you're 
sent SMSes on the status. Reliance promises to 
have a customer service officer mapped to each 
customer for better relationship management. 

The company says it may have started out 
badly and below the industry average on billing 


focusing on putting systems into place. It's a 
colossal job, given their 8 million or so users. 
They began with almost a hundred per cent 
post-paid users and a huge user base. Today, 


paid ones, and they plan to increase the pre- 
paid number. That will ease some of the prob- 
lems. Let's hope so. Reliance may have many 
millions to handle for now, but they did change 
the face of connected India for the better. Wi 
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automotive systems 


Virtually every vehicle on Indian roads has components 
manufactured and supplied by Anand. Little wonder then, that 
we are a trusted name in automotive components and systems. 


With a turnover of Rs.14 billion, our seventeen companies are 
home to over 5300 employees across thirty-one manufacturing "At Anand, | discovered the rewards 
of keeping India on the move.” 


facilities in eight Indian states. 


Our corporate university acts as the hub for providing world- 
class technical and managerial skills to help our people keep up 
with our exponential growth. Anand people also get exposure 
to international business practices through overseas 
assignments with our partners - Dana and ArvinMeritor of USA, 
Henkel and Behr of Germany, Valeo and Degrémont of France, 
Mando and Chang Yun of Korea, Haldex of Sweden, among 
others. 


That's not all. Our ethical business practices including the 
induction of new independent directors on the boards of our 
various companies, reflect our belief in good corporate 
governance. 


What's more, Anand has been rated as one of the top 25 
companies in India to work for in a 2003 survey by ‘The Great 
Place to Work Institute Inc., USA’, which - among other 
factors - highlighted the growth opportunities we provide to 
our employees. 


We are looking for a Senior Manager-Technology, 
to ioin our team of qo-aetters in any of the Group locations 





You should be about 35 years of age, with 12-15 years of work 
experience in a similar field. Though M Tech will be-prefered, 
you should have a B Tech (Mech) in production engineering from 
a premier institute. Leading a team of top-notch professionals, 
you will be responsible for Manufacturing Engineering. Familiarity 
with lean manufacturing practices, TPM and Six Sigma iS 
essential. Your focus areas will include: Automation/Productivity”* 
improvement, Rebuilding/modernization of machine tools; : x 
Process/ Process capability improvement, Ergonomics & safety. | 
You will also be expected to coordinate capacity enhancement. — -- 
along with new capacity creation and replacement programme. y M 








< 


- 
JT 


If the opportunity to build a career at Anand interests you, please” “ aR 75 
forward your resume (stating reference code Tech’) along witha)" f 
recent photograph, indicating annual compensation, within 15 & 
days to: careers@anandgroupindia.com. a 


www.anandgroupindia.com V Madhavan, Director-Operations, 
Mando Brake Systems India Ltd., Chennai 
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: The Parsis are 
ELS in vanishing. So are 
ue d the qualities that 


z . wealthy businessmen. 
By Jehangir S. Pocha 








E is uncommonly seen but 
much beloved, the brunt of 
many jokes and the benefi- 
ciary of much respect. He is 
B the one we love because he 
= E donated the benches in the 
neighbourhood park, the one who 
causes road-rage by honking at the pot- 
holes on the road. Often rumpled, al- 
ways eccentric, and never lacking for a 
unique turn of phrase, the Good Parsi 
has long occupied a place in Indian 
hearts far disproportionate to his num- 
ber. So it almost seems unfair that when 
India Inc. is facing new and seemingly 
infinite horizons, the fortunes of one of 
its oldest and most successful business 
communities is waning. Or is it? 

The Parsis, once indomitable figures 
in India’s political, economic and social 
life, are locked in an emotional debate 
over how best to preserve their commu- 
nity, while also moving with the times. 
Though the community has always 
been microscopic, its population is ex- 
pected to slide from the current 70,000 
to 25,000 by 2020, mostly as a result ofits 
educated and increasingly secular 
youth marrying late and/or outside the 
community, and also because of its re- 
fusal to accept converts. “If this happens 
we'll be classified as a tribe,” says 
Khushroo Madon, a self-described re- 
formist priest in Mumbai. 

Critics also say Parsis are losing the 
spirit and innovation that powered 
them to become one of the wealthiest 
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r* nmunities in the world. “I look at | posts across the world. 


sung Parsi men these days and they - 


seem content to just loaf around ... they 
think small and don' do things like they 
did in the old days,” says Roxanne Pavri, 
23, in Cusrow Baug, a serene Parsi hous- 
ing colony in the heart of chaotic Mum- 
bai. Between the 1650s and 1947, Parsis, 


in their distinctive white duglees and | 


richly embroidered gara sarees, estab- 
lished India's first steel mill, stock ex- 


change, political party, university, pub- | 


lic hospital, newspaper, printing press, 
film studio, private electricity plant, air- 
line, modern dance company, movie 





gies, and generous in sharing their suc- 
cess. The Tatas, the community’s first 


family and the country's premier busi- | 
| ness house, famously asked: "What | 
| does India need?" rather than "What | 


will make us the most money?" And de- 
spite the community's close association 


with the British, Parsis such as Dadab- | 
hai Navroji were instrumental in kick- 
| thousands of would-be members like 


starting the Independence movement. 
Numerous portraits and marble 


statues of these and other intrepid and | 


PARSIS 


| n't seem sensible or fair. “I would have 
Significantly, Parsis were honest, pa- | 
| triotic where they focused their ener- 


looked seriously at Zoroastrianism 
when was choosing my spiritual path," 
says Sita Mani, 33, the daughter of a 
Zoroastrian mother and a Hindu father. 
"Its basic tenets — good thoughts, good 
words and good deeds — are so sound." 
But since Mani was banned from even 
entering a Zoroastrian ‘fire’ temple, she 
says her interest in the religion waned, 
and she now practises Buddhism. With 
the Zoroastrian community losing 


Mani, Madon says he has started per- 
forming the navjote (a thread cere- 


altruistic Parsi men and women still dot | 
Mumbai in mute testimony to their 
accomplishments and benefactions. 
But few statues are being erected for | trian groups, such as one run by Ali Ja- 
Parsis of the later generations. | farey, a Los Angeles-based Pakistani, 
The truth of Pavri's words echo inal- | havealso begun to accept converts from 
other religions. But the blowback over 

| this has been fierce. 


theatre, construction company, bank, 
insurance company, and feminist 
movement. The community also domi- 
. nated professions such as law, medicine 
and accounting, and Parsi traders were 
the first Indians to establish trading 


mony-like religious initiation) of chil- 
dren born of Zoroastrian mothers and 
non-Zoroastrian fathers. Other Zoroas- 





i Man Parsis don’t want new 
converts as that would dilute 
available resources and affect the 
social security net. 


Looking Back As A Way Forward 


The seeming contradiction between 
| this myopic ethno-religious conser- 
vatism and the socio-economic pro- 
gressiveness of the Parsis is rooted in 
their refugee mentality, says Mani 
Kamerkar, a Zoroastrian historian and 


most every home around her. Cusrow 
Baug was originally built as charitable 


P = $ z 
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housing by the Wadia's of Bombay Dye- 


ing fame. Now many of its residents, | 


despite having progressed into the up- 


per-class, twist laws and ethics to retain 
their hold over these homes. Their kids | 
restrict their dreams to buying a Royal | 
Enfield, and landing a safe job at Jet Air- | 


ways. And the Wadias themselves, once 
the princes of Indian industry, fail even 
to make the list of India's top industrial- 


ists. Not surprisingly, the ratio of Parsis | 


in India's best schools, professions, and 


top jobs is falling rapidly, even though it | 


remains proportionately higher than for 
any other community. 


Chasm Over Change 


of mixed parents into our community." 
To Zoroastrian conservatives, this is 


heresy. “Purity is more important than | 


numbers," says Khojeste Mistree, a 


Zoroastrian scholar in Mumbai. “Our | 
religion is interwoven with our ethnicity | 


(and) can only be passed on through a 


Zoroastrian father." To many, this does- | 
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author of From the Iranian Plateau to 
the Shores of Gujarat, a chronicle of 
Zoroastrian migration to India. 

Though Zoroastrianism, generally 
considered the world's oldest prophetic 
religion, flourished in Persia (modern- 
day Iran) for millennia, greatly influenc- 
ing Judaism, Christianity and Islam, it 
was virtually destroyed by the Arab inva- 
sion of Persia in 651 AD. Some Zoroas- 
trians remained in Iran, facing varying 
degrees of prejudice over the centuries. 
Others fled, mostly to India. Legend has 


| itthat when these fierce-looking war- 
| riors landed in Gujarat 1,400 years ago, 
| the local king, Jadav Rana, sent them à 
Madon says he is trying to goad Parsis | 
into responding to the possibility of | 
their demise: “We must become more | 
broad-minded and welcome children | 


goblet filled with milk to show that there 
was no room in the country for them. 
But an astute Parsi priest answered by 
dissolving a handful of sugar in the milk, 
impressing Rana enough for him to 
grant the Parsis permanent refuge. 
Though Parsis assimilated peace- 
fully into Indian life, they did not inter- 
marry with local communities and 
maintained their faith against over- 
whelming odds. Now “Zoroastrians 
have become obsessed with the idea of 


gvogue — 


saving themselves, keeping apart from 
the ‘Other’,” says Kamerkar, who is mar- 
ried to a non-Parsi. 

Many modern Parsis are increas- 
ingly pushing for change, but conserva- 
tives such as Mistree say their “over- 
westernisation and over-secularisation 
is killing our Parsipanu", or way of life. 
This finds resonance with many Parsis 
who believe the best way to secure their 
community's future is to hold fast to the 
past. For example, more and more Par- 
sis (myself included) have begun visit- 
ing Iran in an attempt to reinvigorate 
their affinities with Zoroastrian Persia's 
grand past. 

This has given rise to 
what I call the Uber-Parsi. 
Uber-Parsis cruise public 
libraries and surf the Web to 
excavate obscure facts and 
reacquaint the world with 
the ancient Persian 
Achaemenian, Parthian 
and Sassanian dynasties, 
which were the cultural 
and military superpowers 
of their times, eventually 
outlasting their rivals, the 
Greeks and the Romans. 
Über-Parsis are easily 
made, for Parsis are not de- 
fined by how small they are 
in number, but by how 
great they are in mind. But 
curating history can only 
go so far in energising a 
community. 

In many homes the attempt to cull 
present meaning from Persian history 
descends into farce. These are homes 
where glossy picture-books on ancient 
Persia lie strategically on coffee tables, a 
silver bookmark from Tiffany's thrust 
carelessly between pages never opened. 
If at all the books are read, it is to satisfy 
the thirst for that latest trend of Parsi 
parents — the quest for a 'different' 
name with which to name sons and 
daughters. Names like Artaxerxes, 
Sohrushmani and Cambyses bludgeon 
friends with their ancient authenticity 


and reassure parents that their children | 
will always be regarded as 'special', and 


they, as refined Parsis. 


A Net Too Safe 


Though Parsis are simultaneously an | 


ancient and urbane people, very little of 

















RRenaissa nce 

oroastrianism is undergoing a mild renaissance in the region of its birth, 

Z7 Asia. Though Iran's Islamic leaders “have tried for centuries to 

sweep away all trace of Zoroastrianism, many people still feel Zoroastrian in 

their hearts," says Sohrab Yazdi, a Zoroastrian community leader in Yazd, a quin- 

tessential desert city of adobe houses and looming minarets, where most of Iran's 
30,000 Zoroastrians live. 

From outside the shattered splendour of Persepolis, the ancient capital of Per- 
sia, Bahram Agaheri, a Muslim, talks of how many Iranians want to rediscover the 
faith of their forefathers. "People are tired of the mullahs....," he says. “I challenge 
the government to allow conversion out of Islam for even one day." Heisunlikely to 
see that day, for Iran bans the conversion of Muslims by punishment of death. Yet 
it is believed that some Iranians practise Zoroastrianism in secret. 

There is also evidence that some Kurds, whose Yezidi religion is centered 
around the town of Lalish in northern Iraq and which closely resemblances Zoroas- 
trianism, are returning to what they call their "original faith". Hameed Akhtari, an 
Iraqi Kurd living in Iran, says he has been smuggling Zoroastrian texts and holy 
books into Iraq since 1995. But he was at pains to emphasise that the books were 


used "only for religious research". 


their own. Most authen- 
tic Zoroastrian culture 
was lost in Iran. The 
syncretic Persio-Hindu 
creed Parsis developed 
in Gujarat — where they 
first landed as emi- 
grants 1,400 years ago and where they 
mostly lived until the 1800s — was cast 
aside in favour ofAnglophilic norms un- 
der the British. As British influence in 
India faded, one of the central inspira- 
tions behind (Anglo-) Parsi culture dis- 
appeared, and the community strug- 
gled to find a replacement for it. 

And self-described ‘liberal’ Parsis 


| having little interest in, or knowledge of, 


their community's inner dynamics, 
strayed towards a broad secularism. In 
doing so, they left the home field to con- 
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Zoroastrianism has also been experiencing a creeping renewal in southern 
Russia and some Central Asian countries such as Tajikistan, Uzbekistan, and Azer- 
baijan, which were historically part of the Persian Empire. Some 
leaders in these republics, particularly President Imomali Rahmonov 
of Tajikistan, are very supportive of this, partly in the hope of attract- 
ing investment from Indian Parsis and partly to offset radical Islam. 

Many Zoroastrian's are pleased to hear of their faith’s resur- 
gence. But some are concerned that this could bring the Zoroastrian 
communities in Iran and India into conflict with Iran's Islamist ex- 
tremists or India's Hindu chauvinists, who oppose religious conver- 
sion. That is something the community does not have the desire or 
wherewithal to face. "You must understand our apprehension," says 
Yazdi. "We are like a small, colourful fish in a big pond. One wrong 
move and we will be eaten." 


their present culture is | servative Parsis who wanted no change, 


says Minoo Shroff, chairman of the 
Bombay Parsi Panchayat, the commu- 
nity's apex socio-religious organisation. 
Recently, at a Parsi wedding where 
everyone was gazing disinterestedly on 
priests murmuring prayers in a dead 
language, I commented on how devoid 
of anything personal, or even remotely 
romantic, the ceremony seemed. I was 
immediately shushed. "This is the way it 
has always been,” a friend said. “We 
have to preserve our ways." I was struck 
by the significance of what my friend 
said, even though, given the rapt atten- 
tion with which he poured himself an- 
other shot of Johnnie Walker, he himself 
was not. Itsuddenly became clear to me 
that Parsis have reached the nadir that a 
community can reach: the point at 
which the perfect mimicking of an old 





custom, rather than any innovation, be- 
comes the ultimate accolade. 

Kamerkar says this fear of change 
and lack of initiative is partly rooted in 
Parsi philanthropy. Wealthy Parsis have 
endowed the community with free 
housing, education, health care and re- 
ligious infrastructure worth more than 
$500 million, according to Shroff. 
Kamerkar says that over the years the as- 
surance of inheriting free homes and a 
social safety net has robbed the com- 
munity of motivation and fuelled a self- 
ish desire not to dilute resources by ac- 
cepting new converts. To sidestep this, 
she suggests new Zoroastrian converts 
could form a separate sect and should 
not claim any Bombay Parsi Panchayat 
funds. Her argument is that while being 
a Parsi or Irani means something spe- 
cific (that is, being a Zoroastrian from 
Persia whose ancestors settled in India), 


anyone can become a Zoroastrian if | 


they choose. This is hard to argue with 
as Zoroastrianism has no Pope-like fig- 
ure with divine authority over the faith. 
This urge to preserve old wealth and 
advantage is rooted in a widespread 
belief amongst Parsis that they will 
never again be able to acquire the riches 


—' and standing that came to them under 


the British. Most Parsis feel something 
mysterious happened when the British 
left India in 1947, something that 
sapped the confidence of the commu- 
nity. It is this constant feeling of having 
the sun at ones back that is casting a 
shadow over the entrepreneurial 








dreams of many young Parsis today. 


Rejuvenation? 


Perhaps Parsis overlook that it was not 
they who changed as much as their en- 
vironment. In the colonial era, it was à 
favoured practice of the British to 
empower minority communities. This 
allowed the British to win local allies 
while keeping the majority of the coun- 
try out of power. This, coupled with 
their own capabilities, accounted a lot 
for the Parsis' success. When things 
changed with Independence, it was 
only natural that there would be a pe- 
riod of adjustment. But there is nothing 
wrong, weak or wounded in the basic 
Parsi ethos that is rooted in a surpris- 
ingly modern and can-do philosophy. 

At its core, Zoroastrianism empha- 
sises personal initiative, both in making 
the right choices in the metaphysical 
universe and in securing happiness in 
the material world. It is a faith that asks 
one to live in and enjoy the material 
world, while not being seduced into for- 
getting that the higher purpose of life is 
to take the side of right in the battle of 
Spenta Mainyu (the Good) against An- 
gre Mainyu (the UnGood). 

From Zoroastrianism, one can easily 
conjure the ideal modern man, what 
someone once called a kind of Zorba the 


i young Parsis of today think 
small. They don’t do things like 
they did in the old days. 
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Buddha — a contemplative man in 
touch with his spiritual side, yet com- 
pletely at home in the material world, a 
man who knows the value of ethics as 
well as the rate of the euro, a man who 
knows how to raise money from 
investors in Paris and how to lapse into 
meditation, who serves his own and 
also cares for others. 

This philosophy is as alive in the 
community today as it ever was, even 
though this may be easy to miss, forit of- 
ten articulates itself in small ways — the 
young widow who returns her hus- 
band's rented office to his landlord 
friend, or the father who encourages his 
daughter's modern choices. There is, al- 
ready, a new generation of Parsis that 
has learnt to live and thrive in changed 
circumstances, both in India and 
abroad. These youths are not only look- 
ing to preserve their heritage, but to 
grow it. They are excelling in business, 
the professions, academia, the arts, en- 
tertainment, journalism, science and 
sport, and many of them continue to 
give generously to their community and 
the wider society. 

As India opens up to the world, there 
is every indication that Parsis could 
once again place themselves at the fore- 
front of economic and social develop- 
ment. The community's high educa- 
tion levels, its familiarity with global 
culture and aptitude for the arts posi- 
tion it perfectly for success in the infor- 
mation and media economy. If this 
happens, it will be not be the first time 
the community rejuvenates itself. In 
330 BC, Alexander destroyed Persepolis, 
the Persian capital, but his successors 
were expelled by resurgent Persian dy- 
nasties. In the 650s, the Arabs con- 
quered Persia and Egypt, but while they 
Arabised Egypt, they got Persianised. 
And, of course, Zoroastrianism itseli 
survived, then flourished in India. 

From amid the swelter and flour 
scented air of the cosily antique Yazdani 
bakery in Mumbai, Zend M. Zend, baker 
extraordinaire and an Irani well known 
for his earthy philosophical views, says 
the time has come for the Parsis to stop 
"this moaning and groaning” about sur- 
vival. “Zoroastrianism has been left for 
dead many times. Each time it was our 
zest for life, our life-celebrating attitude 
that saw us through," he says. "As long 
as we have that, we'll be fine." 4 
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BROWSING 
Nilesh Shah 


Chief Investment Officer, 
Prudential ICICI Mutual Fund 


The last book I finished is an old 
Gujarati book called SAAT PAGLAN 
AAKASHMAN (Seven Steps Into The 
Sky) by Kundanika Kapadia. I have 
read the book 2-3 times, and found a 
new meaning in it each time. I have 
read many books on womens libera- 
tion, but none ofthem asks pointed 
questions about womens equality 
like this one. It is the story ofa girl 
who has been subdued within a 
marriage, loses her identity and re- 
gains it many years later. I think every 
young girl should read the book. 

I do read books on investment 
management, but I am more inter- 
ested in Gujarati literature from the 
freedom struggle era. There was a 
transformation in our country, post- 
independence, that led to a general 
denigration in societal values. These 
books give me clues as to where we 
have gone wrong as a nation. 





ALERT 
The Medici Effect 


By Frans Johansson 
(Harvard Business School Press) 


EVER react creatively 
to a tough situation? 
Johansson says that 
innovations occur 
when you go beyond 
your expertise. Thus, 
the medical resident 
who, after being near- 
ly assaulted by a patient, devel- 
oped ways to prevent teen vio- 
lence. There are more examples, 
anda clear set of concepts. E 
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is unusual for three reasons. 
First, it is not an end-to-end 
sort of read; you can open 
any chapter and read it inde- 
pendently of the others. It is 
an anthology of essays written by 28 
leading thinkers in the field of organis- 
ations. Second, it has been inspired 
by Richard (Dick) Beckhard, who has 
influenced all the authors in one way or 





HE book ORGANIZATION 21C | 





order to innovate.” These words (the ital- 
ics are mine) would not have appeared 
in a more classical book. Organisations 
| pay lip service to diversity, but put 
| in place steps to create clones out of 
| young recruits. Having run Unilever 


| Arabia, which employed people of 16 


different nationalities, I realise the chal- 
lenges of diversity and, equally, the re- 
wards that come if one can leverage that 


| diversity. For the future global organisa- 


| 


| 


another. Third, all the essays are for- | 


ward-looking and focused on the lead- 


ership and organisational challenges | 


facing business. 

In the opening chapter, 
Subir Chowdhury, who 
has put it all together, 
argues that: "To lead in 
the present and the fu- 
ture, organisations must 
emphasise two things: 
talent and environment. 
An organisation must 
employ and retain the 
best, brightest, and most 
diversified people in 


SUBIR CHOWDHURY 


HY is a business magazine re- 
viewing a book on military his- 
tory? The expected answer in 
the post-Sun Tzu era of turning 
business into the art of war would be 
that THE LAST VALLEY holds valuable 
lessons in strategy, logistics and cour- 
age. All of that may be true, and, indeed, 
it is. However, this is a book that should 
be read for its own sake —a fine piece of 
historical writing that marks the 50th 
anniversary of one of the most decisive 
battles of the 20th century. 

When the last of the French forti- 
fications at the valley of Dien Bien Phu 
fell to the attacking swarms of Viet 





Minh infantry in the closing hours of | 


7 May 1954, it sent shockwaves across 
the world. The battle in the remote val- 
ley was the first in which a western-style 
colonial army was defeated by a Third- 
World nationalistic movement. 
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mU ORGANIZATION 
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ORGANIZATION 


Lessor 








, Frances vast colonial empire, ai 


| Vietnamese fighting with the 
| Thai tribal auxiliaries and, of cou 
| legendary Foreign Legion. These 


| ship’ and ‘Developing Global Leaders; 


tion, diversity is not an academic issue 


| — itis a reality. 


The two chapters on ‘Global Leader- 








are insightful and written with a lot q 
sensitivity. The authors are all Europea 
and one wonders whe 
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Someday All j 


Organizations Will Lef | 
This Way | 


` 


By Subir Chowdhury, 
Derek F, Abell & Jam: 
Champy, etc. | 
Published by FT Pre 
Hall 

Pages: 384; price: Rs: 


someday oll organizations will lead this way 





SELECTION 


But, as Windrow's moving a 
judged account shows, it was no 
ple clash between the French a 
Vietnamese. The exotic Frencl 
Eastern Expeditionary Corp: 
made-up of soldiers from all cor4 


mainland French constituted ha 
fifth ofthe garrison at Dien Bien P 

The rest were Algerian and 
can tirailleurs, West African gu 


ethnic units, entrenched deep 





there is a freshness on this score, 

- compared to the usual American litera- 
ture on such subjects. For example, 
seven qualities are listed as essential 
for global leaders over and above 
those found in excellent domestic and 
multinational leaders. These qualit- | 
ies are focused on geocentricity and - 
multi-cultural sensitivity, both of which | 
are more associated with Europeans | 
rather than Americans. “A firm with | 
a global mindset accepts diversity and | 
heterogeneity as à source of oppor- 
à tunity,” they argue correctly. 

The ‘Boardroom of the Future 
points out that with the average size 
of boards decreasing and the demands 
and rewards for serving on boards 
increasing, companies need greater | 
contributions from their own directors. : 
































> 





n" initiatives will be forced on the boards. | 
The cost of additional corporate gov- | 


"Viet Minh-held territory, faced the for- | 

midable General Vo N guyen Giap, a his- | 

ory teacher in civilian life. Giap himself | 
fas a commander of restricted ability, | 
Mut extremely determined and ruthless. 
. Windrow spe- 
- nds a good half of 
the book describ- 
ngthe war that led 
to the fatal en- 
unterinthenor- - 
"west Mapa : 


open fire o over 











_ This is best achieved by voluntary © 
Self-appraisal and continuous impr- | ci 
. ovement programmes em 
= by the boards to their own directors. | p 
Otherwise, | fear, obligatory and legal > 


nance reporting has beenestimated ur it 
bys some US companies and appears te to i 


. price: L20 





p—— 


SUBIR CHOWDHURY is executive 
vice-president of ASI-American 
Supplier Institute. A leading quality 
expert, Chowdhury is the best-selling 
author of The Talent Era and 
idcm 21€ 


bé quite lae in India, I Eid it roid 
be Rs 300 crore per year! The authors 
propose seven characteristics that cre- 
ate truly independent boards. They also 
point out the five outcomes that good 
boards should aim for in order to deliver 
what stakeholders truly expect of them 
— real leadership! - 

Michael Beer's. piece on "Building 


Organisational. Fitna SS is apposite, ur 
particularly in the. Indian social : struc- 


ture. He focuses on-the silent killer, 
thatis, thei in ability of organisations to 
confront | real Issues, ang of os 





the valley, you get caught up in the ex- 
citement. Apart from the huge numeri- 
cal advantage the communists had, 
they held an advantage in artillery too. 


| Yet, the French threw back the initial at- 
tacks and the siege la- — 
| historian and that he used secondary 
| Sources. As such, the immediacy of ear- 
_ lier books, notably Bernard Fall's Hell in 
| a Very Small Place, is missing. However, 


pice dd sted 56 gruelling days. 

Windrow rightly cred- 

By Martin its this to the incredi- 

Windrow ble toughness, tacti- 

dM DS cal aggression and 

a taney i high morale of theel- 
Madero" ite French units, nam- 
Pages: 608; ely the paratroopers - 


and Legionnaires. 
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“There a are also s some s hugely inter- = 








esting quotations about experience 

and talent. For example, Sumner Red- 

stone of Viacom is quoted as saying: 

“The question is not whether you are 
subjected to adversitv and conflict 

during your life. The question is how 

you deal with it. If you really want to 
succeed, you have to be passionate 

and have a commitment to excellence." 

W. Edward Deming, ignored in the US 

and deified in Japan, identified incre- oo o 
dible persistence as a key character. ^ 
istic of talent, an attribute not focused. 
upon very often. 

So what is the one huge positi 
one huge negative of this boc 
positive is an outstanding colle 
well-knit and well-edited essays 
subject of great relevance in the fit 
The negative is that not all managers 
would find this an easy read; the subject 
is soft and woolly, free flowing, althou 
not sticky. It is interesting ifyou first read 
it in doses, and rewarding if you refer to E 
it occasionally thereafter. This is a mest —— 
for your bookshelf. 
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R. Gopalakrishnan is executive director, 
Tata Sons 





They were led by officers like Lang- 
lais, Bigeard, Brechignac and Guiraud. 
1o the uninitiated, these names mean 
little, but readers of military history will 
recognise some of the colonels who 
would later tower over the Algerian 
scene like demigods until the tragedy of 
1961. The portraits of the leading pro- 





| tagonists in the drama are some of the 
| best parts of the book, together with 
_ vivid descriptions ofthe close combat in 
| which they led their units. 


Windrow admits he is not a trained 


| he brings light to many disputed points 
. of the battle and tells his story with 
; uncommon humanity and clarity. 





| KAROL TOTH 
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HE finance minister has held his customary 





hands find it difficult to visualise a more bor- 
ing ritual. Bankers come in their Chirag Din 
suits and arrange themselves at the table. 


comes in. The minister gives them a predictable homily, 
and tea, biscuits and cashew nuts. And they disperse. 
This time the minister has been rather subdued. His 


lowed him; and there is the burden of dour leftists to carry. 
But there was a time when the same Mr Chidambaram 





__ ister, it allowed something called Local Area Banks. Each 


pow-wow with banks. Even government | 


would be given a small area, such as a district, and was not 
allowed to stray outside it. Today, seven years later, none 
is heard of. When Chidambaram departed early, the 


| Reserve Bank also buried his pet idea. 
They stand up and grin sheepishly when the minister | 


Chidambaram identified a real problem, but the 
Reserve Bank had a problem too. There are actually thou- 


_ sands of small, local banks; instead of Local Area Banks, 
_ theyarecalled co-operative banks, co-operative credit so- 
political travels in the past eight years have probably mel- | 


would make his points fiercely. There were things he | 
wanted to get done, and he did not brook procrastination. | 


One of the things he 
wanted done was to open up 
banking to many new play- 
ers. He was impatient with 
the ponderous public sector 
banks and horrified at their 
irresponsibility. They lent out 
without a care to shady bor- 
rowers as long as they were 
big or had contacts in Delhi, 
and would not look at small, lo- 
cal businessmen. Many banks 
were local banks before na- 
tionalisation. They specialised 
in lending to, say, the spice 
gardens in southern India or 
the sari makers of Benares. 
They knew everyone in their 
neighbourhood, they could tell 
good eggs from bad, and they 
backed the good borrowers through thick and thin. 

When they were nationalised, the same banks were 


combined into elephantine national banks whose central | 


offices micromanaged local lending. Local managers' | 
lending powers were so modest that they had no chance | 
of underwriting and nurturing strong local businesses. | 
They were given loan quotas. Of those, a fifth had to goto — 





farmers, whether they had any loan servicing capacity or | 


not; another fifth had to go to small businesses — and that 
meant lending out little loans of a lakh or two. Every once 
in a while, a minister came along and got loans for his 
friends, whose contacts made them immune to repay- 


License more banks; but 
competition will work only if 
the government stops bailing 

out banks robbed by fraudsters 





ment. No wonder bad debts escalated; and since they | 
| erately, remove before he can persuade the Reserve Ba 


were created on government instructions, the finance 
ministry and the Reserve Bank found ways of financing or 
doctoring them. It was to remedy this dysfunctional cen- 
tralism that Mr Chidambaram, when he was last finance 
minister, favoured new banks. The Reserve Bank was 
dead against them; but in response to a determined min- 


cieties and regional rural banks. And their management 
stinks. They have been mostly captured by local politi- 
cians of one hue or another. They give loans to a small 
group of their favourites, and their loan recovery is 
abysmal. The politicians in Gujarat are more entrepre- 
neurial; many of them clean 
out those banks completely. 
Madhavpura Bank was a 
memorable scandal even by 
the standards of Gujarat. 

And what happened to it? 
Keshubhai Patel, then chief 
minister of Gujarat, came run- 
ning to Delhi and asked Yash- 
want Sinha to bail his friends 
out. Sinha told him to go to the 
Prime Minister. Keshubhai 
touched Vajpayee's feet, and 
Vajpayee gave Sinha the order: 
save our best man’s bacon. 

If he still cares for neigh- 
bourhood banks, Chidam- 
baram has to give thought to 
this problem: how can he 
prevent them from falling into 
the clutches of local frauds who take political cover? 
The Reserve Bank will tell him not to let anyone take 
control of the bank; restrict everyone's shareholding to 10 
per cent or less. But this is no answer; if no one is allowed 
to run a bank, no one will. No serious entrepreneur will 
start a bank on those terms; and those who do will find a 
way to usurp power. 

The answer lies in removing the insurance cover the 
government has given to fraudsters. Today, anyone can 
rob a bank and be sure that the government will bail it out. 
Chidambaram himself gave that implicit assurance wher 
he asked Oriental Bank of Commerce to bail out Globa 
Trust Bank. Itis a guarantee he will have to publicly, delib- 


ANTHONY LAWRENCE 


to relax on its bank licensing policy. The guarantee has t 
go, not just for future banks, but all existing banks— espe- 
cially for co-operative banks and regional rural banks. 
Before Chidambaram can construct a new local banking. 
network, he has to excise the present diseased one. 
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GAIL GETS GOLD - 


Gold Trophy of "Scope Award for Excellence gest Hem 
yf GAIL and Outstanding Contribution to the Public Sector Management” ^L 
- Institutional Category 2002-03, conferred to GAIL (India) Ltd. 
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GAHN (leh metal has won the Gol Trop » 


amt the SUME Awa for Excelien 


GAIL (India) Limited 
Gas & Beyoud 


Outstanding Contribution to the Publ ext 
Management for the year 200203 ip ik 
Instrtubona!l Category Mr Proshanto 
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Subtle, sophisticated, structured pinks woven in to discreet patterns inspired by the art and * 
architecture of Firenze. Immaculately finished with our signature, mother-of-pearl Trinity Buttons 
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